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One of the most enjoyable things about flying is the glass of champagne you receive after take-off. On Thai the 
champagne is in a class above most other airlines. Passengers in Royal First Class are treated to vintage Dom 


Perignon champagne while passengers in Royal Executive Class sip Moet & Chandon Brut aAA 2 
Imperial. Thai. Centuries-old traditions. Innovative thinking. State-of-the-art technology. © Thai 
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LETTERS 


A historical reality 


Edward J. Epstein's letter [8 Dec. '88] ex- | 
coriates me for abandoning "both fact and | 


reason to continue stirring up anti-foreign, 
especially anti-American, feeling among the 


people of Hongkong." | 
However, nowhere in his letter does he 


support this allegation. In fact, the Law So- - 


ciety has attempted to conduct the debate on 
the foreign law firms issue purely on the 


merits of the case. Epstein accuses me of | 


“lumping together all other ‘foreign’ lawyers 
regardless of whether their legal training is 
rooted in common law, civil law or even 
socialist legal tradition.” 

If he had taken the trouble to read my arti- 
cle before rushing to condemn me, he would 
have seen that I had criticised the govern- 
ment's proposals for not differentiating be- 
tween different legal systems and acting "as 
though there is no significance to whether a 
firm is from East or West Germany, from Is- 
rael or Iran." 

Epstein condemns the Legal Practitioners 
Ordinance as "designed more to protect 
the economic interests of a professional 
monopoly than to set standards of profes- 
sional qualification." He, of course, knows 
legislation is not the responsibility of the Law 
Society but of the government and the Legis- 
lative Council. 

Hongkong is a British colony and, as 
such, it is not surprising that lawyers from 
England are automatically admitted to prac- 
tise here. In fact, up until 1976, all lawyers in 
Hongkong had tobe British subjects. Epstein 
points out that Commonwealth lawyers do 
not enjoy the same automatic right of admis- 
sion to practise in Hongkong. That is un- 
doubtedly due to the fact that Hongkong 
was colonised not by Australia or New Zea- 
land, but by Britain. Neither Epstein nor I can 
change the course of history. 

As we approach 1997, the issue of admis- 
sion of English and other lawyers will have to 
be looked at very carefully. The Hongkong 
legal system, for historical reasons, is closely 
related to that of Britain and countries of the 
Commonwealth. 

Hongkong itself did not turn out its first 
law school graduates until 1974. All Hong- 
kong lawyers before that date had to sit the 
English law examinations. 

For that reason, Hongkong historically 
has had to recruit lawyers from Britain and 
Commonwealth countries with a legal sys- 
tem similar to ours to serve as magistrates 
and prosecutors. As long as Hongkong was 
not training its own lawyers, it had to de- 
pend on lawyers trained in compatible juris- 
dictions. 

That is a historical reality. But one does 
not solve a historical problem by perpetuat- 


ing an anomaly. SIMON IP 
President 
Hongkong 
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Situated at Kowloon's entertainment and 
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best Chinese restaurant in town. 


A health club with swimming pool, sauna 
bath and gymnasium. A multi-storey shop- 
ping arcade with an array of specialty 
shops. Convention rooms and meeting 
facilities. 

For Reservations, please contact your travel 
agents, or Milford International Marketing 
Services, Inc. | 

567 Pine Street, Suite 202, San Francisco, 
CA 94108. SFO (415) 981-8337, National 
(800) 227-4320, California (800) 622-0847. 
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‘Unfounded allegations 
In your 8 December 1988 issue, Philip Bow- 
ring refers to an amendment in the draft 
Basic Law sponsored by me which asserts 
that rules for lawyers operating in the future 
special administrative region would be "on 
. the basis of the systems previously operating 
-in Hongkong.” 
. Bowring was mistaken in saying that 
“lawyers endeavoured to enlist the help of 
China to include a clause in the Basic Law... 
to preserve the status quo." The inclusion of 
that clause was a decision of the Basic Law 
Drafting Committee (BLDC), and the Hong- 
. kong Law Society had nothing to do with it. 
| Furthermore, while I proposed including 
* the clause in the draft Basic Law, the clause it- 
self was not my “work,” as Bowring should 
know. That was taken word for word from 
the Joint Declaration. As the Basic Law is 
, meant to reflect the Joint Declaration, I can 
*. see no reason for objecting to the incorpora- 
"à of a clause from the Joint Declaration. 
. am surprised that Bowring, as editor of 
< the REVIEW, should not have checked the re- 
levant facts before making serious allega- 
tions that involve the Hongkong legal pro- 
fession, the BLDC, senior Chinese officials, 
X and myself. 
Hongkong 





GNIS 


SIMONLI 


e Retired Justice Li is on recent record as saying 
> that allowing entry of foreign law firms would be 
against the Joint Declaration. Thus his move to in- 
: clude the phrase from the Joint Declaration in the 
- Basic Law after subjecting it to his own interpreta- 
f. tion was clearly an attempt to use the drafting pro- 
« cess, in which Peking plays the lead role, to further 
. the lawyers’ interests by blocking government po- 
-~ licy on "constitutional" grounds. Not all lawyers’ 
4 lobbying is done through the Law Society, which 
* represents only solicitors, as Li's own actions indi- 
a, cute. 


to the rescue? 

* Correspondent Bob Johnstone’s comment 
1 that the International Rice Research Institute 
_ (IRRI) had rescued a large number of tradi- 
tional Cambodian rice varieties and thus 
saved Cambodia from the brink of famine 
[Sowing for the future, 1 Dec. '88], gives a 
wrong picture of recent events here. 

Farmers never stopped growing rice and 
the majority of the important local rice vari- 
eties did not disappear. Of course, disaster 
was very near in Cambodia, right after the 
Pol Pot regime was driven out, but the credit 
for avoiding a famine hasto go toa number of 
non-governmental organisations and the 
UN, which brought thousands of tonnes of 
rice and rice seeds to the country. 

When I came to work in Cambodia in 
1986, 1 found farmers were growing their 
traditional rice varieties on more than 90% of 
the total area just as they had been doing for 
centuries. I have been involved in the gather- 
ing and testing of traditional rice varieties for 
more than two years now, through a project 
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which aims at rebuilding a rice experiment 


station in the province of Kompong Speu. 
Of course it is good that IRRI has provided 
Cambodia with seeds of some of the tradi- 
tional varieties, but it would have taken at 
least five years to multiply these seeds in 
order to produce quantities that would have 
any significant effect in avoiding famine. The 
IRRI is to be commended for making the orig- 
inal varieties from the germplasm bank avail- 
able to Cambodia. The bank plays a neces- 
sary role in the conservation of rice varieties 
threatened by extinction. H. RUTTEN 
Phnom Penh Oxfam-Belgium 
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Taiwan can build on consensus 
Shim Jae Hoon's report on the widespread 
lack of respect for the rule of law in Taiwan 
[ARTS AND SOCIETY, 8 Dec. '88] should be re- 
quired reading for those interested in under- 
standing the rapid political, economic, and 
social changes now taking place in Taiwan. 
Quite often critiques on current events in 
Taiwan fail to understand the social setting 


that leads the Taiwanese to accept illogical. 


events as daily routines, legitimate or not, 
and continue to build an economy and so- 
ciety of their own regardless of the rule of law 
imposed by the ruling party. 

Few realise that a historic experiment has 
been set in motion among four ethnic 
Chinese societies, China, Hongkong, 
Taiwan and Singapore, each pursuing its 
own course of nation-building. Taiwan 
seems to have the most cynical "scofflaw" 
syndrome among the four ethnic Chinese 
societies. Yet Taiwan is probably the only 
one where the people can expect to build 
upon an evolving consensus about the na- 
ture of the society in which they want to live. 
But this requires that the authoritarian con- 
servatives be prised from the levers of power 
and assume a role as citizens with respon- 
sibilities and without illegitimate privileges. 

_As a Taiwanese resident in Hongkong, I 
really appreciate the depth of your coverage 
on Taiwan lately. 


Flongrong GARY LIN 


independence is the goal 

I was in Tibet in 1986 when there were practi- 
cally no restrictions on travelling and my ex- 
periences were completely different from 
those of Tom Grunfeld [THE FIFTH COLUMN, 
13 Oct. '88]. When Grundfeld claims: “Inde- 
pendence is an abstract notion which most 
Tibetans do not think about," he shows a 
kind of arrogance that fits exactly into the col- 
onial tradition. 

Independence was the most popular de- 
mand of many Tibetans I talked to and it 
means something very concrete to the 
people: no more Chinese soldiers, no more 
Chinese missiles, no more Chinese cadres, 
no more Chinese officials. 

When Grunfeld claims "the Dalai Lama 
undoubtedly loses prestige," that is nothing 
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Vietnam's intent 


but the wishful thinking of the Chinese and 
their friends. My experience was that the 
popularity of the Dalai Lama has not di- 
minished at all. 
uiid 
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Remittances to Pakistan 
Regarding Hamish McDonald's excellentre- — 
port [8 Dec. '88] on Pakistan's economic situ- 
ation, it needs to be noted that while remit- 
tances by Pakistani workers abroad did reach — 
a peak of more than US$3 billion during the — 
fiscal years 1982-83 July-June) and 1983-84, 
they have since been showing a progres- 
sively declining trend and for the last fiscal 
year (1987-88) may total only US$2.2 billion. 
SYED MAHDI MUSTAFA 
Karachi National Bank of Pakistan < 


Anation forgets 
As a Japanese, I am ashamed and angry at 
the reaction in Japan to Emperor Hirohito's 
illness. The whole Japanese media are com- .. 
pletely dominated by daily reports of the em- 
peror's condition, All the reports are written 
out of respect and sympathy. It is practically 
forbidden to publish any critical view about 
Hirohito's role during the war. E 
As a leader of a militarist government = | 
who waged war on other Asian countries, he |... 
was and still is responsible for suffering on a 
massive scale, 
Because of political calculations on the 


part of the allied nations, his life was spared 


after the war. And he has since been glorified 

as aman of peace, by the government, by the 
media and in the education of our children. ^. — 
Any Japanese who is critical about hisroleas ^. - 
a war leader is intimidated. 


iid 'ANGRY JAPANESE' 


Contrary to Murray Hiebert's assertion - : 

[REviEW, 17 Nov. '88] that Vietnam has "no = 
plans" to abandon coordination of its econ- = 
omy with Cambodia and Laos, ChauPhong, |... 
deputy director of the Institute of Interna- ` 
tional Relations in Hanoi, informed meon 23 . : 
August 1988 that Indochinese economic 
coordination. commissions proposed by 

Vietnam in 1983 were reduced in scope to re- 
spect the sovereignty of Cambodia and Laos, 

are mainly for trade, play a minor role today, 
and willbe superseded when thethree states 
are permitted to join Asean. 

This view was echoed by the Cambodia 
Foreign Ministry when I visited on 12 Au- 
gust 1988. At the 13th Indochinese Foreign. 
Ministers meeting in 1986, the three agreed 
to stop holding semi-annual meetings; this 
was reaffirmed by Vietnam Foreign Minister 
Nguyen Co Thach on 12 July 1988, one day 
after the 14th such meeting, though Hiebert 
reported neither the meeting nor Thach's ; 
press statement. | 
Honolulu 
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The REVIEW 
welcomes the New 
Year with a new 
design and new 
features. Type faces 
and layouts have 
been changed. New 
columns, PUBLIC EYE 
(on people in the 
news), INVISIBLE 
m ý HAND (on economic 
affairs) and RESEARCH AND INNOVATION (on 
technology) have been introduced and 
separate BRIEFINGS pages introduced for the 
Regional and Business sections. See 
TRAVELLER'S TALES (page 23) for the details 
and the ideas behind them. But we stick to 
tradition with the COVER STORY for the first 
issuein the New Year — the annualedition 
of the monthly WHERE TO PUT YOUR MONEY 
feature. This year it is more comprehensive 
than ever, examining the current state and 
future prospects of stock, bond, currency, 
commodity and other markets around the 
region and the globe, and containing 
brokers’ stock selections for 1989. 

Page 28 Cover illustration by Michael McKeever. 
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Testing the Ground 


Indonesia’s armed forces chief, Gen. Try 
Sutrisno, is scheduled to make an official 
visit to Australia at the end of January. His 
visit will precede that said to be planned by 
Foreign Minister Ali Alatas and is being 
viewed by Australia as an important 
preliminary step before President Suharto 
makes plans to visit. 


Communist Contender 


Tran Xuan Bach, one of the least-known 
members of the Vietnamese Communist 
Party's ruling politburo, is emerging as one 
of the leading contenders to replace current 
party chief Nguyen Van Linh, who has 
asked to retire when the party meets in a 
special party conference tentatively 





Vietnamese refugees become a domestic 


FAR EASTERN ECONOMIC REVIEW 


x have ballooned in size and budgets since 
Ml independence, have had some spectacular 
achievements in recent years. But critics still 
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scheduled for February. Bach is a protege of 
Le Duc Tho, a former senior party leader 
who supports gradual economic reform but 
is worried it will threaten the party's 
dominant role in society. Bach, who 
currently ranks eighth in the politburo, has 
become one of the party's leading ideologues 
in recent years. 


Newspaper Stake 


Dow Jones Publishing Inc., owners of Tne 
Wall Street Journal and the REVIEW, have 
been negotiating to buy a stake in The 
Nation, Bangkok's second-largest English 
language daily newspaper. The stake 
involved is estimated to be near 10%. Dow 
Jones is believed to be looking for new sites 
in Asia to print The Asian Wall Street Journal. 
Nation Publishing was listed on the Thai 
securities exchange in early 1988 and 
recently raised capital to finance a new 
office and printing plant. Its shares are 
currently trading at around Baht 131 
(US$5.24) on a p/e ratio of nearly 40. The 
group was capitalised at Baht 260 million 
before a recent four-for-one issue. 


Status Conscious 


During a recent visit to China, the chairman 
of the Indonesian Red Cross, Ibnu Sutowo, 
was accorded virtually state-guest status. 
Sutowo, whose government has not had 
diplomatic relations with Peking since the 
communist-backed coup attempt in 1965, 
was granted access to several senior officials 
in Peking. On his return to Jakarta, the 
former director of Indonesia's state oil 
company, Pertamina, reported to President 
Suharto and is said to have argued that 
China has changed its ways since the 
mid-1960s and is not likely to intervene in 
Indonesia's internal affairs. 


Seoul Command 


US and South Korean officials are 
understood to have reached virtual 
consensus on the desirability of scrapping 
the controversial Combined Forces 
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Australia : Immigration 
Question time at counselling session for 
newly accepted migrants 25 


Where to put your money 


This month WTPYM looks at the prospects 
for the world’s stockmarkets in the Year of 
the Snake; and reviews the bond, 
currency and commodity markets. 
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No time to take stock 28 


Stockmarkets: 
The deficit factor 30 


imodities : 
More thrills and spills 36 
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China: Economies 

Peking is coming under pressure from the 
provinces to ease its two-year austerity 
programme after just three months of belt 
tightening. 54 


Australia : Wine 
Uncorking a scandal 55 


Asia: Industries 

Fear of AIDS and a surge in US demand for 
rubber examination gloves fuels a 
manufacturing boom. 57 


Command, under which a US four-star 
'ral has held operational control over 
»outh Korean frontline forces since 1978. 
Although a modified arrangement is being 
contemplated for joint air defence 
operations, the US is looking into a 
vigorous exercise programme and the 
formation ofa strong liaison body to ensure 
continued cooperation on the ground. 


Border Preparations 


A flurry of renovation 
works in recent 
months at Cambodia's 
western border town 
of Poipet is 
understood to be part 
of the Heng Samrin 
regime's preparations 
to trade with Thailand 
in the not-too-distant 
future. During the Lon 
Nol days before the 1975 communist 
takeover, Poipet was the main gateway into 
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Malaysian glove factory. 
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Bangkok plans an "offshore" data- 
processing zone 60 
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Genting’s overseas gamble fails to pay 
off 64 


South Korea: Shipping 
Organised labour rocks Hyundai's boat 65 
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western Cambodia, linked with the Thai 
border trading town of Aranyaprathet by a 
railway bridge. The renovation works 
include repairs to a rail link and road 
between Poipet and Sisophon. 


Bangkok Rendezvous 


Senior diplomats from Chinese embassies 
throughout Southeast Asia have held a 
low-key, lengthy conference in Bangkok. 
The Chinese diplomats were reluctant to tell 
their counterparts from other embassies in 
the region what they discussed, but it is 
thought that the effect on the region of 
improved Sino-Soviet relations was high on 
the agenda. The meeting, at the Chinese 
Embassy in Bangkok, began on 12 December 
and lasted for more than a week. 


High Flyer 


After only seven months in the job, 
Malaysian Foreign Ministry secretary- 
general Datuk Yusof Hitam is likely to be 
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transferred to Canberra soon as Malaysia's 
high commissioner to Australia. Among 
Yusof's achievements was a successful 
month of lobbying in New York — his 
previous posting — helping win Malaysia a 
seat on the UN Security Council in 
November. The man tipped to succeed 
Yusof is current Malaysian ambassador 
to Japan, Datuk Ahmad Kamil 

Jaffar. 


Return Engagement 


US Ambassador to New Zealand Paul 
Cleveland is being tipped as a possible 
successor in Seoul to the widely respected 
James Lilley, who returns to Washington 
shortly after more than two difficult years as 
US ambassador to South Korea. Cleveland 
has served three tours in Seoul, the last one 
as deputy chief of mission in the early 1980s. 
Lilley is believed to be under consideration 
to replace the Assistant Secretary of State 
for East Asia and the Pacific Gaston 

Sigur. 
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FOREIGN 


Gandhi's cautious step towards better China ties 


Return to realism 








By Robert Delfs in Peking and 
Rita Manchanda in New Delhi 
ndian Prime Minister Rajiv Gandhi's 
19-23 December 1988 visit to China — 
the first by an Indian head of govern- 
ment since that of his late grandfather, 
Jawaharlal Nehru, in 1954 — marked a cau- 
tious step towards establishing friendly rela- 
tions between the two largest Asian coun- 
tries. But Gandhi'sattempt during the visit to 
disentangle the disputed border issue from 
its emotive roots in the 1962 Sino-Indian War 
was from the outset constrained by the pres- 
sures of internal politics. And Indian opposi- 
tion leaders were quick to claim that it was 
the succession of domestic scandals beset- 
ting Gandhi's regime which had pushed him 
to take a major foreign policy initiative in the 
run-up to elections. 

Since the border war, Sino-Indian rela- 
tions have been largely characterised by 
mutual suspicion, exacerbated both by 
India's friendship with the Soviet Union and 
China's ties with Pakistan. However, the re- 
cent Sino-Soviet thaw has eroded many of 
the reasons for animosity be- 
tween New Delhi and Peking. 

Former Indian foreign sec- 
retary A. P. Venkateswaran 
said that the timing of the visit 
was bound to be interpreted as 
being motivated by weakness 
rather than strength. Most In- 
dian commentators have re- 
marked that Soviet President 
Mikhail Gorbachov was in 
New Delhi just weeks before 
Gandhi's China trip, with 
some suggesting Soviet pres- 
sure for India to accept 
a “realistic deal” with 
China. 

In Peking both sides agreed 
to settle the border question 
through consultations and 
formed a joint working group 
to pursue the problem. Mean- 
while, both sides have pledged to maintain 
“peace and tranquillity” in the border region. 
According to the 23 December 1988 joint 
communiqué, the two sides agreed to work 
hard to create conditions for “a fair and rea- 
sonable settlement while seeking a mutually 
acceptable solution.” 

The wording is significant in that it makes 
no reference to the two sides’ mutually ir- 
reconcilable historical claims. China’s long- 
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Gandhi and Deng: forgetting the past. 


standing position has been that the border 
issue should be solved through “mutual ac- 
commodation” — code for China abandon- 
ing its claims in the eastern sector in return 
for India accepting Chinese control of the 
Aksai Chin area in the west. Such a solution 
— basically accepting the present post-1962 
de facto border with some adjustments in 
both sectors — remains the most plausible 
means of resolving the border issue, but it is 
not one that either side, and particularly 
India, can publicly embrace at this time. 

To resolve the border question, "it is 
necessary to look at the reality of the situa- 
tion," Gandhi said at a press conference in 
Peking. But he refused to speculate on when 
a more explicit agreement might be reached. 
When an Indian journalist pressed further as 
to how much territory India might concede 
in an eventual settlement, Gandhi testily re- 
plied: “The question of conceding territory 
has not come up.” 

Even before the details of the com- 
muniqué were available, the president of 
India's rightwing Bharatiya Janata Party, 
L. K. Advani, stated that Gandhi had come 


2 





back empty-handed. The Indian Express 
editorialised that the government had com- 
promised both India’s territorial claims and 
its interests in the Tibet question. 

On Tibet the communiqué noted that 
“the Chinese side expressed concern over 
anti-China activities by some Tibetan ele- 
ments in India." India, it said, reiterated its 
long-standing position that Tibet is an au- 
tonomous region of China and that "anti- 
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China political activities by Tibetan elements 
are not permitted on Indian soil." Although 
the official Indian sentiment was not new, its 
expression was important to China because 
of the recent pro-independence agitations in 
Lhasa by Tibetans. There was considerable 
surprise in India at the inclusion of the para- 
graph on Tibet. If such a reference had to be 
included, some analysts argued, there 
should have been some reciprocal conces- 
sion made by Peking on Sikkim, which be- 
came part of India in 1974. 

India's current China policy has she,.... 
itself around Gandhi's decision to visit 
China, rather than the visit stemming from a 
changed policy. Some of the Indian foreign- 
policy old guard felt that it was time for China 
to take the initiative; that in seeking a realistic 
deal on the border, India was in danger of 
forgetting the legitimacy of its claims. 

Unfreezing a historical mind set that ^not 
an inch of Indian territory" was to be con- 
ceded, would at the best of times have been 
difficult; coming when Gandhi was beset 
domestically, opposition leaders lost no op- 
portunity in decrying the visit. Against the 
, media hype of a “major break- 
m2 through” in the setting up of 

"o 
? theboundary group, the oppo- 
” sition dismissed the visit as 
mere atmospherics. 

Since the early 1980s, eight 
rounds of talks have been held 
by officials on the boundarv 
issue, with little progress b 
achieved. The proposed new 
joint working group, though 
like the talks still at the foreign 
secretary level, was expected 
to be informed by a more realis- 
tic attitude. 

China analyst Giri Des- 
hingkar, closely echoing Gan- 
dhi, said he was confident that 
the new group would yield re- 
sults as it was the "product 
of a dialogue at the high- 
est political level." But he said 
the commitment to set up a working group 
was in a sense a face-saving device which 
bought time for Gandhi to educate the 
public and to deflect domestic critic- 
ism. 

Although Peking was keen to raise the 
status of the boundary working group to a 
political level, New Delhi was constrained by 
domestic considerations to keep it at the offi- 
cials’ level. Interestingly, the other achieve- 
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ment of the talks, the setting up of a joint 
commission on economic relations, trade 
and science and technology, will hold reg- 
ular meetings at the vice-foreign minister 
level, which can be upgraded to the foreign 
minister level. 

The boundary group is expected to bring 
together military commanders and land sur- 
veyors from both sides. With China and 
India having strengthened their forward de- 
ployments of troops since 1986, there has 
been keen interest on both sides to defuse 
tension. While a withdrawal of troops is not 
expected, what is more likely is a thinning 
out of troops. Most important is the tacit ac- 
ceptance of the non-use of force. 

Gandhi's remarks during his talks with 
Chinese leaders have been interpreted in 
New Delhi as indicating a distinct change in 
the Indian position, away from insisting on 


the centrality of the settlement of the border 


question before bilateral cooperation can be 
sloped. The agreements on civil air ser- 


vices, science and technology and cultural 
exchanges are expected to be the beginnings 
of a shift in emphasis. But Gandhi's critics 
have been quick to point out that it was the 
Chinese who have all along wanted to shift 
the focus to developing bilateral relations 
and they suggested that India had com- 
promised even on that issue. 

One agreement still awaited with consid- 
erable interest is on the resumption of border 
trade between Tibet and India and this will 
presumably be referred to the ministerial 
group on trade. A border agreement would 
at least implicitly have to identify the line of 
actual border control, it is claimed. 

The particular attention shown to Gandhi 
by Deng Xiaoping has been highlighted by 
the Indian media. Policymakers in New 
Delhi have argued that perhaps the most 
persuasive reason for Gandhi's visit is that 
Deng is still in command. Among China's 
leaders he alone has the stature and will to re- 
store friendship and forget the past. a 
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Reagan avoids Pakistan nuclear-weapons issue 


See no evil 


By Nayan Chanda in Washington 


hortly after US president-elect George 
Bush's victory at the polls in Novem- 
ber 1988, the Reagan administration 
quietly side-stepped a tough decision on 
how to view Pakistan's nuclear-weapons 
programme, arguing that both Bush and 
newly elected Pakistan Prime Minister Be- 
nazir Bhutto needed time to work out their 
countries' differences on the question. 
ut mounting evidence of Pakistan's con- 
..ng efforts to build up a nuclear arsenal 
may soon force the thorny issue to the fore. 
And new indications that India may also be 
stepping up its own weapons programme 
and delivery capability will add urgency to 
the problem of nuclear proliferation on the 
Subcontinent. 

The US policy dilemma came to a peak in 
November 1988 when Reagan was sche- 
duled to provide — as required by US law — 
executive certification that Pakistan “does 
not possess a nuclear explosive device." 
Under a 1985 amendment to the US Foreign 
Assistance Act, the president must give such 
certification each year before any sale or 
transfer of military equipment or technology 
to Pakistan can proceed. No certification 
would block continuance of the US' six-year 
US$4.02 billion aid package for Pakistan and 
threaten ties with its old regional ally. 

The dilemma was resolved temporarily 
by the use of what US administration sources 
termed "creative language." On 18 Novem- 
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ber 1988, Reagan quietly issued his certifica- 
tion but covered himself by pointing to the 
potential dangers. 

In aletter to the speakers of the US House 
of Representatives and Senate, a copy of 
which was obtained by the REVIEW, Reagan 
noted as he did in a similar letter in 1987, that 
his judgment was based on 
a strict interpretation of the 
law about whether Pakistan 
possessed an explosive nu- 
clear device and “not 
whether Pakistan is attempt- 
ing to develop or has de- 
veloped various relevant 
capacities.” 

The president also wrote 
that the US was “extremely 
troubled by the continued 
risk of a South Asian nuclear 
arms race.” He said that “as 
Pakistan's nuclear capabili- 
ties grow and if evidence of 
its activities continues to ac- 
cumulate" a presidential cer- 
tification may be "difficult or 
impossible to make with any degree of cer- 
tainty.” 

Administration sources said intelligence 
information on Pakistan's nuclear-weapons 
programme had become so voluminous that 
concerned US officials could no longer agree 
on whether the administration could truth- 
fully prov ide the certification. "It was a very 
close call," a source said, adding that US Sec- 
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Reagan: dilemma. 


Tibetans protest against Gandhi's visit. 


retary of State George Shultz himself made 
the decision on issuing the certificate. The 
decision was made not on the basis of scien- 
tific data but on political and strategic con- 
cerns. 

In view of how grave the consequences 
would be for Pakistan should certification be 
withheld, Shultz wanted to leave it to the 
new administrations in Washington and Is- 
lamabad to find a solution, sources said. 
Bhutto had told US officials and congres- 
sional leaders before her election that she 
would freeze the country's uranium-enrich- 
ment programme. With the warin Afghanis- 
tan still raging the US, for its part, did not 
want to complicate relations with its key 
, partner in supporting Af- 
* ghan rebels in their struggle 
against the Soviet-backed re- 
gime in Kabul. 

Nuclear non-proliferation 
experts in Washington, some 
of whom appear to have ac- 
cess to confidential informa- 
tion, say there is little doubt 
Pakistan has a nuclear 
weapon. “Nobody is deny- 
ing that they have bombs in 
the basement — it is just a 
semantics problem,” a con- 
gressional expert said. "If the 
device is two screw-turns 
away from completion, you 
may choose not to call it a 
bomb." In his letter to the 
congress, Reagan said Pakistan has "de- 
veloped the relevant capabilities." 

In his recently published book The Unde- 
cared Bomb, nuclear-proliferation specialist 
Leonard Spector says that since 1986, when 
Pakistan began producing weapons-grade 
uranium, it has made about 50 kg each year 
— enough for two or three weapons. 

Asked to comment on whether Pakistan 
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had enough nuclear material and compo- 
nents for eight to 10 weapons, an administra- 
tion official said “that’s about right.” The offi- 
cial also confirmed longstanding reports that 
Islamabad had obtained its weapons design 
from China. Spector said: “The Chinese 
have given Pakistan the weapon design they 
used in their fourth test in 1966 for live firing 
in Lop Nor aloft a medium-range missile.” 
The missile warhead design, he said, was 
small enough to be adapted for delivery by a 
military aircraft. 

Administration sources described In- 
dian’s nuclear programme as “two-track,” 
enabling New Delhi to deny it is building 
weapons. “The Indians are stockpiling nu- 
clear material and carrying on research on 
weapons design,” a source said, “but as far 
as we know, the two parallel tracks have not 
been merged.” 

Gary Milhollin, a University of Wisconsin 
professor who has followed the develop- 
ment of India’s nuclear programme, said 
New Delhi has been using spent fuel-rods 


from its six unsafeguarded nuclear reactors 
as a source of plutonium for its weapons pro- 
gramme. Heavy water, a necessary sub- 
stance for both India’s nuclear-power and 
weapons programmes, is produced locally 
but is also imported to meet the needs of both 
programmes, Milhollin claims. 

Under the international Nuclear Non- 
Proliferation Treaty, to which India is not a 
signatory, heavy-water exporting countries 
who are treaty signatories must report sales 
to the International Atomic Energy Agency, 
and a condition of sale is that the importing 
country place its reactors under international 
safeguards and inspection. 

India avoids these requirements by find- 
ing heavy-water suppliers who are willing to 
skirt their own countries’ treaty obligations, 
Milhollin says. New Delhi has denied 
Milhollin’s charges, arguing that he undere- 
stimates India’s own heavy-water produc- 
tion capacity, which New Delhi declines to 
disclose. 

Some support for Milhollin’s charges 
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Philippines puts out welcome mat for Shevardnadze 


Change in the air 


By Rodney Tasker in Manila 


f the three countries he visited on his 
recent East Asian swing, Soviet For- 
eign Minister Eduard Shevardnadze 
must have been happiest with his brief 
sojourn in the Philippines. While he encoun- 
tered continued coolness in Tokyo over the 
Soviet occupation of the Japanese-claim- 
ed Kuril islands and suspicion in Pyong- 
yang of Moscow’s intentions in South Ko- 
rea, the weather in Manila was warm — 
physically and diplomatically. 
Until only a year or two 
ago Shevardnadze would have 
viewed a trip to Manila as a 
hazardous venture into a 
prime US bailiwick. Former 
president Ferdinand Marcos 
was a staunch disciple of the 
Cold War, despite his occa- 
sional hamfisted attempt to 
play the Soviet card to extract 
favours from the US; and his 
successor, Corazon Aquino, 
was notamused by the fact that 
a former Soviet ambassador to 
Manila was the only foreign 
envoy to personally congratu- 
late Marcos on his massively 
rigged re-election in February 
1986, shortly before he was 
overthrown. But times have 
changed. 


$ 
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Foreign Secretary Raul Manglapus is 
actively trying to forge a foreign policy for the 
Philippines more independent of US ties. 
Some diplomats say his end-game is to see 
his country become qualified for member- 
ship in the non-aligned movement, but that 
will have to wait for the eventual removal of 
the US military bases. 

Meanwhile, Manglapus appears happy 
to do business with the Soviets, while Mos- 
cow is more than happy to upgrade ties with 
a strategically important country. 
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Shevardnadze arrives in Manila: upgrading ties. 
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came in November when Norwegian au- 
thorities charged that an investigation into 
heavy-water exports from Norway revealed 
that in 1983 some 15 tonnes of heavy water 
bought by a West German company was di- 
verted to India. Oslo has asked India for 
an explanation and the return of the ship- 
ment. 

In late December 1988 another case, this 
üme involving. two West German com- 
panies, added to suspicion of India's nuclear 
programme. The companies are under in- 
vestigation for allegedly exporting without 
West German Government authorisation 
nuclear material to India, including what 
was described as "reflector material." 

Milhollin said the most common reflector 
material is beryllium, which is used for mak- 
ing the core of nuclear weapons. “If this is 
what India imported, it is smoking-gun evi- 
dence for India's weapons programme," he 
said. India's own medium-range, surface-to- 
surface Prithvi missle could carry a nuc 
warhead. 


Shevardnadze delivered a letter from Pre- 
sident Mikhail Gorbachov to Aquino, invit- 
ing her to Moscow in mid-1989. Aquino 
reacted positively, saying Manglapus would 
go to Moscow early in the year to see if such a 
visit could be arranged. 

The Soviet minister subtly avoided any 
direct reference to the US bases, concentrat- 
ing more on Moscow's purported desire to 
see a stable, peaceful Philippines in the re- 
gional context, and enhanced economic and 
cultural ties on a bilateral level. The joint 
communiqué issued on 22 December 1988 
even gavea sop to Philippine-US relations by 
saying that Soviet-Philippine ties should 
be "without detriment to traditional al- 
liances and friendships." In other ways, 
the communiqué largely reflected Soviet 
ambitions. As one senior Western diplomat 
commented: “The communiqué had ev 
thing the Soviets would want — it wa. ... 
, if they wrote it.” 

Apart from recording both 
countries' desire for "a gradual 
^. transition from mistrust and 
confrontation to peace, mutual 
understanding and coopera- 
tion in the region" — basically, 
Moscow's diplomatic short- 
hand for Asean's concept of a 
zone of peace, freedom and 
neutrality — the communiqué 
called for the promotion of 
trade and economic and tech- 
nical cooperation. In particu- 
lar, the Soviets want Manila to 
allow their fishing boats and 
other merchant vessels to use 
Philippine dockyards and to 
give landing rights in Manila to 
the Soviet airline. 

There were no specifics on 

these fields in the com- 
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muniqué, apart f om a reference to a joint 
goal of more than doubling bilateral trade to 
US$200 million a year. Diplomatic sources 
say Manglapus' attempts to broaden Mani- 
la's foreign policy faces some opposition 
from Defence Secretary Fidel Ramos, whose 
stance reflects US suspicions of Moscow's 
overtures. This is one reason why Soviet 
vessels have not been allowed to use the 
drydock and repair facilities at a shipyard in 
Bataan province, near the US Subic Bay 
naval base. 

Yet, Aquino seemed happy enough dur- 
ing her lunch with Shevardnadze. On the 
eve of his arrival, a group of Filipino con- 
gressmen had rather naively called on Mos- 
cow to use its good offices to help resolve the 
country’s substantial communist insurgency 
problem. Shevardnadze was reported to 
have told Aquino that Moscow had never 
supported the communist New People’s 
Army (NPA), and would never do so. In fact, 
"tary analysts believed Shevardnadze 

i sincere, because it is thought that Mos- 
cow does not want to encourage an in- 
surgency which would destabilise the Philip- 
pines — and possibly the whole region — 
and the NPA's recent warming to the Soviets, 


as opposed to China, is reported to have 
fallen on deaf ears. The US did not seem 
upset about the Soviet visit, particularly 
as there was no repetition of Gorbachov's 
offer, made in Krasnoyarsk in September 
1988, to withdraw the Soviet military pre- 
sence in Vietnam's Cam Ranh Bay and 
Danang airbase if the US pulled out of its 
Philippine bases. That proposal had been 
turned down by both Washington and 
Aquino. 

In fact, Shevardnadze was careful to give 

the impression that Moscow did not intend 
to meddle for the momentin such an obvious 
US sphere of interest. However, diplomatic 
sources say the Soviets would like to see the 
US bases dismantled by 1995, or at the latest 
2000, as long as this does not lead toa political 
upheaval in the Philippines. 

The Philippines’ Asean partners also 
viewed the visit as mainly bilateral, and not 
endangering the grouping’s regional post- 
ure, even if it was a first in Soviet-Philippine 
relations. The Soviets have since made it 
clear that they are anxious to contribute to a 
Cambodian settlement, which will mean the 
withdrawal of Vietamese troops. 


The reference to Cambodia in the 





JAPAN 


Takeshita’s new cabinet consolidates L DPs support 
Pl 


NEM CNN 


By Charles Smithi in Tokyo HH 


apanese Prime Minister Noboru Take- 

shita’s new cabinet, announced on 27 

December 1988, only three days after 
the passage through parliament of the crucial 

eform legislation, seems designed to 

solidate his position as leader of the rul- 
ing Liberal Democratic Party (LDP) and to re- 
store the government's credibility in the 
wake of the Recruit Cosmos share profiteer- 
ing scandal rather than to strike out in new 
. directions. 

Five incumbents from the previous 
cabinet were retained in the line-up of 20 
ministers, including Foreign Minister Sosu- 
ke Uno, Defence Director Kiichiro Takazawa 
and Chief Cabinet Secretary Keizo Obuchi. 
A more significant pointer to Takeshita's de- 
sire not to rock the political boat in the after- 
math of tax reform is his decision to retain all 
three top party officials in their old positions. 
Particularly significant is the retention as LDP 
secr etary-general of Shintaro Abe, leader of 
the third-largest LDP faction and a close friend 
of the prime minister. 

Among new cabinet appointees, one of 
the most important names is that of 73-year- 
old Finance Minister Tatsuo Murayama. 
Technically a holdover from the old admin- 
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istration, since his name was announced two 
days ahead of the main list of appointments 
to fill the v acancy at the ministry, Murayama 
is a tax expert who will su pervise implemen- 
tation of the tax-reform package, including a 
controversial new 3% consumption tax. 

Like the rest of the new cabinet members, 
Murayama seems to have been picked partly 
because his name does not figure on any of 
the lists of senior LDP politicians who profited 
from the purchase and resale of pre-listed Re- 
cruit Cosmos shares in the latter half of 1986. 
However, he belongs to the faction headed 
by Kiichi Miyazawa, whose resignation as fi- 
nance minister in early December 1988 was 
the direct result of his involvement in the Re- 
cruit scandal. 


Retention of the Finance Ministry job by a 


Miyazawa faction member is seen as an at- 
tempt by Takeshita to heal some of the intra- 
party wounds caused by Mivazawa’s fall, 
particularly those caused by the widely held 
belief that Miyazawa was made a scapegoat 
for the sins of other senior ministers. 

The appointment as justice minister of 76- 
year-old Takashi Hasegawa, head of arecent- 
ly formed all- -party committee to “promote 
political ethics," seems to be another attempt 
to repair some of the damage done by Re- 
cruit. He will have the job of supervising in- 
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Shevardnadze-Manglapus communiqué re- < 


flected this Soviet position to Asean’s satis- 


faction, according to a senior Asean official. 
While both sides supported the continuing 
dialogues involving the warring Cambodian 
factions in Paris, as well as similar talks also 
attended by officials from Asean and Viet- 
nam in Indonesia, the communiqué used 
Asean’s UN terminology in calling for a 
peaceful, independent Cambodia “with as- 
surance against the probability of the restora- 
tion of the past genocidal regime.” The last 
reference was to the possibility of a return to 
power of the Khmer Rouge — which no 
party, including China, says it wants. 
Compared to his predecessors, for whom 
relations with the US tended to be the over- 
whelming factor in Philippine foreign policy, 
Manglapus appears to be deeply interested 


in the Indochina situation and theregionasa E 


whole. Diplomatic sources say he returned 
from a visit to Hanoi in November — the 
most senior Filipino official to go there — 
quite impressed with Vietnamese leaders, 
with whom he thought Manila and its Asean 
partners could do business. Now, he ap- 
pears to have a sinular attitude towards the 
Soviets. a. 


quiries into the scandal by the public pro- 
secutor's office, a process which could lead to - 
the indictment of at least one senior bureau- 
crat and perhaps also of senior politicians. 
Hasegawa issued a statement after his ap- 
pointment in which he stressed that he 
would take care to allow prosecutors a free 
hand. During investigations into earlier cor- 


ruption scandals, including the long-run- d 


ning Lockheed bribery affair, justice minis- 


ters have occasionally come under suspicion E 
“excercise re- 2- 


of asking prosecutors to 
straint." | 
Hasegawa's ability to convince the public 
that the government is playing fair over Re- 
cruit may be crucial to the Takeshita cabinet's 
chances of recouping recent losses in its sup- 


port ratings in time for elections in mid-year COMES 


for halt bd seats in ithe u pper house of partia- 


cabinet's progress | in n tackling > the job of ' 'poli- 
tical reform." 

The task of revamping Japan's electoral- 
system so as to cut costs and reduce the pres- 
sure on individual parliamentarians to raise - 
funds by dubious means, such as insider 
transactions on the T 'okyo Stock Exchange, . 
will fall to Home Affairs Minister Shigenobu ` 
Sakano, a veteran member of the. upper | 
house who belongs to Takeshita’s faction. ` 

Sakano is unlikely to be able to draft. 
legislation for electoral reform before the. 
elections but will be under pressure to show 
that theissueis at least being taken seriously. 
Agricultural reform, another kev issue given. 
US pressures for the liberalisation of rice im- 
ports, will fall to Tsutomu Hata, a close. 
Takeshita associate who has already served 
one term as agriculture minister. » 
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African and Chinese 
students clash 


> A disturbance at Hehai University in 
Nanjing on Christmas Eve which began 
when two African students escorting young 
Chinese women to a campus dance refused 
to show their identification and register their 
guests, resulted in injuries to 11 university 
staff and two African students. Westerners 
in Peking said Chinese students later 
attacked the African students’ dormitory 
with stones. Chinese students have 
demanded that the African students be 
punished, and several thousand 
demonstrated again at Nanjing railway 
station two days later in an attempt to block 
the Africans from travelling to Peking. 

BRIAN WALLACE 


Caretaker appointed 
in Baluchistan 


> Retired chief justice Khuda Baksh Marri 
has been appointed caretaker chief minister 
of Pakistan’s Baluchistan province with a 
six-man cabinet, following the dissolution of 
the Baluchistan assembly by the governor, 
retired general Mohammed Musa. Intensive 
talks were held in Islamabad between 
opposition leaders and Prime Minister 
Benazir Bhutto to resolve the political crisis, 
with the opposition seeking an amendment 
to the constitution which will allow the 
former assembly to be recalled. Bhutto's 
Pakistan People’s Party (PPP) is insisting that 
the opposition support the PPP in its move to 
scrap the eighth amendment to the 
constitution which validated martial law. If 
there is no agreement, fresh provincial 
elections will have to be held by March. 
AHMED RASHID 


Pressure increases 

on ageing deputies 

> In the latest confrontation over the pace 
of parliamentary reforms, 10 opposition 
deputies of Taiwan’s national assembly 
accused police of illegal detention after they 
were hauled from a meeting on 25 
December 1988 and locked in two 
rooms for more than an hour, 
where they angrily smashed 
windows and chairs. The ruckus 


broke out minutes before President 


Lee Teng-hui was to give a ree 
speech, when the assembly’s 11 1986 
opposition members shouted 1985 
objections to the presence of 1984 
plainclothes police in the e 
meeting hall. The opposition 1981 


members are among only 84 deputies 
who were elected on Taiwan, out ofa 
total of about 960 in the national 
assembly. 
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The 20 December 1988 retirement by 
Nieh Wen-ya, the 84-year-old speaker of the 
Legislative Yuan, after 17 years of running 
the largely rubber-stamp parliament, had 
been expected to add to the pressure to step 
down on the rest of the mainland deputies 
filling the three majorelective bodies. 

JONATHAN MOORE 


Vanuatu president 
charged over coup 
»> Vanuatu President Ati George 
Sokomanu was charged with inciting 
mutiny — punishable by a maximum 
sentence of life imprisonment — after being 
arrested by armed police at his home on 21 
December 1988. He was refused bail by the 
Supreme Court, where earlier five men, 
including former minister Barak Sope, 
were charged with taking unlawful oaths 
and making seditious statements. The 
charges all arise from Sokomanu's 
attempt to dissolve parliament and swear 
Sope in as prime minister in place of 
Walter Lini (REVIEW, 22 Dec. '88). 

MICHAEL MALIK 


Thais liberalise 
trade with Laos 
> Inanother move aimed at liberalising 
political and economic relations with Laos, 
the Thai Government decided on 20 
December 1988 to reduce the number of 
banned export items to Laos from 61 to 29. 
The move was one result of Prime Minister 
Chatichai Choonhavan's visit to Vientiane in 
late November. Still banned from export are 
such "strategic" item as combat 
equipment and chemicals that can be 
used in heroin processing. 

PAISAL SRICHARATCHANYA 


Vietnamese editor 
sacked over article 
> The editor of a popular Vietnamese 


cultural magazine was sacked in early 
December 1988, prompting a heated debate 
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Indonesia 


in Vietnam about the communist party’s role 
in determining what articles can be 
published. Nguyen Ngoc, whose 
appointment as editor of Van Nghe by the 
party central committee two years ago was 
widely heralded as a signal of increased 
press freedom, was fired for publishing a 
critical article about Nguyen Du, Vietnam’s 
most famous poet. The editor’s supporters 
within the party and the Writers’ Association 
view his dismissal as a serious blow to 
Vietnamese glasnost and warned against a 
return to the days when the press was 
viewed exclusively as a tool serving the party 
and state. MURRAY HIEBERT 


Indonesia to declare 
East Timor open 


»> The Indonesian 
Government has 
announced it will 
declare East Timor an 
open province as of 1 
January. The opening 
will take the form of a 
presidential decree, 
though finalisation of 
the details is still 
“under discussion,” 
an Official source said. It is not clear whether 
the province's open status will apply to 
all 13 of its districts. Foreign Minister Ali 
Alatas referred to some districts which 
continue to have a “low level security 
problem,” where access may be subject to 
government approval. However, the new 
decree will put East Timor on a par with 
other provinces in terms of development 
and local administration. 

MICHAEL VATIKIOTIS 





Mongolian press suggests 
armed forces reduction 


»> The Mongolian press has published an 
article which for the first time questions the 
need for Mongolia to maintain the army atits 
current strength. Journalist and writer 
Dashtseren said that with the improvement 
in the international climate the time 
come to revise the law on universal 
military service and reduce the size of 
the armed forces. His proposals in 
the party newspaper Unen appeared 
as an article, not a letter, suggesting 
they had official support. Mongolia 
has already reduced the length of 
compulsory service from three years 
to two and grants exemptions from 
service to some. The army's strength 
is estimated at fewer than 25,000 
men. The article also suggested the 
amalgamation of the Defence and 
PublicSecurity ministries. 

ALAN SANDERS 
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Aid to Manila may hit snags in US Congress 


A clogged pipeline 





By Nayan Chanda in Washington 


Reagan administration plan to pro- 
vide aid to the Philippines under a so- 


called Multilateral Aid Initiative (MAI) 
has run into problems due to what some for- 
eign officials and economists say is Manila’s 
sluggishness in implementing reforms and 
absorbing some US$4.2 billion in multilateral 
loans and grants already funnelled into a 
clogged Philippine pipeline. While Manila 
disputes the figure, arguing that the unspent 
amount is only US$875 million, even the 
|  r figure is enough to dissuade many 
countries from offering new aid. 

US administration sources said they ex- 
pected President Reagan’s final federal 
budget — to be submitted to congress on 9 
January 1989 — to include a proposal for the 
US’ contribution to the MAI. The amount, 
originally set at US$300 million a year, is 
likely to be trimmed. But even a reduced con- 
tribution may face stiff opposition in the con- 
gress unless Manila changes certain policies 
on how aid is spent. 

And the fact that a large sum of money 
already committed to the Philippines has 
yet to be disbursed is likely to be seized 
upon by congressional opponents of the MAI 
who are grappling with severe budgetary re- 
straints. 

Some US officials say the pipeline build- 
up is unavoidable as the government of Pre- 
sident Corazon Aquino devises stricter con- 
trols over disbursement of aid and better ac- 
c tability procedures to avoid abuses. 
] concede that the US$4.2 billion figure of 
unspent aid from various donors including 
the US could be misleading since it includes 
project loans to be disbursed over many 
years. As of September 1986, 
US-supplied developmental aid 
blocked in the pipeline consti- 
tuted only 6.5% of total interna- 
tional aid given, up to that point. 

However, the record in re- 
cent years has not been as good. 
Some US$248 million of Eco- 
nomic Support Fund (ESF) 
money earmarked for the Philip- 
pines by the US for fiscal 1988 
and 1989 remaines undisbursed 
because of a dispute over how 
the money should be spent. 

US sources say a major prob- 
lem in the dispute has been the 
nationalistic position taken by 
some Philippine officials — 
especially Solita Monsod, head 
of the National Economic Deve- 
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Clark airbase entrance: agreement compromise. 


lopment Authority. Monsod argues that ESF 
monies are part of the rent the US pays for 
its military facilities in the Philippines 
and that how they are spent is entirely up to 
Manila. 

Washington counters that the ESF fund- 
ing is not rent but aid and points out that 
under US law Washington is obligated to 
supervise the spending of US taxpayers’ 
money. “While many find Monsod's posi- 
tion exasperating," a congressional source 
said, "the US cannot complain too much be- 
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cause in general she takes a strong free-mar- 
ket stance.” 

Another dispute between Washington 
and Manila has arisen over the Philippine ef- 
fort to use ESF funding to help reduce its inter- 
national debt. During negotiations over the 
US military’s continued use of bases in the 
Philippines, the question of a US contribu- 
tion of funds earmarked specifically for 
Philippine debt reduction became a contenti- 
ous issue. 

The US refused to undertake any com- 
mitment that would directly commit US 
funds to repay debts. 

“There is no way we can go to the con- 
gress to ask for money so that Japanese and 
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other commercial banks who lent to the 
Philippines could be bailed out,” an official 
source said at the time. 

A compromise was finally struck in the 
agreement with vague language that both 
sides could interpret differently. Article 9 of 
the 17 October US-Philippines Military Bases 
Agreement Review states that the US will 
propose rapid disbursement of “a substan- 
tial portion of US$248 million in ESF.” In other 
words, part of the ESF must be spent on pro- 
jects approved by the US. 

The same article also states that “these 
cash transfers would enhance significant- 
ly the financial ability of the government of 
the Philippines to undertake a voluntary, 
market-oriented, debt-reduction program- 
me in 1990, or earlier if desirable and feasi- 
ble.” The US interprets this phrase to mean 
that US funds could not directly be used by 
the Philippines Government for debt-reduc- 
tion. 

However, as a sweetener in the Bases 
Agreement Review the US pledged addi- 
tional aid under the Mai that could be used 
for debt reduction. 

In an unpublicised letter sent to Aquino 
on 20 October, three days after the signing of . 
the Bases Agreement Review, Reagan took 
note of Manila's desire to build up interna- 
tional reserves. 

“The US Government will seek," he said, 
“to facilitate such a debt-reduction program- 
me with these reserves, including the possi- 
bility of making available through private 
placement appropriate United States Gov- 
ernment bonds." 

However, he added that the US effort 
would be "in connection with an economic- 
reform and restructuring programme in the 
Philippines." 

In November, David Lambertson, US 
deputy assistant secretary of state for South- 
east Asia, held extensive talks in Manila — 
following a meeting in Hawaii with repre- 
sentatives of Japan, the World Bank and the 
IMF — on the MAI proposal. However, the 
IMF, with which Manila has been negotiating 
for a three-year, US$900 million credit and a 
US$400 million contingency 
funds, has failed to secure Mani- 
la's agreement on some macro- 
economic indicators such as 
growth rate, exchange rate and 
reserves, casting a shadow over 
the MAI. Both official donors and 
commercial lenders look to the 
IMF for its seal of approval of the 
recipient country’s macro-eco- 
nomic policies. 

“We all agreed to help the 
Philippines to have sustained 
economic growth but we don’t 
want our resources to undercut 
reforms in the same way as 
cheap credit did in the earlier 
years,” a US official said. “We 
want our assistance to help the 
reform process work.” ai 
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Vietnamese refugees for daytime em- 
| ployment, schooling and recreation 
has become a political hot potato in the 
. British colony's Tuen Mun new town where 
about 7,000 refugees are detained in three 
“closed camps" run by prisons officers or the 
. police. Some groups are exploiting the sensi- 
tive issue to gain political capital in the run- 
up tolocal elections in March next year. 
Since late November, several hundred 
people from each camp — some of whom 
have been confined to camps for up to six 
years — have been allowed to leave during 
(sos the day. Shortly after the policy went into ef- 
. fect, some Tuen Mun residents complained 
about the alleged "nuisance" caused by the 
refugees, who are allowed to roam freely 
without escorts. 
Residents at Siu Hong Court, a middle- 
class housing estate located near one of the 
: camps, called for the establishment of a 500- 
member self-defence force to cope with the 
problem. Residents' representative Mak Lai- 
hung denied charges that the proposed body 
would be a vigilante force, stressing that 
members would not carry arms or take the 
law into their own hands. | 
Mak and Tuen Mun district board mem- 
ber Wan Shui-ling said they had received 
... many complaints from female residents of 
(^. being “stared at" or "surrounded" by male 
..- refugees and they said some male refugees 
^; ^ had entered women’s toilets. They accused 
|.. some refugees of being heavy drinkers who 
_ became loud and boisterous. Some urinated 
7. in public, they said, while others demanded 
..— money from nearby flat owners. 
However, Tuen Mun police district com- 
mander Geoffrey Cox said he had not re- 
cieved a single complaint about the refu- 
gees, though he accepted that some might 
cause a nuisance. He said extra police had 
been deployed in Tuen Mun to deal with po- 
tential problems arising from the opening up 
of the detention camps and stressed there 
was no need for residents to form a defence 
force. | 
The alleged refugee problem has become 
politicised, with some individuals exploiting 
its publicity value. Such people have taken 
advantage of local residents' anxieties and 
the media’s thirst for sensational news to stir 
up racial hatred and other negative feelings 
against the refugees. 
. The refugees are easy targets for exploita- 
tion because they are defenceless and few 
local groups will speak out on their behalf. 


a \ Hongkong Government policy to free 

















Vietnamese refugees become political pawns 


Easy targets 


The UN High Commissioner for Refugees 
and some foreign-based welfare agencies 
play leading roles in looking out for their in- 
terests. In addition, the refugee issue can be 
politically exploited without risk of offending 
the Hongkong, British or Chinese govern- 
ments in the run-up to 1997, when Hong- 
kong will come under Peking’s rule. 

One political organisation coming under 
fire for exploiting the issue is Meeting Point, 
which may field up to three candidates in Re- 
gional Council (Regco) elections in March. 


The group has been taken to task by fellow - 


democrats, social workers and conservatives 
alike for sensationalising the issue with a 
hunger strike. 

Tuen Mun district board member Yim 
Tin-sang said such "radical" action has 
forced other groups to respond in kind, lest 
they be accused of not looking after resi- 
dents' interests. An associate of Yim, Chan 
Mo-pow, said the democrats knew the situa- 
tion was getting out of hand and were now 
trying to play down the issue. | 

Meeting Point member Ng Ming-yum, a 


popular district board and Regco member, 
defended the group's action and added that 
Meeting Point had dissuaded other groups 
from taking even more radicalaction, such as 
surrounding a police station and blocking a 
major highway with trucks to bring attention 
to residents’ complaints against the Viet- 
namese. 

Over the past few years, a number of pro- 
Peking organisations have been expanding 


their influence in Tuen Mun by working 


closely with traditional rural interest groups. 





These organisations include the Hongkong 
Federation of Trade Unions, the Tuen Mun 
Women's Association, the Western New 
Territories Residents’ Association and the 
Graziers' Union. 

In the process of winning friends and 
gaining influence, the pro-Peking organisa- 
tions have befriended such powerful rural 
interest group leaders as Lau Wong-fat, 
chairman of the welfare group Heung Yee 
Kuk and of the Tuen Mun district board, 
who is a member of Peking’s Basic Law 
Drafting Committee, a group appointed to 
draft a mini-constitution for Hongkong after 
1997. Lau is also a Hongkong Government 
appointed member of the territory's law- 
making Legislative Council (Legco). 

Lau's brother-in-law, Kingsley Sit, an ap- 
pointed Tuen Mun district board member 
who was elected to Legco in September, said 
the rural political leaders were allying them- 
selves with the pro-Peking groups for evne- 
diency but questioned how long sud 
hances could last. 

Sit said fewer than half of the political ac- 
tivists involving themselves in the refugee 
issue were sincere in looking out for the in- 
terests of concerned Tuen Mun residents. 
"Refugees are an international issue that can 
capture the news media's attention. Some 
district board members are exploiting this to 
make themselves better known," Sit said. 

The general policy of Chinese com- 
munists in Hongkong has been to push the 












British and Hongkong governments to face 
up to the territory's refugee problem and not 
leave it behind to burden the post-1997 ad- 
ministration. However, while the pro-Pe- 
king groups and the traditional rural leaders 
in Tuen Mun initially opposed the opening 
of the government's refugee detention 
camps, they supported the government's 
decision once it was a fait accompli. Both the 
groups and the traditional ruralleaders have 
consistently supported government policy 

over the past few years. " 
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THE 5TH COLUMN 


Indonesia waives the rules 


ndonesia has provoked controversy by 

temporarily suspending marine traffic 

through two straits used for interna- 

tional navigation which intersect its ar- 
chipelago. The Strait of Sunda, between the 
islands of Sumatra and Java, and the Strait of 
Lombok, between the islands of Bali and 
Lombok, were closed to normal traffic in late 
September while naval firing exercises were 
being held. 

The straits of Sunda and Lombok, apart 
from conventional commercial usage, have 
a narticular strategic and economic signifi- 

ce. That of Sunda provides the most di- 
rect route between the US naval base at 
Subic Bay in the Philippines and its military 
and communications facility at Diego Garcia 
in the Indian Ocean. The deep water Lom- 
bok Strait — together with that of Makassar 
to its north — provides an alternative 
route to that of Malacca for deep draught 
oil tankers en route from the Gulf to South 
Korea and Japan. Both the US and the 
Soviet Union are believed to deploy nu- 
clear submarines through its narrows 
en route between the Pacific and Indian 
oceans. 

Apart from the particular strategic and 
economic interests at risk, at issue in the clo- 
sure of the two straits is the precedent 
which, if allowed to go by default, could pre- 
judice freedom of navigation in an increas- 
ingly interdependent world. 

Speculation about the reason for the clo- 
sure has ranged from a lack of coordination 

 veen ministries to a deliberate attempt at 

ping jurisdiction. Foreign Minister Ali 
Alatas sought to justify the closure in re- 
sponse to international protest from 
maritime states with a common interest in 
freedom of navigation. He maintained that 
the two straits in question were in a special 
category and Alatas distinguished them 
from the Strait of Malacca — which was 
acknowledged as an international sea lane. 
The straits of Sunda and Lombok were de- 
scribed as "part of Indonesia's archipelagic 
waters," recognised as such by the UN Law 
of the Sea Convention of 1982. 

It should be understood that Indonesia 
has long held the proprietary attitude to the 
waters intersecting and surrounding its ex- 
tensive archipelago displayed by its foreign 
minister. It dates from December 1957 when 
a government declaration asserted a con- 
tinuous maritime boundary by linking on 
the map the outermost points of the coun- 
try's outermost islands. As a result, the 
same quality of jurisdiction exercised over 
Indonesia's land was claimed over 660,000 
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By Michael Leifer 


square nautical miles of internal sea. 

The original claim to archipelagic status 
has been attributed to the fertile legal mind 
of Mochtar Kusumaatmadja, until March 
1988 Indonesia's foreign minister. Indonesia 
failed to secure recognition of archipelagic 
status at the first two UN Law of the Sea 
Conferences, in 1958 and 1960. Recognition 
was accorded during the third conference 
which concluded its deliberations in 1982. 
Mochtar — a law professor — has been cre- 
dited with responsibility for this achieve- 
ment, which was acknowledged early in 
September when he had an audience with 


66 


Indonesia cannot deny 
the validity of the Law of 
the Sea Convention 
without also jeopardising its 

archipelagic status. 
President Suharto who stressed the im- 
portance of archipelagic status to Indone- 
sia. 

Alatas has indicated that because the 
straits of Sunda and Lombok fall within In- 
donesia's archipelagic waters, they are sub- 
ject to full sovereign jurisdiction. Indeed, 
Defence Minister Gen. Benny Murdani has 
spoken of Indonesia's sovereign right to 
dose the straits. However, archipelagic 
status for Indonesia and other mid-ocean ar- 
chipelagos was not granted uncondition- 
ally. A significant concession over transit 
was made in the Law of the Sea Convention 
to the interests of maritime states, especially 
the US and the Soviet Union, who hold a 
common position over freedom of naviga- 





Mochtar: achievement. 
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tion, despite their political differences. 

An unqualified right described as ar- 
chipelagic sea-lanes passage was incorpo- 
rated for normal routes for international 
navigation through archipelagic straits "for 
the purpose of continuous, expeditious and 
unobstructed transit." 

Alatas has indicated a measure of am- 
bivalence in justifying Indonesia’s tempo- 
rary closure of the two straits. On the one 
hand, he has sought to do so with reference 
to the Law of the Sea Convention promul- 
gated in 1982. On the other hand, he has 
said that the convention does not yet have 
the full authority of international law be- 
cause it has not been ratified by the neces- 
sary 60 states. 

The implication is that because the Law 
of the Sea Convention is not yet in force, In- 
donesia is justified in suspending marine 
traffic through archipelagic straits. Such a 
view is not tenable because before the prom- 
ulgation of the Law of the Sea Convention, 
no legal basis existed for suspending passage 
through straits used for international naviga- 
tion. 

A difficulty in Indonesia’s still not abso- 
lutely clear position is that a claim which 
benefits from the Law of the Sea Convention 
can only hold if the provisions for ar- 
chipelagos are accepted in their entirety in- 
cluding the obligation not to suspend traffic 
through routes normally used for interna- 
tional navigation. The straits of Sunda and 
Lombok are such routes and, therefore, traf- 
fic cannot be suspended. However, ar- 
chipelagic sea-lanes passage is very different 
from the right of innocent passage. 

The dilemma for Indonesia arises from 
the ambivalence in Alatas’ justification. If 
one of the grounds for suspending traffic is 
that the Law of the Sea Convention has not 
yet been ratified, it could rebound against 
Indonesia by calling into question inter- 
national recognition of its archipelagic 
status. 

Indonesia cannot deny the validity of the 
Law of the Sea Convention without also 
jeopardising its archipelagic status with its 
marine resource implications. More to the 
point, it cannot claim the privileges of ar- 
chipelagic status, which only obtain under 
the Law of the Sea Convention, without ac- 
cepting a corresponding responsibility for 
ensuring freedom of navigation. E 


Michael Leifer, a reader in international rela- 
tions at the London School of Economics and Poli- 
tical Science, is author of a book on the straits of 
Malacca and Indonesia. 
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ESPIONAGE 1 


In the new Great Game, India’s agencies stumble 


The imperfect spies 





By Salamat Ali in New Delhi 
| ndia’s intelligence-gathering has had 





few successes and many failures. It has 

failed to warn of foreign aggression; it 
underestimated the strength of opposition to 
a prime minister, leading to her election de- 
feat; it has let down the army; it has even 
botched the tapping of telephones of 
selected government and opposition politi- 
cians. 

Worse, say its critics, its various intelli- 
gence agencies seem mired in bureaucracy 
and still rooted in the thought and function 
of its 19th-century establishment, when 
British and Russian agents jostled in the 
netherworld of espionage in what was 
known as the Great Game — control of the 
Subcontinent. In short, the critics say, the 
present service has failed to keep pace with 
the fast-evolving world of international intel- 
ligence-gathering. 

Independent India started off with a 
handicap because it had practically to rebuild 
its intelligence service from the top down. 
The apparatus it inherited when it became 
independent in 1947 was in total disarray, 
torn apart by the effects of partition and de- 
prived of many files the British destroyed be- 
fore leaving. 

Except for one officer, G. Ahmed, no In- 
dian had risen high enough in the 
service under the British to have suf- 
ficient knowledge of how it function- 
ed. And Ahmed, along with most of 
the experienced intelligence opera- 
tives, who were Muslims, chose to 
leave to form the intelligence bureau 
of the newly created Pakistan. 

There is some disagreement over 
the destruction of the files. Some say 
the British wilfully deprived the In- 
dians of valuable information. 
Others maintain that the papers 
were merely a record of the per- 
sonal lives of Indian maharajas and 
nawabs, and that some files iden- 
tified those Indians in the inde- 
pendence movement who had acted 
as informants for the British. 
They were deemed too sensitive 
to be turned over to the Indians. 

After independence, however, the In- 
dian Intelligence Bureau (IB) quickly estab- 
lished a new network, much like the colonial 
model. It was similarly linked with the police 
Special Branch of the state governments and 
assigned political work, which meant inter- 
nal intelligence work of a non-criminal kind. 

Its workload became heavier when oppo- 
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Indian and 


. On India’s domestic front there was an 
ill-timed exposure of its intelligence ser- 
vices: 20. While its overseas agency's 
size is not matched by its success: 21. _ 


sition parties, including the communists, 
began taking over one state government 
after another. The working of some of these 
governments was at variance with the policy 
objectives of the central government, which 
has been ruled by the Congress party almost 
uninterrupted since independence. 

But the IB started coming apart in the 
1960s when it failed to signal New Delhi of 
China’s aggressive intentions before the 1962 
Sino-Indian war. Three years later, it failed 
again. Pakistan’s infiltrators crossed the 
ceasefire line in Kashmir, but it was not the IB 
which discovered them on the outskirts of 
Srinagar — it was some shepherds. Then in 
1966, the IB failed to predict the tribal uprising 
in Mizoram. à 

This was one too many a failure. In 1967, 
the then prime minister, Indira Gandhi, 
stripped the IB of its external intelligence role 
and gave that to a newly created organisa- 
tion, the Research and Analysis Wing (RAW), 
India's version of the CIA. It was given a free 





Chinese troops confront each other. 


hand in terms of financial resources and 
prime ministerial support and the IB was re- 
duced to a minor domestic role of catching 
foreign spies and collecting information in- 
ternally. » 

The difference in the fortunes of these 
two intelligence agencies is marked: in 1972, 
the IB's budget was Rs 20 million (US$1.38 
million) against RAW’s Rs 300 million. Their 
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current budgets are not known but the differ- 
ence between them is still substantial. 

RAW caught everyone's imagination be- 
cause it was cast in the "glamorous" role of 
international espionage and counter-espion- 
age, playing an integral part in India's for- 
eign policymaking. It collects and analyses 


. information on the policies and impending 


actions of target countries and also spreads 
disinformation abroad where it will work to 
India's best interests. 

Even reduced in function, however, the 
IB continued to stumble. It was blamed for 
giving Indira Gandhi misleading informa- 
tion, thus contributing to her government's 
defeat in the 1977 general election and it also 
failed to anticipate that the opposition Telegu 
Dessam Party would be swept to power in 
Andhra Pradesh in 1983, where it has re- 
mained in control since then. 

Even the Indian army roundly castigated 
the IB for underestimating the strength of ` 
defences of Sikh militants in the Gol 
Temple of Amritsar in 1984. What the army 
chief had promised would be a five-hour op- 
eration to flush out the militants turned into a 
five-day attack, with heavy casualties and 
the army being forced to call in tanks and ar- 
tillery. 

What finally roused the public to fury was 
the accusation earlier this year that the IB was 
hounding opposition political party workers 
and tapping the telephones of various politi- 
cians, including central government minis- 
ters and state chief ministers. 

The IB and RAW are not the only players in 
the Indian intelligence game. Some 14 agen- 
cies operate within this area, ranging from 
the agencies of each of the three armed ser- 
vices, the state governments’ own police 
special branches, to the Home Minis- 
try's IB and the Cabinet Secretariat's 
interlinked RAW and Aviation Re- 
search Centre. Not only do their 
areas of operation overlap, but t' 
are said not to trust each other. 

New Delhi is considering a pro- 
posal to cut through the confusion: 
creating a national security agency 
that will be responsible for inter- 
agency coordination and coopera- 
tion. It is the only way, some argue, 
to keep the agencies in line. 

It is not just the IB which needs 
watching closely. Even RAW has 
been accused of poor deployment of 
personnel and resources. It was ac- 
cused of creating sinecures when it 
opened an office in San Francisco 
four years ago. It also has an A list 
and B list of foreign postings — the top 
category A list comprising Geneva, New 
York, Paris, Rome and other capitals of the 
West, though they are not RAW target 
areas. 

Other postings are said to be equally illo- 
gical. For instance, when Sri Lanka exploded 
into its current phase of violence, RAW's chief 
in Colombo was said to have been a Punjabi 
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who knew neither the Sinhalese nor Tamil 
languages of that island nation. RAW is 
also known to have posted Tamils, who can- 
not speak Punjabi, to its Amritsar station 
which watches the Pakistan border and 
keeps an eye on the Sikh militants' external 
contacts. 

Other agencies also are stumbling over 
each other. Those working along the borders 
keep the identities of theirinformers to them- 
selves. But because these informers offer 
their services to more than one agency, and 
because the agencies do not crosscheck their 
information and sources, all are equally well- 
informed or totally misinformed as the case 
may be. 

The necessity for a professionally ad- 
ministered and modern intelligence organi- 
sation in India is all the more important be- 
cause the Great Game is still being played on 
the Subcontinent, even if the players are dif- 
ferent and motives varied. 


There are 107 diplomatic missions in 
India, 12 UN offices, plus several honorary 
consulates in New Delhi and about two 


dozen consulates in other towns. Judging by: 


the large number of diplomats who have 
been expelled over the years, communist as 
well as Western intelligence agents are very 
active — perhaps because Pakistan is said to 
liaise with the US-Nato intelligence network, 
perhaps because of India's close links with 
the Eastern bloc network. 

Besides, India invites attention by procur- 
ing arms and modern weapons-technology 
from both blocs — technology that agents of 
both sides would like to get to know more 
about. 

India also believes the US has trained 
Chinese to use highly sensitive US-supplied 
equipment in Tibet, Xinjiang and elsewhere 
under a data-sharing agreement. This equip- 
ment is said to be deployed against the 
Soviets, but New Delhi assumes it could 





= SPIONAGE 2 


Agency should chase the corrupt, say critics 





he Intelligence Bureau (IB), India's 
T equivalent of the FBI, celebrated its 

100th anniversary in 1988, riding a 
wave of success, having unearthed a major 
scandal every year since 1984. But critics of 
the bureau argue that its efforts are mis- 
directed against the leaking of commonly 
known military information and industrial 
espionage, when it should be concentrating 
on more serious intelligence losses and un- 
covering corruption among government of- 
ficials in procuring sometimes obsolete 

ipons systems. 

[he IB's official run of success began with 
the 1984 arrests and subsequent jailing after a 
secret trial of the Larkin brothers, one a re- 
tired major-general, the other a retired air 
vice-marshal, for selling Indian military se- 
crets to the US. 

In 1985, businessman Coomar Narayan 
was jailed after running a virtual supermar- 
ket of national secrets. That case resulted in 
the expulsion of New Delhi-based Soviet, 
Polish and East German diplomats and other 
embassy officials. Unpublicised at the time 
was the expulsion in connection with 
Narayan's activities of a minister-counsellor, 
a trade counsellor, an assistant military at- 
taché and a vice-consul from the Soviet Con- 
sulate in Bombay. 

The IB the next year arrested Ram 
Swaroop, a local businessman described as 
Taiwan's unofficial ambassador to India. 
Swaroop looked after Taiwan's business in- 
terests in India and was a strong lobbyist for 
Taipei, which does not have diplomatic rela- 
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Too leaky to plug 


tions with New Delhi. Swaroop's arrest re- 
sulted in the resignation of two junior minis- 
ters of Prime Minister Rajiv Gandhi's 
cabinet. 

In addition, the chairman of India's Elec- 
tronics Commission resigned and several 
parliamentarians, opposition party leaders, 
retired army officers and journalists were 
mentioned in charges against Swaroop. He 
was accused of "subverting India's political 
system" at the behest of the US, West Ger- 
many, Israel and Taiwan. He is still under 
house arrest but has not yet been tried. Some 
believe his conviction may not be possible 
dueto the lack of solid evidence against him. 

Then, in 1987, the Research and Analysis 


— 








Gandhi: row averted. 
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be used to monitor Indian defences, too. 

New Delhi is also the central listening 
post for all major intelligence agencies 
monitoring the Subcontinent. Indian intelli- 
gence does trade information with some of 


its foreign counterparts, but sometimes they 


want more. In 1984, for instance, a Soviet as- 


, sistant military attache was quietly expelled 


after he offered Rs 100,000 to an Indian offi- 
cial for a copy of Bangladesh President H. M. 
Ershad's letter to Indira Gandhi in which 
Soviet espionage activities in Calcutta are 
said to have been mentioned. 

Can India's agencies cope with all this? 
Cynics argue that the Indian intelligence 
shares fully the notorious inefficiencies and 
lax attitudes of the Indian bureaucracy, and 
that no change can be expected until the en- 
tire bureaucratic machinery is radically trans- 
formed. Creating another organisation to 
supervise existing organisations will only 
add to the muddle. a 


Wing — India's CIA equivalent — was em- 
barrassed when its chief agent with the Mad- 
ras-based Sri Lankan Tamil militants, Unnik- 
rishnan, was found by the IB to have been 
spying for the US for the previous two years. 
The Indians only discovered the fact because 
the US was keeping Sri Lanka informed of 
Unnikrishnan's reports. Indian delegations 
talking to Sri Lankan Government represen- 
tatives found Colombo was well aware of In- 
dian discussions with the Tamil terrorists, 
and also of the flow of Indian arms to them. 

Finally, in a widely publicised case to- 
wards the end of 1988, the IB arrested the 
Pakistan Embassy's military attaché and ex- 
pelled him. But for the almost simultaneous 
installation of a new government in Is- 
lamabad and New Delhi's wish not to sully 
the atmosphere for talks scheduled between 
Gandhi and new Pakistan Prime Minister _ 
Benazir Bhutto, the incident could have led 
to a major row between the two countries. 

Some critics maintain that most of the suc- 
cesses claimed by the counter-intelligence 
are rooted in paranoia and the resultant 
knee-jerk reaction. They say India is still a 
young democracy and has not yet learned 
the concommitants of a free society and that 
there is a vast difference between military 
secrets and commercial information. In this 
view, the arrest of a few retired military offi- 
cers is not such a big deal. 

By supplying foreign arms manufactur- 
ers whoareinterested in keeping themselves 
informed on their competition so as to un- 
derbid and therefore make their offers more 
lucrative for the Indian Government, the offi- 
cials are involved in the legitimate business 
activities. 

These critics call for making counter-es- 
pionage far more sophisticated. They believe 
that since most of India’s armaments are of 
either Soviet or Western origin — bought off 
the shelf, manufactured under licence or re- 
verse-engineered — there is not much scope 
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for spies to hawk details and performance 
characteristics of such material. The informa- 


tion, they argue, is well known to the , ! 


suppliers, their friends, allies, clients and | iy 


even potential customers. 


According to these observers, PakistarY's * 


high command knows almost every item in 
the Indian inventory. In addition, because 
Washington shares relevant intelligence 
with its ally, Islamabad reaps the fruits of US 
satellite-gathered intelligence on Indian 
battalions on the border, coordinates of anti- 
aircraft and anti-tank guns, and various mis- 
sile sites. Similarly, exhaustive intelligence 
on the Pakistani war machine is available to 
New Delhi through the Soviet satellites. 

However, others point out that the arrest 
of air vice-marshal Larkin came about be- 
cause he approached a group captain in the 
operations branch of the air headquarters 
with an offer of a huge amount of money for 
some classified manuals of the interceptor 
and attack versions of the Soviet-designed 
MIG23 aircraft. Larkin was interested in the 
aircraft’s electronic fire-control system. 
These observers said this showed that the 
local agents of the armament dealers were 
not always seeking mere commercial advan- 
tage but were part of the global efforts by 
arms-producing countries to ferret out each 
other's secrets. 

The IB's critics argue this instance only 
proves that information-gathering should be 
made as hard as possible for foreign agents, 





but that the time has come in India for mak- 
ing a clear distinction between military, in- 
dustrial and commercial information. They 
also believe there should be a careful evalua- 
tion of each piece of leaked information in- 
stead of a reflex action to the mention of any- 
thing military. 

These analysts believe the Indian Gov- 
ernment is like a sieve leaking all kinds of 
non-military information which undermines 





India's national interest. According to them, 
counter-intelligence could perform a far 
more vital role by finding out the kickbacks in 
deals and preventing the purchase of obso- 
lete technologies — palmed off easily 
through the connivance of corrupt officials 
and politicians. The prevention of one such 
shady deal is worth far more than stopping 
the leak of a military manual, they argue. 

m Salamat Ali 


the uncivilised manner in which [Abbasi and Khatib] were man- 
handled by the Indian interrogators.” 
The IB officials committed a diplomatic faux pas by telling re- 


Ill-timed exposure 


India's Intelligence Bureau (IB) could not have picked a worse time 
for its dramatic 30 November 1988 arrest on espionage charges of 
Pakistan military attaché Brig. Z. L. Abbasi, and a junior embassy 
official, Mohammed Ashraf Khatib, at a coffee shop in a central 
New Delhi hotel. 

The IB moved just before the end of a December meeting sche- 
duled between Indian Prime Minister Rajiv Gandhi and new 
Pakistan Prime Minister Benazir Bhutto that has aroused hopes of 
an improvement in the neighbouring countries’ troubled rela- 
tions. 

Adding to the confusion were Pakistani charges that the 
brigadier was beaten up during his arrest and was innocent of the 
allegation that he and his colleague had accepted from Indian 
lawyer Subhash Dutt a seven-page, top secret document said to 
detail military strategic planning. Unexplained was why the at-. 
taché was reportedly carrying Rs 50,000 (US$3,450), if he was sim- 
ply joining an Indian friend for a cup of coffee, as he claimed. 

Both embassy officials were asked to leave India within 24 
hours. Ironically, the eventual low-key resolution of the case re- 
flected the high hopes generated on both sides of the border of a 
possible breakthrough in bilateral relations. 

New Delhi said Pakistan Ambassador Nia Naik, summoned to 
India's Foreign Ministry the next day, regretted the alleged in- 
volvement of his military attaché in spying. This was denied by a 
Pakistan Embassy press note, which stated that Naik had 
"strongly rejected the charge and lodged a strong protest against 
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porters that they had been keeping an eye on the brigadier and his 
Indian contact for the past six months and that they had on video 
tape the brigadier's statement on his contacts in India. Further, 
they said that while the junior official had "sung like a canary,” the 
attaché had been a far hardernutto crack, giving some credence to 
Pakistan claims that the brigadier had been battered during his in- 
terrogation. | 

The stage was thus set for a major confrontation between thi 
two countries. The Indians were relieved when Pakistan's retalia- 
tion was confined to expulsion of the Indian consul in Karachi and 
a minor Indian Embassy official in Islamabad. Further, both New 
Delhi and Bhutto noticeably played down the incident, laying to 
rest the fears of a cycle of expulsions. Some Indian observers sup- 
ported the Pakistan view, suggesting it was the attaché, an over- 
zealous amateur, who had been entrapped by an IB unaware of 
higher political considerations. 

Some Indian politicians said privately that the brigadier, being 
an appointee of the hawks of the previous regime, had deliber- 
ately decided to blow his cover and thereby invite arrest and ex- 
pulsion to sour relations with India. The Indian press quoted 
Pakistani diplomats’ counter-argument that the incident was 
created by some New Delhi officials to offset the positive image 
generated by Bhutto's rise to power. They were further quoted as 
saying that the timing of the incident on the eve of the announce- 
ment of her nomination as prime minister, was to ensure that she 
would be compelled to react strongly, if only to prove her 
credibility to the hardliners who weuld be gunning for her. 

m Salamat Ali 
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Foreign agency's size not matched by success KS 


big and bungling | 








tunes in the late 1970s, since it was 
created in the 1960s India's foreign 
intelligence service — the Research and 
Analysis Wing (RAW) has grown in opera- 
tional strength. But despite this, a number of 
intelligence failures — especially with regard 
to Sikh terrorism — call into question the or- 
ganisation’s effectiveness. 

Modelled on the CIA, RAW's budget and 
its other resources are secret but one indi- 
cator of its organisation is provided by the 
presence of its agents in virtually every In- 
dian embassy abroad. It also runs a large 

iber of clandestine agents abroad. . 

put its operations outside the Subconti- 
nent are said to be of a minor nature. Hence 
most of its senior officers working abroad are 
known to the host countries' intelligence ser- 
vices because of the informal liaison these 
officers maintain. In other cases, hilarious in- 
cidents are reported of RAW recruits sent 
abroad under pseudonyms to confound im- 
migration computers, running into old In- 
dian friends at the airport. 

Apart from a vast monitoring complex 
which tries to tap secret messages from the 
New Delhi-based embassies, RAW also inter- 
cepts the signal networks of neighbouring 
countries. According to the local press, at 
one stage RAW was listening in to all phone 
calls made by important Pakistani leaders 
within their own country. Further RAW has a 
aviation wing, for transportation and for 
aerial reconnaissance of the borders with 
China and Pakistan. 

"t is difficult to judge how much of the 

arial gathered by RAW is disinformation 
by foreign powers, but the intelligence 
grouping appears to have a substantial clan- 
destine presence in Bangladesh, a continu- 
ing active liaison with the Afghan secret ser- 
vice and a sizeable network of clandestine 
agents in Pakistan. But judging by India's ig- 
norance of what concerns it most in Pakistan 
— the nuclear programme — the RAW spies 
in Pakistan do not seem to be effective. 

However, some RAW coups cannot be 
denied. Back in 1971 it set up the Mukti Ba- 
hini (Freedom Army), in an effort to coverup 
its own sabotage and intelligence-gathering 
activities in what was then East Pakistan. 
Later this was developed into a cover for a 
bigger operation leading to the indepen- 
dence of Bangladesh from Pakistan that year. 

Until about two years ago, RAW was run- 
ning training camps for the Sri Lankan Tamil 
terrorists. This operation destabilised Sri 
Lanka, but it created a messy problem, as a 
50,000-strong Indian Peace-Keeping Force 


E xcept for the downswing in its for- 
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(PKF) had to be inducted to cope | with | 
Tamil rebels who have not been Randi to 
the Indo-Sri Lankan peace accord. 

In 1984, during his mother Indira’s prime 
ministership, Rajiv Gandhi blamed the poor 
performance of the intelligence agencies 
within and outside India upon what he said 
was the virtual demolition of the intelligence 
apparatus by the short-lived government of 
Janata Party prime minister Morarji Desai. 

There is little doubt that the Janata gov- 
emment’s ascent to power in 1977 ‘clipped 
the wings of both RAW and the internal sec- 
urity organisation, the Intelligence Bureau. 
In his autobiography, The Story of My Life, 
Desai says about RAW: “This agency was 
created in 1967-68 with my consent as the fi- 
nance minister . . . [cannot forgive myself for 
the stupidity in not seeing the possible impli- 
cations . . . this was the instrument which 
Mrs Gandhi used against all who came 
under her surveillance, including her own 
cabinet ministers." 

These statements are on record, butunre- 
corded are many details of RAW’s clandestine 
operations. However, two such operations 
which were aborted are considered indica- 
tive. According to opposition politician Sub- 


ramaniam Swamy, who was close to Desai Um 
during his prime ministership, RAW had. di 


; T „finalised a plot to assassinate the then presi- ` 
i dent of Bangladesh, Gen. Ziaur Rahman but. . 


H m (MORE - P. ; i 
v st a F 


Janata government came topowerbefore — 
plot could be carried out. The prime 
MR mister was horrified and ordered the im- > 
mediate termination of the plot, despite pro- -~ 
tests from the spy chiefs that their agentsin 
Dhaka would be compromised. E 

Similarly, M. F. Santookh, the then RAW = 
chief, requested Desai's permission to pay |. 
US$10,000 to a Pakistani who offered to sell = 
his country's entire blueprints of the Kahuta 
nuclear facility. Desai turned it down and in-— 
stead told the Pakistanis how lax their sec- 
urity was. The Pakistanis soon ferreted out 
the agent and eliminated him. 

RAW regained its clout with Mrs Gandhi's = 
return to power. Currently, its important. 
work covers the Sri Lankan issue, the 
monitoring of the overseas terrorist opera- 
tions directed against India and the infiltra- 
tion of foreign-based Sikh organisations. 
RAW claims a large amount of success in 
penetrating the Sikh bodies. 

But the heavy losses suffered by the In- 
dian army in the 1984 Operation Blue Star 
against the Sikh Golden Temple in Amritsar, ^ 
the blowing up of an Air India jumbo jet by ` 
Sikh terrorists over the Atlantic Ocean in 
1985, the continuing terrorism in Punjab. - 
blamed upon foreign support, and the unex- ` 
pectedly high casualties the IPKF has taken in. 
Sri Lanka, indicate that RAW's real usefulness- 
might be less than its apparent strength. 
would suggest. a Salamat Ali 











TAIWAN 


Nationalist veterans agıtate for compensation 


Old warriors cry foul 
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By Shim Jae Hoon in Taipei 
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our decades after the end of China's 
F civil war, the unresolved question of 
retirement pay for ageing Kuomin- 
tang (KMT) army, navy and air force veterans 


may finally be reaching resolution in Taiwan. 


Mounting criticism by the veterans received 
a new boost when they learned negotiations 
were under way to pay NT$3.7 million 
(US$131,578) each to the aged deputies rep- 
resenting mainland China constituencies 
who still fill Taiwan's three national elective 
bodies. 

"Old thieves [mainland deputies] get 
NT$3 million but old warriors just a pit- 
tance," a retired serviceman said, spitting in 
contempt. 

Faced with demands for full compensa- 
tion for military service rendered long ago, 
Taiwan's Executive Yuan, or cabinet, has in- 
dicated that it may begin redeeming land- 
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deed certificates issued to the veterans in lieu 
of retirement pay. The deeds were granted 
with the important proviso that the land 
would be given once mainland China had. 
been "recovered" by the KMT government. 

The Defence Ministry declines to reveal. 
how many land deeds have been issued so: 
far, but veterans’ groups estimate the total i 
between 750,000 and 1 million. However, 
the veterans said only about 600,000 KMT 
armed forces personnel followed the late 
Gen. Chiang Kai-shek to Taiwan in 1949, 
after their defeat by Mao Zedong’s com- 
munist forces. 

This discrepancy is of more than pass- 
ing interest to many veterans who suspect. 
the government, to avoid committing too 
much budget to pensions, might have issued 
land certificates to some who never fought 
the communists on the mainland. Issued 
under 1951 legislation, the deeds promise 
to give each holder rice paddies equal to 




















2 000 chin (1,200 kg) of rice crops a year. 


Through increasingly frequent protest . 
k mohé? tei make a trip back to homes which 


` rallies in recent months, the veterans’ groups: 
„many have rt seen for 40 years. 


' have demanded NT$1.2 million as redemp- . 








tion for each certificate. The figure has 





based on computation of the rice price e ich 
year over the number of years they have not. à 


been paid. The government, according to, 
press reports, is prepared 
 INT9100,000 to buy back the certificates. 

The plan is expected to be highly contro- 

versial. "We're willing to settle for half of our 
. requested sum, but not for NT$100,000," 
said Tsao Kuang-nai, publisher of a veterans' 
magazine. His organisation warned the gov- 
. emment that if no definite counter-offer was 
made soon, more street protests would fol- 
low. 

Their campaign has gathered momen- 
^ tum for two reasons — the stockpiling of for- 
. eign-exchange reserves reaching US$74 bil- 

lion and the opening of family-reunion trips 
to China. While the government's richer cof- 
fers have sparked fresh demands for com- 


to offer* 


posu the veterans. — aged, im- 
d and often without family — need 





ifÉyou had: no money to give to relatives, 


f x. | had to disappoint them, would it not 


ér-to' meet them in your dreams," 
Wa ng Tao-hsun, a 60-year-old veteran, said 

.an interview. He has campaigned for 
other veterans to spurn a government plan 
to have private business companies raise 
money to fund their trips to China. “We’re 
not begging for donations, we want a just 
settlement now that government has 
enough money," he said. 

A former basketball coach for China Air- 
lines, Wang, married and holding a job in 
Taiwan, is much better off than a vast 
number of others who have aged with 
neither family nor money, surviving on the 
proceeds of menial labour. 

Atleast 100,000 of them languish at 13 vet- 
erans' homes scattered across the island, re- 
ceiving room and board plus NT$4,000 a 








SOUTH KOREA 


— Long-term political prisoners overlooked 


4 The forgotten men 


hen North Korean forces swept 
W into South. Korea and captured 
Kim Hyun Jin's village in South 
(0o Chungchong province in 1950, according to 
>. Kim, he like other villagers, was forced to 
| Work for the new regime. After UN troops 
= reconquered several months later, South Ko- 
rean police rounded up the labourers and ac- 
cused them of collaborating with the enemy. 
"When [the police] executed five people, I 
got scared and ran away," confessed Kim, 
"who took refuge in nearby mountains. Soon 
apprehended, the young rice farmer was 
sentenced to 17 years' imprisonment for vio- 
lating the 1948 National Security Act. 
Released in 1967, Kim sought to rebuild 
his life by delivering vegetables and selling 
fruit in Seoul. By the early 1970s, he and his 
wife and their new-born son were enjoying a 
modest but hopeful life in a small house on 
the outskirts of the city. 
Those dreams were shattered in 1975 
when the Park Chung Hee regime passed 
-the Social Safety Act (SSA), which prescribed 
additional and extendable two-year prison 
terms for former inmates “who pose a signi- 
ficant danger of committing another crime.” 
. Although Kim had committed no crime 
“since his release, he was re-imprisoned in the 
“Taejon Penitentiary. Three years later he was 
moved in 1978 to the newly completed 
-Chongju Preventive Detention Centre 



















where he served another 10 years. Last Oc- 
tober, the government released the cancer- 
stricken 67-year-old prisoner, into the cus- 
tody of his ailing wife. Doctors said he re- 
quired the immediate amputation of his right 
arm. 

Kim is far from being a lone victim. 
Today, 37 people remain in the Chongju Pre- 
ventive Detention Centre under the ssa — 
among 224 prisoners still held nationwide on 
anti-state charges. Some are convicted North 
Korean agents or have been implicated in al- 
leged communist spy rings; others were ac- 
cused of participating in the armed resistance 
against the Syngman Rhee government in 
1948-50. 

Many, however, are those who claim 
they were forced into wartime collaboration. 
Like Kim, they were released after the com- 
pletion of their original terms, re-imprisoned 
in 1975, and have been detained ever since. 
When their yearsin preventive detention are 
added to their original terms, 35 of the 37 
have spent more than 20 years behind bars; 
15of them have been in prison for more than 
30 years. 

Although preventive detention cases are 
reviewed by the Justice Ministry every two 
years, itis the prisoner who has to prove heis 
no longer a danger to society. This process 
includes writing a letter of repentance and 
promising to obey all laws and live quietly if 
released. 

Some have complied and been released. 
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month, and looked after by nurses in bleak, 

barracks like those at Panchia outside Taipei. 

There, retired servicemen say, is a facility ac- 
commodating as many as 8,000 old soldiers 
in cramped conditions. "It's somewhere I 
would be too frightened to go," said a young 
Taiwanese lady, referring to the ghost-like 
figures crowding the institution. 

Greatly relieved not be in such a home, 
Chou Lung-pao i is married with a daughter, 
but jobless at 67. He joined the KMT army 
when he was 17 and recalls vividly the list of 
government-issued items he received when 
he was demobilised in Taiwan in 1955 at the 
age of 34: one pair of rubber shoes, two pairs 
of socks, two pairs of trousers and shirts, one 
blanket and a bamboo mat to sleep on the 
floor. The cash retirement pay amounted to 
NT$420, enough for two weeks’ meals. 

His only other consolation is the thin 
green card he was destined to carry for the 
rest of his life: the Certificate of Land Deeds 
for Anti-communist and Anti-Soviet War- 
riors. 


Others refused, pointing out that the letters 
amounted to a forced admission that their 
continued confinement was justified. Com- 
pliance was not a guarantee of release either: 
some were detained for years afterwards. 

The average age of the 37 prisoners is 64; 
the oldest is 78 and there is only one younger 
than 50. 

In November 1988, leading human-rights 
activists formed the Social Safety Act Repeal 
Committee to demand the immediate repeal 
of the SSA and release of the remaining de- 
tainees, their campaign bolstered by two re- 
cent Supreme Court judgments which 
found the ssA to be unconstitutional. But 
though they have secured the support of 163 
opposition lawmakers, proposed legislation 
repealing the act has been shelved until after 
the hearings into the misdeeds of the regime 
of former president Chun Doo Hwan. 

On 19 December 1988, the governr 
freed 281 people detained on political or re- 
lated charges — the third and what appears 
may be the last amnesty under President 
Roh Tae Woo's administration. Another 
1,673 people either had their civil rights re- 
stored or received reductions in sentences; 
two convicted spies had their death sen- 
tences commuted. 

"The unprecedented decision to grant ex- 
tensive and all-out clemency has been made 
out of the administration's fervent desire to 
provide a historic impetus to the great na- 
tional task of achieving reconciliation, har- 
mony, and democratic development," said 
an official statement. 

Kim Dae Jung’s main opposition Party for 
Peace and Democracy Party (PPD) was almost 
satisfied, but not quite — for among the esti- 
mated 60-100 people the PPD and human- 
rights groups say should have been included 
in the amnesty were many of the 37 forgotten 
men of Chongju. 5 
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hose of my devoted readers (at least 
half a dozen) who assure me they 
turn first to this page may not yet 
have noticed that this issue of the 
| |! REVIEW embodies what are — by our stand- 
| ards — radical changes to its pages and a 
| modification to its cover format. I can confi- 
| dently predict that the alterations will trigger 
| off a series of controversies: no one is more 
| conservative than a regular reader, a devoted 
| hack or the guys in Circulation or Advertis- 
| ing who have to sell the magazine. 
| 

| 


——————————————————————— —— PEPPER 


But the fact is that all publications mutate 
in response to a whole range of factors — in- 
“ding its readers’ interests and expecta- 
ns, changing tastes in style and the availa- 
ble technology. When the REVIEW started 
publishing back in 1946, we printed on 
newsprint by letter press (the inclusion of an 
illustration was a major event). Today's 
newsstands offer a dazzling array of full-col- 
our magazines and newspapers, so one can- 
not afford — literally — to be too staid or 
| sober (without, however, adopting the dubi- 
| ous ethics of many of the current generation 
of media moguls who make money, and 
occasionally go out of business, bv going 
down-market in the hope of appealing to a 
commoner denominator). 





| When we asked Henry Steiner to re-design 
| the REVIEW cover back in 1983, we asked him 
_ to incorporate a design principle we had al- 
ready established with a new logo back in 
| 1967: 
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That logo had focused on the " word 
| REVIEW, playing down the rest of the some- 
| | what orotund, unwieldy full title. 
| Steiner solved the 1983 problem of plac- 

| ing a coloured logo against the broken fields 
| of news photographs on the cover by en- 
| | hancing its typographical contrast, reversing 
| itoutin white against a black box, putting the 

| cover illustration within a square and a yel- 
| low-cream border. 
| Icannotreport that this move met with in- 

stant universal acclaim, being doubted by 
many of the conservative elements men- 


| 
H 
| 
| 
| tioned above. But yesterday's revolution 
| 
| 


i 
| 
| 
| 
| 
| 
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| soon becomes today's cherished tradition. 
|! When Steiner was brought in again last year 
to give a fresh look to the whole magazine, 
| his own work on the cover was cited as a pre- 
cedent to deprecate any deviation from by- 
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Travellers Tales 


now-hallowed, biblical practice. The main 
discussions on the re-design of the pages 
were heightened by the buoyancy following 
Dow Jones‘ acquisition of the magazine and 
a long-awaited improvement in the quality 
of the text paper. 


Nevertheless, there emerged an early con- 
sensus that the new design should em- 
phasise the REVIEW as a writers’ publication. 
As I wrote when commemorating the 


 magazine's 40th anniversary, the REVIEW 


does not strive for the authoritarian anony- 
mity of a magazine like The Economist or the 
multi-bylined, heavily re-written hype of 
some of the news magazines: weidentify our 
individual correspondents, in effect saying 
to our readers every week: "This is the situa- 
tion in, say, Indonesia, as reported by this 
man or woman — in whose 
accuracy and judgment we 
have good grounds to trust." 
We therefore wanted a liter- 
ary look with strengthened 
bylines. We also wanted to 
shed a certain heaviness, giv- 
ing more light, grace and 
readability to our columns 
which unashamedly do 
make demands on our read- 
ers. 

Early on, we plumped 
for the body type Palatino, a 
modern version of the “hu- 
manist” typography of the 
Renaissance best exemplified 
by the books of Nicholas Jen- 
son printed in Venice around 
1470. It is warm to the eye, very legible 
and makes a refreshing change from the 
ubiquitous Times New Roman. For head- 
lines, blurbs and drop capitals we chose 
Bauer Bodoni, a German re-cutting of a 
classic type face created in Italy around 
1800. For the "dogsbody" face — for strap 
headings, captions, charts and so on — we 
agreed on Helvetica, a popular modern san- 
serif. 


The typographical discussions which led 
to these choices reminded Steiner of the 
REVIEW’s late and revered columnist, 
Richard Hughes, who insisted Steiner was 
wrong in asserting that Baskerville House 
(one of three buildings on Hongkong’s Dud- 
dell Street owned by the Local Property and 
Printing Co. — the others being Printing 
House and Caxton House) was named after 
the Birmingham printer, John Baskerville. 
Dick Hughes claimed to the end that Sher- 
lock Holmes inspired the name: “No,” he 





A typical page TN the 
first issue in 1946. 


stated flatly, "They were the footprints ofa. 
gigantic hound. 


The new cover represents an evolutionary 
change, reducing the logo which is now so 
easily recognised. The yellow-cream has 
now attained corporate status as a support | - 
colour throughout the book. We hope the | 
contents spread will give a quicker, user- | - 
friendly guide to the busy businessman who | 
wants to find his way around our pages. | - 
Likewise, we hope the charts throughout, | - 
and those at the back of the book, will pro- | 
vide easier reference. | P 

Atthesame time we introduce some new i 


E 
E 
| E 
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| 








features. Our weekly summary of events, 
The Week, has been dropped and Regional | 
and Business Briefs will now be found sepa- | 
rated in their appropriate sections of the | - 
magazine. The Back Page | 
Letter has given way to a |. 
weekly column about those | 
in the news, Public Eye, for 
which Mary Lee assumes re- | 
sponsibility (Letters From. .. | 
will still occasionally feature E 
in the Arts and Society sec- |. 
tion). Our coverage of tech- 
nology, much improved 
thanks largely to Bob John- 
stone, will now at least com- |. 
mand the space of a regular | 








page, Research and Innova- 
tion. Lastly, Shroff, our pop- 
ular weekly commentary on: 
the ins and outs and ups and: 
downs of theinvestment/cor- | 
porate world has given birth | _ 
to an offspring which will allow our gifted | - 
team of financial writers more scope to com- pu 
ment on business and economic trends. We Es 
have called it Invisible Hand. sb 
This title will puzzle some, just as the | 
word “Shroff” puzzles those not familiar 
with its meaning as a tester of coin, a word of 
Arabic origin common to India and the 
China coast. “The Invisible Hand” was in 
fact a phrase coined by Adam Smith to de- 
scribe the market forces which transmute the 
pursuit of individual advantage into the 
maximum benefit to society. 

















We will of course be recording how the di 
sign actually works on a real life basis. Com 
ments will be welcomed, and modificatior 
will undoubtedly be made. But reactionary 
grumbles about the old look being bette 
than the new will be taken by Steiner at leas 
with a pinch of salt: he knows how quickly 
revolutionary idea becomes ERE an 
unassailable. od 


PHILIPPINES 


Kids’ TV show has an audience but little money 


| luppets take Manila 








By. Jose Galang ir in | Manila 


- ~  atibot, an educational show for 

"à children on Philippine TV, is one 

successful venture that cannot rest 

- — on its laurels. Despite its high rat- 

ings, the four-year-old project continues to 
face financial difficulties. 

Batibot has the same basic format as the 
US programme Sesame Street, with a turtle, 
Pong Pagong, who wears tennis shoes, and 
a monkey, Kiko Matsing, as the Filipino 
counterparts to Big Bird and Kermit the Frog. 

Batibot, a word in the Philippine vernacu- 
lar meaning "small but vigorous," evolved 
from Sesame, a short-lived local programme 
in the mid-1980s that was co-produced by 
the US Children's Television Workshop, 
Sesame Street's creators, and a local group, 
Philippine Sesame Street Project. The 
domestic economic crisis in 1984 curtailed the 
local group's ability to pay US dollar-based 
fees for the use of Sesame 
Street characters and mate- 
rials. 

The Philippine Child- 
ren's Television Foundation 
(PCTV), picking up the pieces 
from the failed joint venture, 
launched Batibot in 1984 with 
Pong and Kiko joined by a 
fresh line-up of locally pro- 
duced muppets. Animation 
by local artists replaced ex- 
pensive Sesame Street foot- 
age. 

More significantly, Bati- 
bot uses Tagalog, the Phi- 
lippine vernacular, instead 
of English, a move that 
made the programme wel- 
come to a wider base of 
households, including low- 
income ones whose TV sets are black-and- 
white. 

In today's cacophony of local children's 
TV programming that overflows with robots 
and other animated heroes, Batibotis holding 
its own. It has an established audience of 
some 460,000 pre-school children, according 
to recent surveys. Numerous awards attest 
to the quality of its production. 

Still, Batibot remains a hand-to-mouth op- 
eration. Because it refuses to sacrifice quality, 
the production continually contends with 
high costs. For the 1989 season, for instance, 
Batibot requires a budget of nearly P7 million 
(US$359,000), of which revenues from com- 








mercial spots are expected to cover only 60%. 

PCTV cannot really depend on advertising 
revenues because rates for daytime TV pro- 
grammes are substantially lower than for 
prime-time. Furthermore, while Batibot 
sticks to quality in content and presentation, 
it is competing with low-budget shows. 

To augment revenues, PCTV also pro- 
duces training tapes and documentaries for 
private and government establishments. 
Batibot characters also do live shows. PCTV is 
also planning to launch books and school 
supplies bearing Batibot characters. The 
foundation also receives cash donations 
from a few big corporations. 

A future direction could be overseas ven- 
tures. Batibot is now being viewed as a model 
by other Asian producers, according to PCTV 
executive director Lydia Benitez-Brown. 
Brown says Batibot’s success puzzles produc- 
ers of similar projects in Asia because it is vie- 
wed often against the Philippines’ economic 


I 
$ 
' 


E 


v 
T 
E] 
a 
E 
* 
2 
E 
B 





The cast and creators of Batibot. 


problems. However, because of its experi- 
ence, PCTV is "now capable of offering its 
technology" to others, she said. 

The PCTV staff's expertise developed with 
the meticulous process of producing Batibot. 
Before a script is adopted it usually goes 
through a series of revisions based on re- 
search work and each script usually revolves 
around a particular topic, which Brown calls 
the curriculum. This curriculum, explains 
Brown, seeks to instil among Batibot’s youth- 
ful viewers a “positive attitude towards 
learning” and knowledge of the natural envi- 
ronment. 

What it consciously avoids doing, how- 


ever, is creating the “I want" syr 
drome among its susceptible young aud 
ences, obviously an attempt to veer awa 
from the commercialism that characteris 
es other TV shows pitched at chilc 
ren. 

Batibot's limited resources have not dam 
pened the creativity of its staff, most c 
whom are in their early 20s. For instance, ` 
has developed video animation, which ha 
replaced the more expensive cell animatior 
Its line-up of 16 charactersis also being stea 
ily increased. 

Refusing to be called a clone of Sesam 
Street, the local show has come up with innc 
vations that reflect Filipino traits or custom: 
One of these is Batibot's story-telling portio: 
which features Kuya (big brother) Bodjie, on 
of the most popular characters in the show 
narrating local legends and other tales. 

Elderly people telling stories to a sma 
crowd of children was a practice in loc 
households until the adver 
of TV. Whether this is behin 
the high marks scored i 
survey tests of Batibot view 
ers is still to be proved scier 
tifically. Batibots story-te 
ling portion is intended t 
counteract TV's image a 
helping to shorten attentio 
spans and loss of reflective 
ness among children cor 
stantly bombarded by fas 
changing scenes. 

PCTV research has als 
noted the role of supe! 
natural characters in moulc 
ing children's behaviour i 
the pre-war Philippines. A 
such, Batibot has introduce 
ghosts and elves, the lovabl 
types, in its cast. Brown say 
that the response has been favourable. 

Meanwhile, as if its problems owing i 
low revenues were not enough, Batibot we 
recently billed by the government for P2 
million, representing the amount investe 
into the project in 1984 by the Human Settl 
ments Development Corp. (HSDC), former] 
under the wings of the Ministry of Huma 
Settlements. The HSDC investment in th 
foundation was approved by then humar 
settlements minister Imelda Marcos. Th 
current administration is collecting th 
amount, as part of a campaign to retrieve “il 
gotten wealth” that went to so-calle 
“cronies” of Marcos. 
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Lots of famous tots on the bie and small screens 


Here's looking at vou, kid 


By Margot Cohen in Manila 


ushing aside a toy microscope to lick 
the rim of a soup tureen, Aiza 


Seguerra looks like any other fidgety: 


five-year-old impatient for her lunch. But 
when she emerges from her meal to appear 
live on Eat Bulaga, a popular Philippine TV 
programme, hundreds of diminutive fans 
jump to their feet bleating "Aiza, Aiza," as 
they stretch thin little arms towards the 
stage. Aiza appears oblivious. "She doesn't 
know she's already a superstar," whispers 
her mother. 
e The Philippines boasts a long tradition of 
ild stars. In the 1950s, little Tessie Agana 
was credited with singlehandedly resurrect- 
ing the fortunes of a major film studio that 
lost most of its reels in a disastrous fire. 

But Aiza's popularity reflects a new streak 
of nationalism among mass audiences. 
While many other famous tots — including 
Aiza's five-year-old rival, nicknamed 
“Matet” — hailed from show business 
families, Aiza is a Filipina Everychild, with 
middle-class background. She pertly in- 
structs her TV guests to speak straight 
Tagalog rather than the "Taglish" (a mixture 
of English and Tagalog) that characterises 
most celebrity patter. 

Her sudden success, together with an in- 
crease in locally made TV programmes, parti- 
cularly variety shows, hastriggereda prolifer- 
ation of children on thebig and small screens. 

While Batibot remains virtually the only TV 
show designed exclusively for kids, children 
are relentlessly seen and heard on every 

annel. Incongruous images abound. Turn 
uii any variety show featuring a phalanx of 
scantily clad dancers, and a child stumbles at 
the end of the chorus line. During talk 
shows, the laughter soundtrack goes wild at 
the burbled responses of child guests. In a 
new spate of televised talent contests, even 
Aiza herself last year competed for "Little 
Miss Philippines," a contest in which child- 
ren affect heavy make-up, copy grown-up 
fashions, and mime to songs about sexual in- 
fidelity. Itisall seen as clean, wholesome fun. 

Although the children seem to spend 
most of their time mimicking adults, the ar- 
tistic director of the Cultural Centre of the 
Philippines, Nicanor Tiongson, observes 
that some current films capitalise on cruelty 
perpetrated by children, such as jokes on the 
handicapped. “Kids get away with it because 
they are cute,” Tiongson says. “It is grown- 
ups manipulating kids to be funny for 
grown-ups.” 

In search of fame and the economic re- 
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Aiza: Filipina Everychild. 


more interested in child stardom than their 
wards, industry sources say. Once relegated 
to toting their offspring from town to town to 
perform in annual fiestas and religious cere- 
monies, the new generation of stage mothers 


now come bearing gifts for Tv producers and 
crew. “You see mothers selling everything 
they have, just to get the kids costumed,” 
says Carmencita Gil, publicity manager for 
Viva Films. 

The pay-off can be considerable. For her 
next movie, Papa's Girl, Aiza will earn 
P100,000 (US$5, 128) — probably a negligible 
sum compared with the profits likely to be 
generated by the film, but more money than 
most Filipino families see in four years. 

There are also hidden benefits for the 
wayward "paterfamilias," notes film-maker 
Lino Brocka. “When the mothers become so 
engrossed in the careers of their children, the 
fathers have time to play around. Nobody's 
there to breathe down their necks.” 

A fickle public has disappointed many of 
these pubescent heart-throbs. Aiza has so far 
exhibited remarkable surviving power. 
Gifted with an impressive memory, she 
manages to employ just the right blend of 
charm and traditional Filipino deference to 
elders. Some also see political significance in 
her appeal. “The audience was really primed 
for someone like Aiza,” maintains scriptwri- 
ter Bibeth Orteza, who supplies material for 
one of Aiza’s TV programmes. “There was a 
need for an innocent, a little lamb. Maybe it 
didn’t prove to be Cory [President Corazon 
Aquino].” z 





EMIGRATION 


Counselling sessions for the goodbye people 


Can I bring the maid? 





By A Correspondent 





avesdropping at a recent counselling 
session for newly accepted Asian 
migrants provided some light relief 
amid the passions of Australia’s Asian im- 
migration debate. These sessions are offered 
monthly at an Asean country's Australian 
diplomatic mission, to groups of around 30 
at a time. The Australian immigration offi- 
cers' workload has become such that they 
can no longer manage individual counsel- 
ling, as was the practice in the past. 
Telephone inquiries on a migrant appli- 
cation are no longer entertained. Hence, the 
monthly counselling session is the only 
chance a prospective migrant has to clear all 
his or her doubts, fears and queries before 
actually departing for foreign shores. And 
he or she can only attend one such sesson. 
Small wonder then that the problems raised 
at such safety-valve occasions can range 
from the sublime to the ridiculous. 
Participants are first shown a short film 
on life in Australia, which makes the neces- 
sary point that Australia is not utopia. 
Among other things, there is unemploy- 
ment. iuvenile delinguencv and crime. 


Then, it is question time. "Can I bring my 
maid too?" was the kick-off from one mem- 
ber of the multi-racial gathering. 

"No, no," explained the patient Austra- 
lian officer. "Australia is a do-it-yourself so- 
ciety, you know." 

"You say, hah?" interjected one ethnic 
Chinese "I cannot bring my dried mush- 
rooms, is it?" 

"Never mind," came the wry reply. 
"There's plenty of mushrooms growing in 
Australia, you know." 


"No, no, no,” pleaded the Chinese, “I - 


mean, you know, my black mushrooms, the 
Chinese ones, OK?" 

No, said the immigration officer. 

An elderly Sikh matron was much con- 
cerned about her antique furniture, not to 
mention her “10-year-old fur coat." Could 
she bring them without incurring duty? Yes. 

A young couple was completely mys- 
tified by the Australians’ insistence on 
boycotting animal products. One thing real- 
ly puzzled them: how about the kangaroo 
skin they had bought on their last holiday in 
Australia, but which they were now bring- 
ing back to Australia. Was that OK? 

Yes, said the immigration officer. a 
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Indonesia edited by Michael R. Dove. 
University of Hawaii Press, Honolulu. US$32. 


Anthropologists and sociologists have 
been joining the debate over how countries 
‘should pursue development, bringing their 
own distinctive contribution to the discus- 
‘sion: that culture and social organisation 
matter. Notonly asa meansto promote more 
development, whatever that much misused 
word implies, but as ends in themselves, as 
repositories of wisdom and as the expression 
_of long established and time tested experi- 
‘ments in coping with ecological, social and 
generally human problems that in varying 
|... ways beset us all. 

->o This potentially important field of study 
.. has not yet produced much really good liter- 
ature, but fortunately this book is a major ex- 
ception to that gloomy generalisation. It is 
- comprehensive, sympathetic to the human 
problems of development and profession- 
... ally sophisticated. 

-> Collections of essays often lack both unity 
of subject matter and coherence of treat- 
. ment, but not this one. The focus of the book 
_ ^ — the relationship of the traditional cultures 
to the development process in Indonesia — 
|. is clearly set out in a detailed and substantial 
^" essay by the editor, Michael Dove. In what 


Listen to the shamans 


he modestly calls an introduction, Dove 
gives a review of the whole problem which 
should be read by any student of the subject, 
by any scholar venturing to write something 
in this field, and by every development "ex- 
pert" before he or she is let loose. 

The other essays, by a selection of both 
Western and Indonesian scholars, all with 
extensive fieldwork experience in the coun- 
try, are structured around the four main 
themes of ideology, here meaning mainly 
religion, economics, ecology and social rela- 
tions. The whole is rounded off with an 
evaluative piece by the veteran an- 
thropologist of Borneo societies, George Ap- 

»ell. i 

The different case studies are very diverse 
in subject matter and geographical location 
within Indonesia, ranging across such topics 
as seemingly exotic as shamans in rural Java, 
the problems of living on a volcano, drinking 
in West Kalimantan and ritual feasting in 
Flores, to take a selection. 

These issues seem at first sight remote 
from the usual questions raised in works on 
classical development issues, but they are 
actually deeply significant at two levels. First, 
they bring to life the human impact of deve- 
lopment, development as it is experienced 
by people who for generations have lived in 
the same land, with a common and relatively 
unchanging culture, and who are suddenly 












the Future edited by Fred Greene. Council on 
Foreign Relations, New York. US$9.95. 
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A cynic once said there are only two 
reasons the US is interested in the Philip- 
pines: Clark Air Base and Subic Naval Base. 
To some extent, American foreign policy to- 
wards the Philippines has reflected a vital 
concem for the continued operation of its mi- 
litary bases and anxiety over their possible 
withdrawal. The private, New York-based 
Council on Foreign Relations, publisher of 
The Philippine Bases, recognises that the US re- 
lies on base facilities in lapan, South Korea 
and the Philippines as partofits policy to sus- 
tain "forward deployments" in Asia. This is 
part of the centrepiece of Washington's re- 
gional and global strategy of deterrence. 

But the situation may change with the ex- 
piry of the military bases agreement in 
1991. This impending deadline is forcing 
'esident Corazon Aquino to decide on one 
of the thorniest issues: whether the 
bases should stay or go. So far, she has 


























home? 


avoided this by keeping her options open. 

The Philippine Bases offers a timely discus- 
sion of questions surrounding the bases that 
both parties will have to resolve at the 
negotiating table. These include Philippine 
sovereignty, operational control over the 
bases, compensation, nuclear weapons, and 
defence commitments. The book finely dis- 
sects them while recognising heightened 
nationalism in Manila and Philippine objec- 
tions to the bases. 

The book also examines alternative ar- 
rangements to the bases and the possible re- 
sults of the negotiations: a continued stay 
into the 1990s but with minor modifications; 
continued operations at Clark and Subic but 
at greatly reduced levels and functions, or a 
US departure probably over a extended 
period of time. 

The book does not take a stand. How- 
ever, the desire to maintain the status quo, 
conceding some changes, is palpable. The 
Philippine Bases is in three parts. The firstisan 
essay by the book's editor and political sci- 
ence professor Fred Greene. He displays 


confronted with massive and often mysteri- 
ous changes. 

Secondly, the case studies show that the 
traditional cultures are not anachronisms, 
exotic ethnographic vestiges of the past, but 
are the fruits of generations of experience, of 
trial and error, of accumulated wisdom, and 
of ecological balance. 

There is a deeply political message run- 
ning right through the book: that conven- 
tional development policies in Indonesia are 
mostly short-sighted, because they are ar- 
rogant and stem from a central government 
which does not respect the traditional wis- 
dom and ecological management techniques 
of its own peoples. Certainly this book is an 
extended plea for taking very seriously the 
idea that traditional systems of beliefs and 
practice have a sound empirical basis, as is 
demonstrated very ably in the individual 
case studies, and that true development, in- 
tegrated with the peoples’ own culture and 
aspirations, can only take place on the 
terms. 

By its selection of examples, the book 
does stay away from instances where tradi- 
tional techniques can genuinely be useless. 
The book also steers clear of some central 
problems in contemporary Indonesian so- 
ciety such as urbanism and transmigration. It 
is a pity in other words, that culture here is 
defined purely as "traditional rural culture." 
Nevertheless, the importance of the theme 
and the quality of the writing and presen- 
tation should be recommendation enough, 
for this book raises questions not by any 
means confined to Indonesia. 

a John Clammer 


sensitivity to the new conditions which sur- 
round relations between the US and the 
Philippines. Many Filipinos feel this is the 
first time the government, backed by popu- 
lar support, has real leverage in dealing with 
the US. 

The second part — the core of the book — 
is a rich record of arguments and counter-ar- 
guments on the bases by Filipino and Ameri- 
can scholars, members of the Philippine 
Council for Foreign Relations and the Coun- 
cil on Foreign Relations. 

In the conference, different perceptions 
arose between the American and Filipino 
participants. Foremost was the concept of 
threats to security. From the American per- 
spective, the bases are a deterrent to the 
Soviet presence in East Asia, though this has 
to be weighed against a tightening budget. 
But to many Filipinos, the external threat 
from the Soviet Union is remote. The immi- 
nent threat is the communist-led insurgency 
and the Muslim secessionist movement. 

The third part consists of background 
papers on post-war Philippine-US relations 
and an extensive discussion of the military 
importance of the bases in the Philippines 
and possible alternatives to them. 

= Marites Danguilan-Vitug 






Asia1989 Yearboo 

We give you Asia, 

minus the mystery, 
minus the myth: 


Compre. 





LE f Asia, the world’s most dynamic market place is home to more than half of man- 








ing region. 


Decide for yourself whether any other single medium puts the social, political and economic realities of Asia at 7 


your fingertips as does the Asia Yearbook. 


NOW IN ITS 39TH YEAR... 

Matching the rapid pace of Asian development the Asia Yearbook goes into 
great detail, with greater insight — a book which everyone who needs to 
know about Asia should have on the bookshelf. Now in its 30th year the Asia 
1989 Yearbook is more thorough and comprehensive than ever before. 


COUNTRY-BY-COUNTRY ANALYSIS... 
Each country is discussed with up-to-date reviews of its Politics and Social 
Affairs, Foreign Relations, Economy and Infrastructure, complete with a 
map and lists of leading public officials. The Asia 1989 Yearbook gives you 
localised, first-hand information on everything from market potential and 
~ypulation trends to foreign aid involvement and social and cultural land- 
arks. Each country chapter has a Databox giving essential vital statistics. 
And there is also a statistical round-up compiled against a master question- 
naire provided by Yearbook experts. | 


HOW ITIS DONE... 

Published by the Far Eastern Economic Review, the Asia 1989 Yearbook is 
the result of thousands of manhours of work during the year. Every week, 
the Review's correspondents file on-the-spot reports from every major 


kind. Every day events occur here which not only shape the destinies of its more 
than 4 billion population but affect the entire world as well. 


"^ The Asia 1989 Yearbook does more than just cover these events — it compiles, ana- 
7/ lyses and interprets them for the reader. No businessman or scholar can afford to ignore - 
^ them. Nor can any professional or anyone who has dealings with or an interest in this excit- 


Asian capital and other areas of interest throughout the region. This leading 
team of writers, analysts, experts and research staff contribute (as they have 
regularly for 30 years) to keep the Asia 1989 Yearbook on top of events. To 


give you Asia minus the mystery, minus the myth. To give you Asia as only 


the Far Eastern Economic Review can. 


SOME OF THE FEATURES YOU'LL FIND . . . ÉD 
The Asia 1989 Yearbook offers completely revised chapters — covering i. 
another historic year in Asia, and analysing US involvement in the region 
and you will also find familiar chapters and features as well: a portrait of The 


Entire Region, The Power Game, Population & Food, Development 


Banks, Asian Finance, Asian Investment, Commodities, Energy, Aviation, = 
Shipping, Fishing, Trade & Aid, the Pacific, Asian & Pacific Organisations, = 


. and much more. 


As in the past, the Asia 1989 Yearbook has an abundance of charts, tables : 
and graphics to illustrate the material, including a full military profile of 
each regional country. 


The main body of the book contains chapters on 31 countries, ranging from E 
Afghanistan to Japan, from China to New Zealand. | » 
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The success of 1988 may have its price 


No time to take stock 


f 1987 was the year of the bull cut down 

in his prime then 1988 was the year 
when overconfident bears retreated to 
NE lick their wounds. This year will doubt- 
... less spring its own surprises, but it could be 





_. the year that attention centres again on cur- 
^ rencies or bonds rather than stocks. With the 
-'. exception of some East Asian markets, retail 
investors, mindful of 19 October 1987, re- 


; main wary, and layoffs in the brokerage busi- 


_ Ness may further reduce market activity. 


_ In many ways, 1988 was a remarkable 
.. success. Not only was a post-crash recession 
... avoided, but growth, led by an OECD average 
of 4%, surpassed expectations in almost all 
, €ountries. Only debt-laden Latin America 
.. and the oil-dependent countries missed out. 
_ Stockmarkets have responded cautiously, 
=< with only Taiwan, South Korea and 
. Japan taking optimism to the extreme. 
e Interest rates have moved within a rela- 
.. tively narrow range, and central banks have 
_ Sofar managed the trick of pushing up short- 
-term rates in a way which has reassured 
.. rather than panicked the bonds markets, 
< thusalso supporting equities. 
s ^ Gold is down — good news for everyone 
.. except the few who own or mine it. Oil is 
down — but not so much as to undermine 
... banks and countries dependent on it. Other 
_ commodities are up — but not by as much as 
. atmid-year, and not by as much as might be 
. expected given the poor harvests, especially 
_ in the US, and the strength of demand for 
metals and industrial materials. | 
.. Even currencies have been relatively 
-.. Stable. The US dollar responded to a 20% fall 
in the trade deficit to end the year 
_ close to where it started against the 
= yen (its record low), meanwhile 
_ showing a maximum range of fluctu- 
. ation of only 13%. It was up against 
. most European currencies, only the 
. Australian and Canadian dollars and | 
_ the won advanced markedly against 
. it. Singapore has also allowed its cur- 
-rency to move up, while Malaysia 
< has been moving in the other direc- 
..tion — the ringgit has fallen 12% 
_ against the Singapore dollar. 
_. The bad newsis that the improve- 
ments in the imbalances — trade 
-surpluses and deficits and the US 
. budget deficit — which were bowl- 
ing along in the first half of the year 
. have almost come to a halt. And the 
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By Philip Bowring 


A year of grace 
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price of 1988 as a year of grace may yet prove 
to be the reseeding of inflation, whose 
growth is so far more potential than actual. 
The easy money policies which prevailed al- 
most everywhere after the October crash 
were successful in the short term, but may 
not be without cost. 

The US can deal with its part in the imba- 
lances in two ways. On the one hand, it 
could adopt a gradualist approach in which a 
weakening dollar, a modest firming of in- 
terest rates, an inflation-masked softening of 
demand and gradual whittling down of the 
budget deficit, provides for moderate 
growth and continuing improvement in the 
trade account. The alternative is a hefty dose 
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of monetary medicine, with or without fiscal 
backup, which would induce something 
akin to a recession, kill the inflation fear, 
and slash imports — but also strengthen the 
dollar and thus make adjustment more pain- 
ful. 

Conventional wisdom might suggest 
that an incoming president would prefer the 
sharper cure. But Congress and the fragility 
of financial institutions (weakened by Lat 
and oil debts and potentially by the levi 
aged buyout binge), suggest otherwise. 

Although by most reckonings the US dol- 
laris now below its long-term equilibrium ex- 
change rate, and cheap on a purchasing 
power parity basis, large overshoot on the 
downside is inevitable and probably neces- 
sary to compensate for the massive overvalu- 
ation between 1981 and 1985. So, though 
long-term investors may be happy to take a 
10-year view and stock up both on Treasury 
bonds yielding more than 9%, and shares at 
giveaway prices compared with those in 
Japan, it would not be surprising if the 
dollar slipped another 10-15% against the 
yen and Deutschemark befure coming to 
rest. 

Meanwhile, of the strong currencies, the 
DM may regain some ground against the 
yen owing to a more cautious monetary 
stance and the possibility of an EMS realign- 
ment. Since other bond markets are lookine 
fragile, the real return on DM bonds may 
relatively attractive. However, apart frou 
global inflationary pressures, West Germany 
and Japan also face the impact of tax changes 
on consumer price indices, which could 

affect wage demands and investor 
perceptions. 

__ Although the visible signs of in- 
flation are so far quite modest, there 
is no doubt that central bankers are 
concerned, not least in Japan and 
West Germany. Consensus makes 
coordination easier, so money is 
likely to be tighter everywhere. The 
impact is likely to be gradual, given 
the momentum in many economies, 
possibly including the US. On the 
other hand the US boom may be al- 
ready on its last legs because of con- 
sumer debt, real interest rates which 
have been high for a long time, and 
levelling off of export demand. Some 
see the recent inversion of the yield 
curve in the US as presaging an eco- 


nomic turndown — though Australia 
has been living with an inverted yield 
curve for a year. 

Unfortunately the major deflation- 
ary factor, oil, has done rather more to 
increase Japanese and West German 
surpluses than to lower the US deficit. 
US export growth, so strong in early 
1988, seems to be stagnating, partly 
owing to the firmness of domestic de- 
mand, and despite strong growth in 
Japan and most European economies. 
Although capital spending will raise US 
capacity, it may come too late to avert in- 
ternational pressure for more stringent 
measures to cut the trade deficit. US in- 
terest rates are therefore likely to move 
upward until real progress is made in 
cooling demand and freeing resources 
for export. 

Other countries could do the same, 
aware that the oil factor may be masking 

onger reflationary forces. Japan is 

'are that the merits of low oil prices 
and high yen may be coming to an end, 
leaving it to cope with booming domes- 
tic demand and the buoyant money 
growth which has driven asset values so 
high. Even Taiwan, with its vast excess 
of savings, is feeling inflationary heat 
from its own success. Hongkong tells 
the same story, with excess demand 
adding to the inflation imported via a 
weak currency. 

And in Thailand, where investment 


demand is strong, interest rates have already 


jumped sharply, dealing a blow to the stock- 
market. Although Thailand's growth pros- 
pects are still at least as good as most coun- 
tries in Asia, its industrialisation ambitions 
have run up against its low level ot savings. 


F ongkong, meanwhile, has an ex- 
cess of savings but an unwilling- 
J ness to invest them in the local 
stockmarket owing to a combina- 

uui of local political concerns, rising interest 
rates, fears that a US recession is just around 
the corner, and concern that China’s run of 
rapid growth and political stability 


could be at an end. These perceptions FI 


may not change in the near future, 
but meanwhile, Hongkong provides 
both a yield cushion and the technical 
foundation for a rapid advance if sen- 
timent changes. 

Singapore and Malaysia on the 
other hand both continue to suffer 
from the Wall Street drift, and the end 
of the mid-1988 commodity mini- 
boom. This may seem hard on Singa- 
pore, since the economy may be heal- 
thy enough, its currency attractive, 
and the Singapore and Malaysian ex- 
changes are going their own ways. 
But international investor per- 
ceptions, which are especially impor- 
tant to these markets, not to men- 
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Hops, skips and jum 
1988 stockmarket performance * 


same in both, may keep Singapore and 
Malaysian exchanges performing in tan- 
dem. 

Australia has equally suffered from the 
end of the commodity mini-boom, especially 
since the collapse of the gold price conspired 
with a surging Australian dollar to damage 
resource producer profits, 

The currency’s strength is due to high in- 
terest rates and the current account deficit re- 
mains at unsustainable levels. With inflation 
in Australia moving downwards, there may 
be scope for much lowerinterestrates. If so, a 
weaker currency is probably inevitable. 
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Commodities may be the 1989 wild 
card. Metals, particularly copper and 
aluminium, have been buoyant. And 
though food prices are only 15% higher 
in dollar terms than a year ago, there is , 
potential for much steeper increases if 
the substantial crop failures, which have 
so depleted stocks, continue. There ap- 
pears little speculative money in these 
markets, and grains, soyabeans, sugar 
and cotton could all be more than usu- 
ally sensitive to demand and supply 
shifts. 

Manufacturing buoyancy should at 
least underpin industrial commodities 
and metals throughout 1989, and severe 
shortages cannot be ruled out. Rubber 
stocks have been run down and there is 
no sign of a let-up in demand. But 
prices, though 10% higher than a year 
ago in ringgit terms, are down 25% from 
their June peak and still suffering from 
the end of the brief aips-inspired latex 
boom. 

Despite strong demand, oil appears 
locked in a US$13-17 a barrel range and 
more likely to break out downwards 
than upwards. Precious metals remain 
dogged by increasing gold supplies and 
even massive Taiwan and Japanese 
buying has done no more than provide 
a floor. 

Making predictions about the high 
flying stockmarkets of Japan, Taiwan 
and South Korea is especially difficult. 
But whatever the short-term attractions, the 
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potential on the downside is formidable. = 


Japan’s buoyancy is due toidentifiable condi- : 
tions some of which may be structural, but -: 
others are temporary. Taiwan’s volatility is- - 
plain to all. And South Korea's 80% rise dur- 
ing the past year puts it into the very expen- 
sive class. These three economies may be the 
fastest growing in the world, but they are not _ 
as far ahead as investors seem to believe. | 
These economies are not of course in any 
way comparable with Britain which is cur- - 
rently leading the overheating stakes. High 
interest rates and an overvalued currency 
could dog the London market in 1989 
after a lacklustre 1988. Elsewhere 
Europe presents a mixed picture. De- 
spite a 25% gain in 1988, West Ger- - 
many remains relatively cheap by any 
standards, but domestic investors re- 
main wary of equities. Sweden is un- 
likely to repeat it high flying experi- 
ence and the French recovery may 
have largely run its course. | 
Canada, which was as dull as any . 
market in 1988, is likely to track the US ` 
unless there is another commodity - 
boom. The appreciation of the cur- ` 
rency may have run its course, — 
though yields are still above compara- - 
ble US ones. If the US turns highly - 
protectionist, the free trade agree- 
ment with Washington will provide - 
defensive strength. e 
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By Review Correspondents 

W 7 hatever the stars may foretell for 
the New Year, the charts are spell- 
es ing out two things quite clearly: 

first that the New York and London stock- 
markets are poised precariously on the edge 
. of a new bear market and secondly that 
.. Tokyo has decoupled from the other major 
markets — at least for the time being — andis 
-stillin a bull market. 
© The hesitant recovery which both Wall 
_ Street and London have experienced since 
~~ the October 1987 crash has included lots of 
-' minor rises and falls — dips which the charts 
-= Suggest could now be pointing to a funda- 
., mentally downward trend line. Tokyo on 
.. the other hand has already pushed upward 
to a higher trend line by virtue of its much 
more confident recovery. 

Not that such things are apparent only to 





. chartists. As brokers Hoare Govett's head of 


. international research, Alan Butler-Hender- 
son, neatly puts it, the future (short to 
. ‘medium term atleast) belongs to those coun- 
-tries which have not “messed up their ba- 

'. lance-sheets." The US and Britain have; 
<> Japan has not. 

< Huge trade deficits, runaway private con- 
_ sumption, resurgent inflation and soaring 

.. interest rates are symptomatic of the state of 

(ill) health in both US and British economies. 

‘= It is hard for either domestic or international 
< investors to find the confidence to invest in 
_ the stockmarkets of such profligate coun- 
. tries. Both face a haemorrhage of liquidity on 
. Current account and an ever widening re- 

+: verse-yield gap. 

— Japan, on the other hand, is flush with 
< liquidity, thanks to a continuing current-ac- 
count surplus — and yet the high savings 
_ rate and relatively low import propensity 
-< means limited demands on industrial capa- 
.. city, and thus subdued inflation. The stock- 
. market faces little threat from high interest 
rates, however over-valued equities may 
* look on fundamentals. 

-. The falling dollar — itself an obvious bear 
«factor for international investors — has not 

_ brought about the hoped for improvement 
. in the US trade deficit and with the adminis- 
- tration of president-elect George Bush now 
. named, the Fed is trying the other option of 
- choking off domestic demand through tight- 
 ening interest rates. This is bound to be pain- 
. ful for Wall Street and the question is not 
^ whether, but rather how far and for how 
long the market will fall. 

... London is already well into the winter of 
-its discontent with interest rates up at ex- 

.cruciatingly high levels (for the property mar- 
_ ketas well as the stockmarket). They will stay 
_ up there well into the New Year, but at least 










e deficit factor 


the corporate-earnings picture looks very 
healthy still and the public sector is in 
surplus, even if the private sector has been 
running up deficits as if there were no tomor- 
row. Now is not the time to buy London, 
though once interest rates begin moving 
down again there will be bargains to be had. 

The Tokyo market is probably in for a 
period of consolidation following its recent 
heady rise, but there is no shortage of op- 
timism among analysts. Tokyo seems to be 
the market to stay with for the time being — 
at least among the majors. 

Elsewhere, the Canadian market has 
more appeal than Wall Street, because while 
it too is currently constrained by rising in- 
terest rates fiscal policy has been more re- 
sponsible than in the US, and Canada is en- 


joying a capital-investment boom which - 


should prevent capacity constraints and in- 


Ahesitant recovery 
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flation. Some analysts also feel that the Aus- 
tralian stockmarket has overdone the 
gloom. 

Among the European markets, West 
Germany's is the one most readily identified 
with Tokyo's — strong surpluses and con- 
servatively run economies in both cases — 
though a prospective economic slowdown 
and money tightening are seen by some as 
bear factors. 


TOKYO 
The Nikkei index started 1988 at around 
1,000 and by early December had climbed 
above 30,000. Now in its seventh year, how 
much further can this bull market run? Two 
factors remain in its favour — rapid eco- 
nomic growth and low interest rates. Most 
forecasters believe that Japan's GNP will ex- 


pand by about 4% in 1989 against roughly 5% 
the previous year. 

There are two possibly negative ques- 
tions: inflation and corporate profits. With 
the economy at full capacity and labour sup- 
ply tight, the steam has got to be released by 
higher imports. Meanwhile, the continued 
strength of the yen must keep interest rates 
low. Earnings of firms will not grow as 
quickly in 1989, but growth will not be slow 
enough to dampen the stockmarket. 

Few people are prepared to suggest that 
the marketis likely to perform as wellasit did 
in 1988. But the next 12 months may seea rise 
in the Nikkei average to at least 35,000, A 
strong equities market should directly help 
the securities companies which have under- 
performed the market for the past year. 

Danks rallied at the end of 1988 and may 
only receive a neutral weighting in investors' 
portfolios: the interest-rate outlook is cloudy, 
but deregulation has helped them overall. 
Asset plays like land transport and ste ` 
continue to receive honourable mention ! 
the same reasons as in 1987-88. 

Utilities, whose profits have underper- 
formed recently, should do better early in the 


year because of the listing of Okinawa Elec- 
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tric. Retailers may also gain from the restruc- 
turing of the industry. Housing demand 
could rise in the latter part of 1989, giving 
construction firms a lift. Manufacturers, after 
a very good year, should do less well and 
electronics companies may underperform 
throughout 1989. The Japanese stockmarket, 
however, remains the one to beat. 


NEW YORK 
Few analysts have anything encouraging 
to say about the prospects for Wall Street in 
1989. But there may nevertheless be rewards 
there for the brave and the far-sighted. 
There are plenty of reasons for pes- 
simism. News on the economic front in 
the US is not encouraging with the prob- 
lems of the twin trade and budget de- 
ficits expected to land in the lap of the 
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Bush administration quite early in 1989. 

The trade deficit is expected to get worse 
in 1989 as US exports come up against 
domestic-manufacturing capacity con- 
straints. There is also likely to be less help 
from a declining US dollar, though it is ex- 
pected to decline further, to around € 110, by 
the end of next year. 

The Bush administration will almost cer- 
tainly begin cutting the budget deficit — 
perhaps by as much as US$30 billion in fiscal 
1990 (beginning next October) — though this 
in turn will have the effect of slowing down 
overall economic growth in the US. 

Inflation and interest rates are at the same 
time expected to continue rising with the 
Federal Funds rate rising a further one per- 
centage point to 5.5% and possibly higher. 

The prospect of higher interest rates anda 
declining currency is, of course, not good 
news for US bonds. Nor is there much in all 
this to encourage the equity market. The 
growth in US corporate earnings began de- 
clining in the final quarter of 1988 and that de- 
cline is expected to continue into 1989. 

Wall Street may well continue edging up 
in the next month or so as pressure gener- 
ated by the recent consumer boom is dissi- 
pated. But the realisation that the economy is 
slowing down will take the steam out of that 
— especially once the cost-cutting budget is 
presented in March. 

Where analysts do differ is over how far 
this slowdown will go. Brokers Phillips & 
Drew predict “recession” in the final two 
quarters of next year whereas James Capel 
says there will be a slowdown but no reces- 
sion. 


LONDON 

The British equity market is caught in an 
odd kind of limbo — poised between the lure 
of relative cheapness of share prices and the 
competition it faces from high short-term in- 
terest rates. As a result, the market has gone 
virtually nowhere in 1988, rising by just 
about 5% in local-currency terms — one of 
the poorest performances in the world. 

The market is much the cheapest (in 
terms of p/e ratios) among the world’s major 
equity markets. The average prospective p/e 
ratio for the companies in the FTSE 100 (Foot- 
sie) index (based on estimated 1989 earnings) 
is only 9.5 and the average prospective yield 
over 5%. Corporate earnings, too, are rising 
rapidly and having risen (in the industrial 
sector at least) by 15% in 1988 are likely to 
grow 10% in 1989. The share of profit in the 
value-added of British companies is now the 
highest in 30 years. 

So why has the Footsie index stubbornly 
refused to shake off the impact of the 1987 
crash? The answer has to do with the level of 
short-term interest rates in Britain, which are 
currently up at around 12% and likely to stay 
there well into 1989. This, in turn, reflects 
fears about resurgent inflation. 

What has scared the market too is the size 
of the British current-account deficit, which 


broker Hoare Govett expects to reach £13 bil- 
lion (US$24.2 billion) for 1988 and £10 billion 
in 1989. The surge of consumer-goods im- 
ports (financed by a fast-expanding domestic 
money supply) is one of the things which 
frightened the government into making vi- 
cious rises in interest rates in the autumn. 

Without those rises, the fear was that the 
pound could have fallen badly out of bed — 
something which might yet happen. Even 
so, there are optimists such as Phillips & 
Drew who think that the market is overdoing 
the gloom and doom and that the Footsie 
index should rise to over 2,000 early in the 
New Year. 


EUROPE 

European economies in general are boom- 
ing — some to the point of overheating 
— and yet analysts remain cautious about 
the prospects for European stockmarkets in 
1989. Investors are nervous and though 
some markets such as Belgium, Denmark, 
Finland and France have surpassed their 
pre-1987 crash levels during 1988, it has been 
on the back of very low volume and volatile 
price movements. In most European mar- 





Malaysian brokers: sluggish. 


kets, turnover has halved compared with 
levels before Black Monday in October 1987. 

As veteran Euro-analyst Roger Hornet 
(who recently defected from brokers James 
Capel to Sassoons) observes, markets such 
as Belgium (up 43% in 1988), Sweden (up 
41%) and France (up 33%) have recorded 
stunning performances. This reflects cor- 
porate earnings growth which generally ex- 
ceeded all expectations, and “massive” di- 
vidend increases. Yet, Hornet is convinced 
that current stockmarket volume and volatil- 
ity, plus wide price spreads, points to a bear 
market in Europe. 

This paradox can be explained by the ori- 
gin of the 1988 boom. European economic 
expansion was already five years old and ata 
mature phase of the business cycle when the 
1987 crash came. The reaction of European 
governments (as of those elsewhere) was to 
pump money into the system in order to 
fend off a feared recession. 

This rush of liquidity fuelled an unpre- 
cedented consumer boom, pushing up in- 
dustrial activity to the point of capacity con- 
straints and rekindling the spark of inflation. 
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When governments realised that, they 
quickly put on the monetary (though not fis- 
cal) brakes and interest rates shot up, increas- 
ing the charms of fixed-interest instruments 
and cash over equities. 

Industry in Europe is still booming, 
though more now on the back of a capital- 
goods boom, which in turn reflects a belated 
attempt by companies to invest their way out 
of the capacity constraints a now-dying con- 
sumer boom forced upon them. The busi- 
ness cycle is again looking mature without 
this time the prospect of a massive infusion 
of liquidity to boost demand (unless of 
course Black Monday comes again, though 
there is a limit to how far reflation can be pur- 
sued without courting hyper-inflation). 

European markets are generally not 
cheap in terms of p/e ratios, while yields are 
on the whole modest. In the light of all this, 
various analysts are recommending a fairly 
heavy weighting of cash in any European 
portfolio. Outside of that, the markets ` 
West Germany and the Netherlands | 
most preferred. 


MALAYSIA 

With the economy having expanded by 
an estimated 876 in 1988 and most forecasters 
predicting at least 6.596 growth in real GDP in 
1989, it is a wonder that prices on the Kuala 
Lumpur Stock Exchange (KLSE) have been 
depressed since August. Brokers say that the 
holders of scrip are unwilling to sell out and 
realise losses, while potential buyers still be- 
lieve the market has considerable downside 
potential. The result is an impasse that has 
forced volume down to miserably low levels. 

The KLSE composite index recovered from 
its post-crash low of 223.13 on 7 December 
1987 to376.75 on8 August 1988. Apartfroma 
brief rally during the first half of December, 
the index has been hovering around the 340 
mark for some months. Local factors seem to 
have been almost completely discounted bv 
the market and sentiment is being driven 
Wall Street and Tokyo — though local pol... 
cal uncertainty does seem to be affecting 
Overseas perceptions of the market. 

The net result is that on fundamentals, 
Malaysia is probably offering its best value 
for several years. Several trustee-status 
stocks are now offering dividend yields that 
are double the local deposit interest rates and 
prospective p/es are coming down to single 
figures on some solid counters. Banks, how- 
ever, still look pricey. 

Some property counters offer good turn- 
around potential, but brokers are now ad- 
vising clients to take profiton their plantation 
holdings, as commodity prices are reckoned 
to have peaked in 1988. Consumer-spending 
sensitive stocks, such as Hong Leong Indus- 
tries and Amalgamated Steel Mills, also 
seem to be prominent on “buy” lists. 


BANGKOK 
Although it escaped the frenzy of Taipei 
and Seoul, the Securities Exchange of Thai- 


land attracted strong and steady interest in 
1988 because of its relatively better regulation 
and the balanced growth of the Thai econ- 
omy. 

The year was marked by the launch of six 
international closed-end investment funds 
dedicated to Thailand, but it was also col- 
oured by a distinct lack of scrip. New listings 
were confined to small firms. The large com- 
panies which were expected to come to the 
market, like Thai Oil, Thai Airlines Interna- 
tional and Bangchak Petroleum, seemed no 
closer to listing by the end of the year. 

As a result, the US$700 million in foreign 
funds entering the market was 
pushed towards blue chips. For- 
eign-registered shares, there- 
fore, traded at a premium. 

The Bangkok market was 
one of the first to recover from | 
the October 1987 crash. The | 2280 
index peaked on 14 July at 469, 
' ' below its 1987 high. After 


its showed a big improve- | 1,500- 
ment in the first half, the market 1,250 
| 1000 





began to sag on slower corporate 
profit growth. Brokers were pre- | 1988 
dicting a dull first half in 1989, 
with interest rates remaining 
firm. 


SINGAPORE 

The Stock Exchange of Singa- 
pore (SES) seems caught in the 
doldrums after a promising re- 
covery in the first half of 1988 got 
stalled mid-year. The SES All- 
Shares Index rose from 255.01 at 
the beginning of 1988 to a height 1988 
of 320.42 on 8 August, but since 
then has been stuck in a narrow 
band of 280-290. Volume has 
been similarly affected, with the 
average daily turnover falling 
from a high of 75 million shares 

round 15 million. 

Nith the local economy ex- 
periencing double-digit growth, 
this apathy is beginning to baffle 
brokers. The recent announce- 
ment of some major property 
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relied upon in the past to get the 
market moving — was met with 
blank indifference. Similarly, the 
decision by the Kuwait Invest- 
ment Office to take a majority 
stake in First Capital Corp. found a muted re- 
sponse. Brokers now believe that if the SES 
cannot improve its liquidity, foreign funds 
will continue to stay away. 

All this means is that some counters on 
the SES offer great value, provided investors 
are not looking to make a quick turn. Singa- 
pore Airlines is trading on a prospective 
p/e multiple of around 8 and a number 
of other blue chips are selling at historic 


earnings multiples of 15 or less. Downside 
viel ie aancidered ta he «mall — unnless the 
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US economy slides into recession in 1989. 


HONGKONG 

Forecasts a year ago that the Hongkong 
stockmarket would go nowhere in the sec- 
ond half of 1988 proved sadly correct. Trad- 
ing moved like a yo-yo in a narrow range be- 
tween 2,200 and 2,800. Daily turnover fell 
sharply, prompting concern about brokers 
profitability and possible layoffs. 

An early rally in 1988 boosted the Hang 
Seng Index 25%, from 2,223.04 on 9 February 
to the year's high of 2,772.53 on 12 July. But 
August interest-rate rises knocked the 
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stuffing out of the market. Support eventu- 
ally emerged at 2,400. There the market lan- 
guished until the 21 November sale of the 
Shui On Centre at a staggering HK$4,000 
(US$512.80) a ft2, which gave a year-end 
boost to prices. 

With property stocks trading at discounts 
of 35% or more to underlying asset values, 
Hongkong's property-driven market is 
cheap. The question is whether this cheap 
rating represents a permanently large dis- 
emint in Honekone stock prices in advance 
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of the territory's return to China in 1997. 

A fall in property values does not seem 
imminent, given space shortages and high 
demand. But Hongkong's maturing econ- 
omy and high inflation rate are also negative 
factors. However, with corporate earnings 
likely to grow next year, share prices must 
risejustto maintain present cheap multiples. 


NEW ZEALAND 
The market fell until end-February, re- 
covered to around 2,000 on the Barclays 
Index, then fell in November-December be- 
cause of political and overseas uncertainty. 
The domestic economy and 
exchange rate are the key factors 
for 1989. After a 10% fall in the 
New Zealand dollar in 1988, ex- 
= porting companies have return- 
2 ed to profitability, particularly 
i those selling to Australia. The 
kiwi dollar has fallen 2076 against 
the Australian currency since 
February. 

Among exporters, forestry 
companies should continue to 
be strong as prices for pulp and 
newsprint are expected to hold 
at their peak during 1989. The 
food sector is also expected to do 
relatively well. 
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AUSTRALIA 

In Australia, it will be a year 
for careful selection. The bond 
market should rally and fixed- 
interest bonds should be worth 
buying. No dramatic change in 
market ratings or earnings is 
forecast. 

The first six months of 1989 
is expected to be tough, with 
a tight money policy continu- 
ing, and high interest and mort- 
gage rates as the government 
tries to get the economy ready 
for a promised personal tax 
cut. One consequence should 
be the continued strength of 
the Australian currency. The 
second half, assuming the 
strategy works, should see inter- 
est rates coming down, but the 
benefits of any tax cut will not 
start coming through until 1990. 

Although on a broad scale, the 
strength of the Australian econ- 
omy might present problems for economic 
planners, it is helping to keep the market 
strong and is driving mining and industrial 
stocks higher. In the first half of 1989, invest- 
ors should take advantage of high short-term 
interest on money and bonds, which are at- 
tracting rates around 12.576. 

Both commercial and residential property 
is thought to have peaked and reduced de- 
mand for building materials may result. 
Most experts suggest the safe bets are the 
large industrials, especially those with 


offshore operations. Industrials are showing 
good profits and dividends and most brokers 
like the transport sector, with TNT, which has 
offshore operations, at the top of the list. The 
big banks continue to be a good investment, 
with Westpac or National Bank of Australia 
favoured, especially after they have come 
down a little from their immediate ex-di- 
vidend highs. 

Major mining companies which have di- 
versified, such as BHP, CRA and MIM, are 
showing the highest p/e ratios this decade, 
but most brokers suggest caution over gas 
and oil investments. Most brokers would in- 
cludein their portfolios mining stocks, James 
Hardie and Boral in building materials, C1 in 
manufacturing, plus tried and true blue 
chips such as Bankers Trust, Elders and CSR. 
Several pick out Pacific Dunlop as a company 
showing growth and profits which — based 
partly on the strong worldwide sales by its 
Ansell condom division — has great poten- 
tial. 


INDONESIA 

Anyone investing in one of the 24 listed com- 
panies on the Jakarta Stock Exchange would 
have done well in 1988. Prices shot up, 
in part because of the removal of trade re- 
strictions, but also because share prices were 
undervalued at the start of the year. Some 
even tripled in value. 

The composite index of the 24 share 
prices more than doubled. The index was 
82.6 at the start of the year, broke the 100 
mark in April, settled at around 130-140 in 
May-August and reached 360 in late De- 
cember. This trend is expected to continue 
into 1989, though perhaps at a slower pace. 

The fact that few shares were traded in- 
flated prices, with investors snapping up 
anything that came on the market. There 
were few options for foreign buyers, with 
stocks of only eight companies available: 
Semen Cibinong, Sucaco, Pan Indonesia 
(Panin) Bank, Asuransi Jiwa Panin Putra, 
Sari Husada, Pan Union Insurance Co., 
Hotel Prapatan and Jakarta International 
Hotel. The other 16, because they are already 
controlled by foreign majorities, could notbe 
sold to foreign buyers. 

However, this situation should improve 
in 1989. New listings are expected by existing 
companies as well as newcomers, including 
Astra International. 


TAIWAN 

Chronic uncertainty is likely to dog the Tai- 
wan market this year. Although it boom- 
ed in 1988, events made clear the futility 
of judging the market on the basis of funda- 
mentals. High liquidity and the specula- 
tive, short-term mentality of Taiwan's invest- 
ors are two factors certain to fuel the market's 
wild fluctuations. 

The market soared to a 1988 peak of 
8,789.78 on 24 September, a rise of 276% 
since the beginning of the year. Daily turn- 
Over at times jumped to more than US$2 bil- 


lion. But the surge came to an abrupt halt 
when the government announced it would 
reimpose a capital gains tax on stock profits 
from 1 January. The market went into a 19- 
day plunge, which saw the weighted index 
drop 36% before recovering to 5,615.33. 
Since late November the market has re- 
mained confused. On 10 December, the 
market closed at 6,257.61, 167% up on the 
start of last year. 

The profits tax is expected to cool the mar- 
ket. Investor profits on sales above a NT$10 
million threshold will be taxable at the reg- 
ular income tax rate. The market'sbig players 
are said to have retreated to the sidelines, 
leaving the rest without a clear lead. 

Thegenerally pessimisticoutlook for 1989 
has been bolstered by the prospect ofa US re- 
cession. As the US is Taiwan's largest and 


most important market, a slowdown there | . 


could have a serious impact on Taiwan's do- 
minant exporting sector. 


BOMBAY 

The turnaround in equity prices in April 1988 
caught everyone by surprise. However, 
once it gathered momentum — propelled by 


| y 
Bombay Stock Exchange: turnaround. 


a good monsoon after three consecutive 
years of below normal rainfall — there was 
no looking back. From a low of 394 in April, 
the Bombay Stock Exchange index reached 
an all-time high of 730 in November and is 
currently trading in the 670-700 range. 

Unlike the earlier boom of 1985-86, which 
was largely based on expectations of a new 
political and economic philosophy in the 
shape of the Rajiv Gandhi government, the 
recent surge in equity prices is based on un- 
expectedly strong corporate results. 

In fact, the stockmarket seems to have ig- 
nored the political problems and scandals 
that still nag the Gandhi administration. On 
the technical side, an exacerbated rise in 
prices seems inevitable since the Unit Trust 
of India — the monopolistic government- 
controlled mutual fund — was busy mop- 
ping up floating stocks in the declining mar- 
kets of 1986 and 1987. 

But 1989 will be a testing year for the mar- 
ket. A general election is due before January 
1990 and analysts do not discount the possi- 
bility of a poll in the first half of 1989. The 
stock exchange itself has a lot of soul-search- 
ing to do. The market was forced to close on 





several occasions because brokers and the 
exchange authorities could not cope with the 
growing volume of paper work. Closures 
were also forced by bear operators who were 
caught hibernating on the wrong side of the 
index and who proceeded to do their best to 
create panic and uncertainty. 


MANILA 

The surge in copper prices on the world 
metals markets will continue to make Philip- 
pine mining stocks attractive. But buying in 
the commercial-industrial sector will be 
selective as corporate performance is likely to 
be affected by a further depreciation in the 
peso rate and possible increases in domestic 
interest rates. Prospects of a rise in imported 
oil prices will also hit local industries, though 
it could help lift local oil-exploration. 

Market turnover last year was almost 5095 
below 1987. By 9 December, volume had 
reached 189.3 billion shares traded, worth 
about P16.9 billion (US$791.6 million). 
the total, 46% was invested in commen 
industrial shares and 38% in mining stocks. 
Since October, mining has been attracting 
more investment because of strong copper 
prices. Analysts say that global consumption 
of copper will grow faster than produc- 
tion. 

The economy in general is expected to 
continue expanding. However, the pace of 
that expansion will be dictated by the terms 
of a new IMF financing programme. 


SEOUL 

After nearly doubling in both 1986 and 1987, 
a powerful year-end 1988 rally pushed the 
index up almost 60% through the end of 
November. The fundamentals look promis- 
ing for another strong year in 1989 and South 
Korean analysts think that the market's peak 
is not yet in sight. Sentiment was nearly 
unanimous that the composite index, which 
began 1988 at 528, would smash through the 
1,000 mark at the end of 1988 or early 198 

The single biggest factor fuelling a cos- 
tinued rally in 1989 is expected to be declin- 
ing interest rates. Controls on loan interest 
rates were to be dismantled at the end of 
1988; broad interest rate liberalisation, on 
both deposits and loans, is scheduled to be 
largely completed during 1989. 

Fewer new stock issues are expected in 
1989, another factor which is expected to 
push the market higher. The strong perform- 
ance in 1988 came despite the fact that com- 
panies raised a record Won 7.4 trillion 
(US$10.8 billion) in new equity — equal to 
more than one-quarter of the market capitali- 
sation at the beginning of the year. 

Financials and construction have done 
extremely well in 1988; financials are ex- 
pected to continue to do well in 1989, though 
their volatility makes them best for specula- 
tive players. Although manufacturing stocks 
are more reasonably priced, investors are 
likely to shy away from them because of fears 
over the effects of won appreciation. z 
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IS International Trade Fair - Sanitation, Heating, Air Condi- 
L @ tioning. Innovative coerce for a human environment. 


MAN NEEDS 
WATER, HEAT AND AIR. 





Internationality further increased. 

ISH - This is the name of the world’s largest 
trade fair for Sanitation, Heating and Air- 
Conditioning taking place every iin years in 
Frankfurt am Main. 

On the last occasion there were 4, 592 exhibitors 
and 177,184 trade visitors, of whom 21,869 
came from abroad. We are proud of such a 
high number of foreign visitors and we are 
sure that we will be able to increase this figure 
for ISH ‘89. No matter from which part of 

the world cour visitors arrive, only here will 
they find so many new products, innovative 


technologies, up-to-date information and 


international contacts. 


See you at ISH '89 in Frankfurt/Main. 


Important Product Groups at 
ISH '89. 
Sanitary techniques, everything 


for the bathroom, "behind the 


wall" installations, swimming 
pool, sauna and water treatment 
and heating installations, 
kitchens and kitchen 
installations. 

Heating technology, boilers, 
burners, heating elements, - 
pumps, water heaters, heat 
pumps, tiled-stove air heating. 
Ventilation and air-conditioning 
technology. building elements 
and systems for air-conditioning, - 
freezing plants. 

Fittings, pipes and accessories, 
pumps measuring, testing, 
control and regulatory 
equipment. Heating, ventilation. ji 


and air-conditioning control. 
systems, workshop installations, . 
tools, dateprocessing.. . 











COMMODITIES 


More thrills and spills 


By James Bartholomew in London 


FTER A YEAR OF VOLATILITY in commod- 

ity prices bordering on the melo- 

dramatic, next year looks like being 
theatrical, too. Movements in prices during 
1988 have made the October 1987 stock- 
market crash look like a tea ceremony. 

Nickel has ranged between a high of 
US$23,900 a tonne and a low of US$7,050. 
Copper slumped to US$2,000 a tonne and 
then soared to US$3,720 a tonne after a series 
of strikes. Raw sugar soared from US$200 a 
tonne to US$400 a tonne and almost back 
again. The worst drought in US history saw 
soya prices rocket from just over 600 US cents 
per 60 Ib bushel to 1,000 US cents and then 
back down to 770 US cents. 

In the context of such volatility, an overall 
average gives a bizarre impression of calm. 
The Bardays Bank non-oil commodity index 
measured in SDRs rose 15% in the 12 months 
to October 1988. The bank predicts that 
prices will fall a sedate 7% during 1989. Be- 
neath that gentle-sounding average we can 
be sure that there will be a lot of violent move- 
ment. 

No one can be confident of predicting 
even the average for 1989. As 1988 has re- 
minded us, those who aspire to achieve a 
fine record in commodity forecasting need a 
special ability to forecast historic droughts 
and a rash of strikes in countries as far apart 
as Papua New Guinea (PNG) and Peru. 

That said, the conditions certainly seem 
to exist fora reduction in commodity prices at 








some point in 1989. But the timing is ex- 
tremely hard to predict. The peak may not 
come until the middle of the year or later. 

The reason for expecting prices to peak 
sooner or later is a predicted increase in the 
supply of several major commodities which 
have been strong in 1988. Soyabean produc- 
tion in the Southern Hemisphere is already 
responding to the high prices engendered by 
the US drought. Provided the weather in the 
USreturns to normal, the crop in 1989 will re- 
cover and prices will fall back in the second 
half. 

Among the metals, the most dramatic in- 
crease in supply is expected in copper. If that 
sounds familiar, it is because the same was 
said this time last year. Industry analysts ex- 


Irian Jaya oil pipelines: sleeping giant. 





pected a significant increase in production in 
1988. But there were three strikes in Peru, 
multifarious production problems in Zaire 
and Zambia and a strike at the large new OK 
Tedi mine in PNG. 

In the end, production was unchanged 
over 1987. That is the background to the 
dramatic price performance of copper which 
has surged through to £2,000 a tonne three 
months after a leading metals analyst pre- 
dicted (when the price was £1,400) that 
"prices appear due for a downward correc- 
tion." 

The key factor with copper and several 
other metals, especially zinc, has been low 
stock levels. This has meant that any unex- 
pected shortfall in supply has had a very 
dramatic effect on prices. Everyone knows 
that supply is due to increase. Nobody who 
is numerate is a long-term bull of the metal. 
On the other hand, if a manufacturer needs 
copper and the metal is not available, prices 
rocket. In fact, if supply problems oc 
again in 1989 and if this is combined with :. 
ther economic growth, the price implication 
for copper is, as brokers Shearson Lehman 
say, "staggering." 

On the basis that the current bull market 
in metals was a long time in coming, it may 
also be a surprisingly long time in going 
away. That means that copper futures may 
be worth buying. The price of July 1989 cop- 
per on the New York market is 125 US centsa 
Ib. This compares with the current price of 
the December 1988 contract of 163 US cents. 

The market is confident that copper 
prices will slump in 1989. But if the market 
takes longer to fall than most expect, there 
will be profits in buying 1989 copper con- 
tracts. This game is for gamblers only and 
they should bear in mind that if 1989 does 
not see the end of the copper boom, 1990 


On the rebound 


. The implementation of the new International Natural Rubber 
Agreement (Inra II) is expected to help keep rubber prices steady 
during 1989. The buffer-stock manager has now sold all but 
20-30,000 tonnes of the 360,000 tonnes stockpile accumulated 
during Inra I, and the overhang no longer has a bearing on the 
market. 

Because the price of the commodity has consistently been 
above Inra I’s “may-sell” level, brokers expected the reference 
price to be raised by Inra II to a more appropriate level. This will 
also have the effect, of course, of raising the “may-buy” threshold, 
which in turn will keep prices generally firm as the buffer-stock 
manager will have the right to buy in at higher price levels than 
previously, 

The average price for the Rss 1 reference grade during 1988 has 
been a very high 310 M cents (US$1.20) a kg. The price was 
boosted by tight supply and strong growth in consumption. The 
AIDS-related jump in the premium for latex concentrate also had a 
knock-on effect, but this market has now settled down to more 


reasonable levels. As a result, the Malaysian authorities are pre- 
dicting that the price of RSS 1 will fall back a little during 1989 to the 
300 M cents a kg level. 

Palm oil did well in 1988, helped by a poorsoyabean cropin the 
US. It reached a peak in January 1988 at M$1,186 a tonne before 
falling back to the M$900 a tonne level on expectation of higher 
output in Malaysia and Indonesia. Strong consumer demand 
helped prices to recover and the average for 1988is put at M$1,030 
atonne. 

Malaysia, which is the largest producer of palm oil, is forecast- 
ing prices to ease to an average of M$900 a tonne in 1989, but this 
will depend very much on the success of the soyabean crops in 
Argentina and the US. At the moment, the oilseeds harvest in 
South America remains uncertain, but the US output is expected 
to be good, despite the reduction in the planted area from more 
than 60 million acres to 58 million acres. 

Consumption of oils and fats is still growing at a faster rate 
than production — albeit by a smaller margin. From 1984-87, 
consumption (or "disappearance" as the industry terms it), 
grew by 3.7% a year, compared with a 3.5% growth in produc- 
tion. A major palm-oil producing company, Guthrie, expects the 
increase in disappearance to outstrip growth in supply by 0.1%. 

i B Nick Seaward 


certainly will. Copper production is pre- 
dicted to rise 7.8% in 1989. That increase, 
which is very large in terms of the slow- 
growing demand, will surely not be delayed 
beyond 1990. 

Zinc is like copper in that stocks have 
gradually been run down over many years 
and prices are now susceptible to sudden, 
dramatic movements. But unlike copper, the 
increase in mine production expected next 
year is relatively modest. The increase in 
mine production predicted for 1989 is only 
3%. This, combined with lower secondary 
refined production and a small increase in 
consumption, could mean that stocks actual- 
ly fall again. That means more price volatil- 
ity. Zinc is a another one for gamblers only. 

Among the soft commodities, rubber, 
soyabeans, wheat, sugar and palm oil have 
all had dramatic rises which, in the majority 
of cases, have been followed by setbacks or 
consolidation. Insofar as the foodstuffs were 

oyed by the US drought, the strength of 

> softs will be a one-season wonder fol- 
lowed by lower prices in the second half of 
1989. 

But not all the softs have had spectacular 
rises in 1988. Some had a very bad time. 
Cocoa continued its bear market, which was 
already in place. Cotton, similarly, con- 
tinued a downward path. With the 1988-89 
crop expected to be 20% above 1987-88, there 
is little sign of an upturn in prices in the com- 
ing year. 

The overall picture is one of continued 
turbulence among individual commodities 
and stability overall. Of one thing we can be 
reasonably confident — the average rise of 
1988 is not going to continue and thus stimu- 
late worldwide inflation. 

Oil has been very meek in recent years. 
Whereas the metals and rubber have finally 
rebounded from their long bear markets, oil 
is still in the doldrums. Just as observers of 
the metals and of rubber became so used to 

bear market that they gave up hope of a 
reversal, so that kind of attitude is common 
among observers of oil. But oil is the sleeping 
giant of the commodities. Gradually, con- 
sumption is rising in response to economic 
growth and the lower price itself. 

Production outside Opec is more or less 
static, so all the extra demand is being met by 
Opec. By the early 1990s, Opec will once 
again be in a reasonably strong bargaining 
position. 

With Opec in some disarray, a major rise 
in the oil price is unlikely in 1989. But anyone 
who thinks the power of Opec was a passing 
feature of the 1970s may get a nasty shock in 
the 1990s. 

The way to ease the pain could be to buy 
some oil shares which are quite depressed. 
British Petroleum at 245 pence yields 6.875. 
Elf-Aquitaine at Ffr 5.93 (99 US cents) yields 
6.3%. One does not need to be a gambler to 
pick up shares with yields like that. Perhaps 


now is too early to buy oil shares. But they 
mee mee ben ei ede sninen au tes TORO ae 


Volatility the name of the game 
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PRECIOUS METALS 


a 


Poor performers 


RECIOUS METALS have been poor per- 

formers in 1988. The only one of the 

three major metals to have risen in 
terms of the US dollaris platinum. In terms of 
the yen, all three have remained in a bear 
market. 

The trouble with precious metals is that 
they are becoming less and less rare. Gold is 
the prime example of a precious metal which 
is being mined in greater quantity. Non- 
communist world production in 1987 was 
43% above production in 1980 and the trend 
is continuing. 

New techniques have revolutionised the 
costs of extracting the metal from ore which 
has only a tiny percentage of the metal. This 
is why gold is not back at US$800 an oz, 
which it briefly touched in the exciting infla- 
tion-ridden days of 1979. The bear market in 
gold since then is just as s cular as the 
fervent faith which gold once inspired. In 
terms of the yen, gold has fallen 7576. 

In 1986 and 1987, the price of gold rose in 
dollar terms, giving hope of a new bull mar- 
ket. But that trend was broken at the begin- 
ning of 1988. Now, the background for gold 
investment consists of weak fundamentals 
and a weak chart. Also depressing gold 
prices, and all precious metals, are higher in- 
terest ratesavailable on cash. The factthat the 
major advanced countries are trying to con- 
trol monetary growth is bearish for precious 


"natale 


Silver's bear market has been even more 
calamitous than that of gold. The days when 
the Hunt brothers were chasing the price up 
beyond US$15 an oz seem a long way off 
now. The price is now back at US$6.20. The 
price had an upward spike in 1988, just as it 
did the previous year. This was partly be- 
cause a lot of people believe that silver is un- 
dervalued. 

David Fuller, author of the investment 


Bouncing back 
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NOW DISTANCE IS NO LONGER 
A BARRIER. 


1e 











Most long-haul flights used to be exactly that. 
A long haul, with the inevitable refuelling 


stop en route. The barriers of distance stood 





in our way. But now those barriers have been 


broken by the largest, fastest, long-haul 
aircraft in the world. SIA's MEGATOP 747. 
It will be the first passenger aircraft ever to 
fly nonstop between Singapore and London 

. cutting hours off normal travel times; 
the first stretched upper deck 747 capable 
of flying San Francisco to Hong Kong nonstop, 
or Honolulu to Singapore nonstop; and the 
first of its type to serve Europe, Australia 
and Asia. Yet no matter how many hours our 
MEGATOP may save you, you will still have ample 
time to enjoy a standard of inflight service 
even other airlines talk about. The MEGATOP 
747 takes you further, faster, in greater 
comfort and luxury, than you ever imagined. 


Experience it from February 1989. 
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letter FullerMoney, is one of those who be- 
lieve investors should be keeping an eye on 
silver, waiting for the right moment to start 
buying. He thinks that moment could come 
next year. But for the time being silver is, as 
he puts it, "a cheap asset getting cheaper." 

One of the bullish things about silver is 
that India, which traditionally used to be a 
major net supplier of the metal for the world 
market, became a net buyer in 1986. This is a 
symptom of silver’s current cheapness, since 
Indian demand is very price sensitive. 

Another bullish factor for silver is that 
production has been rising much more 
slowly than that of gold. Between 1984 and 
1987, according to merchant bankers Samuel 
Montagu, production only rose 5%. But the 
trouble with that encouraging statistic is that 
most of that rise in production came in a 
single year in response to a price rise. This 
demonstrated that there is production ready 
to come onstream if the price rises. 

Platinum was the only major precious 
metal to have done at all well in 1988, but 
even here the price rise has been marginal. 
The origin of the strength of the market in 
1988 was heavy demand from Japan. Japan- 
ese jewellery, according to Shearson 
Lehman, is likely to have consumed 1.255 
million oz in 1988 — 40% of total platinum 
demand worldwide during the year. This 
spectacular demand was caused partly by 
new taxes on savings which made hard as- 
sets more attractive. Shearson Lehman be- 
lieves Japanese demand will fall back more 
than 2076 in 1989. If that demand does not 
settle down, the price of platinum will go 
much higher. 

Another demand for platinum appeared 
in late 1988. Investment demand for coins 
was stimulated by the launch of the Cana- 
dian Platinum Maple Leaf and the Australian 
Koala coins. These launches were both suc- 
cessful and could help platinum develop as 
an investment medium. Sales of the two 
coins could amount to 150,000 oz in 1989. 

Platinum is different and superior when 
compared to gold and silver in that it has a 
major, growing industrial usage. Platinum is 
used as a catalyst to reduce the pollution 
caused by car exhausts. The use of platinum 
catalysts is well established now in Japan and 
the US. But in Europe the use of such 
catalysts is still in the growth phase. Euro- 
pean use of platinum in catalysts will 
rise from 225,000 oz in 1988 to 424,000 oz in 
1990. 

With all these good things about 
platinum, what can go wrong? First, the de- 
mand for platinum jewellery in Japan may 
fall off. Secondly, the old spoilsport of in- 
creased production is on its way. According 
to bullion dealers Johnson Matthey, a clutch 
of new mines in South Africa could, on paper 
at least, produce an extra million ounces of 
platinum a year by 1995. That represents 
more than a third of current production. The 
build-up in production will be gradual, 
which could mean tight conditions for the 





Pouring gold ingots: weak fundamentals. 


market (possible price rises) in 1989, but po- 
tential weakness from 1991. 

A third problem for platinum is that it has 
trouble shaking off gold. Over the past 12 
years, the price of platinum has been as 
much as 70% higher than gold, or as much as 
30% lower. Platinum is like a dog on a leash. 
It can scamper enthusiastically ahead of 
gold, but it never gets completely away. 

This may seem irrational in view of the 
fact that production of platinum is so much 
lower than production of gold. Mine produc- 
tion of gold in 1987 amounted to 1,373 tonnes 
in the non-communist world, whereas the 
equivalent production of platinum was only 
76 tonnes. 

Platinum is a rarer metal, yet the leash has 
thus far not been broken. What is it that 
keeps the metals together? Probably the 
buyer of jewellery. Platinum is not so much 
more pleasing to the eye than gold that jewel- 
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lery buyers will pay more than twiceas n 

for platinum. If that is right and if gold is not 
going to perform in 1989, then perhaps not 
too much should be expected of platinum 
either. 

Looking further into the future, there is 
now the likelihood that, after reaching a peak 
in the early 1990's, demand for platinum in 
catalysts will fall. Ford recently announced 
that it has developed an engine which will 
dean exhaust fumes without using 
platinum. Other engine manufacturers are 
also searching to improve the "lean burn" 
engine to the extent that expensive catalysts 
will be unnecessary. This work will probably 
not greatly affect demand for the next year or 
two, but since platinum is so expensive, one 
can be sure that ways of minimising its use 
will be assiduously sought. 

Industrial uses of precious metals have 
tended to be under pressure ever since prices 
of the metals went so high in the 1970s. Wavs 
were found to economise on the use of s 
in photography and new technology has i«- 
duced the use of both silver and gold in den- 
tistry. The same fate awaits platinum's func- 
tion as a catalyst. Already the price has fallen 
US$65 on the news from Ford. But wide- 
spread replacement of platinum is sure to 
take time to effect and, meanwhile, demand 
for platinum for catalysts is bound to keep on 
growing in 1989. The market will stay very 
tight and a bounce-back from the current 
US$524 an ounce is on the cards. 

Precious metals do not appear to be the 
best investment of 1989. Taking a long view, 
they had a fantastic run in the 1970s and they 
are having a correspondingly horrible time in 
the 1980s. Certainly, they must now be 
nearer the end of the bad times than the be- 
ginning. They have all been in bear markets 
in terms of the yen for along time. Butat least 
the charts are "bottoming out." Precious 
metals will be worth buying again, but 
perhaps not quite yet. 

E James Bartholomew 


CURRENCIES 


Rely on the D-mark 


By James Bartholomew in London and Nigel Holloway in Tokyo 





THE MAJOR CURRENCY with the most 
secure prospects at present is surely 
the Deutschemark. Of the three 
major currencies only the Deutschemark can 
be said with confidence to be undervalued. 

Only West Germany, of the three major 
economies, has a current-account surplus 
which is growing. Japan’s surplus should be 
about the same in 1989 as in 1988. The US will 
improve its current-account balance, but 
only moderately. The account will remain in 
deficit to the tune of about US$117 billion ac- 
cording to most brokers. 

But West Germany is predicted to move 

t a current-account surplus of US$47.8 
n in 1988 to US$52.8 billion in 1989. 

Export orders in West Germany continue 
to rise. The volume of export orders was up 
nearly 10% in the first eight months of 1988. 
West Germany is still extremely competitive 
at current exchange rates. A revaluation of 
the Deutschemark within the European cur- 
rency “snake” is widely expected. 
In fact, currency investors are 
being given an almost risk-free 
ride if they back the 
Deutschemark against other 
European currencies such as the 
French franc and the lira. 

But even if the West German 
current-account surplus were not 
growing, the Deutschemark 
would still be secure. The reason is 
that the current-account surplus is 
so entrenched. Exports are cur- 
rently 30% greater than imports. 
The arithmetic consequence of 

_as the bank points out, is that 
tne growth rate of imports has to 
be over 30% greater than that of 
exports before the surplus begins 
to fall. 

Japan is ina similar position. Ja- 
panese exports for 1989 are pre- 
dicted to be 46% higher than im- 
ports. 
The difference between West 

German and Japanese trade is that 
Japanese imports have been 
growing at a hectic pace — 20% in volume in 
the first eight months of 1988. West Ger- 
many’s imports over the same period grew 
less than 5%. 
The US dollar, meanwhile, currently at 
x 122, may now be near its correct level. But 
the chances must be that it will fall further 
anyway. The dollar needs to spend some 
time below its correct level to make up for the 
all the time it previously spent above it. The 
pattern of trade changed while the dollar was 


markets at home and abroad. But the process 
takes time and, meanwhile, the non-trade 
items have helped make the current-account 
deficit as entrenched as the West German 
surplus. As a debtor nation now, the US has 
to pay out interest on the debt, however well 
its industries may perform. 

Exchange-rate predictions based on cur- 
rent-account forecasts can easily be upset by 
sudden rises in interest rates. Recently, ster- 
ling has been a strong currency for this 
reason, despite the fact that the currency is 
clearly overvalued on a long-term basis. But 
the three major currencies are currently less 
likely to be deflected from their long-term 
course by sudden interest rate moves. Two 
of Asia’s little dragons, South Korea and 
Taiwan, will continue to face relentless pres- 
sure from the US Treasury to revalue their 
currencies against the dollar and their paths 
in 1989 are likely to depend on how success- 
fully they can resist this. Despite the rapid 


Currency forecasts 





rise in the won in 1988, the current-account 
surplus widened. Some South Korean ana- 
lysts believe that the won may now actually 
be overvalued against the dollar, but this will 
not cut much ice in Washington. 

Taiwan will fight the revaluationists just 
as strongly as South Korea, but its trade 
surplus has remained stubbornly high if one 
strips away the massive gold imports in 1988. 
The NT dollar is expected to rise another 6% 
or so in 1989, having gained 40% since late 


tre 


The other two dragons, Hongkong and 
Singapore, should fare better. The Hong- 
kong dollar is still expected to remain pegged 
to the US dollar at HK$7.80, though rumours 
to the contrary are likely to put renewed 
downward pressure on Hongkong's interest 
rates. At the moment, there is no sign from 
Washington that protectionist sentiment will 
force Hongkong to cut its currency adrift. 

Singapore is also expected to get off quite 
lightly again with regard to US revaluation 
pressure in 1989. The Monetary Authority of 
Singapore seems content to allow the Singa- 
pore dollar to rise against the US dollar due to 
the latter's weakness — as long as the trade- 
weighted exchange rate remains fairly 
stable. So expect a gradual rise in the Singa- 
pore dollar in trade-weighted terms. 

In contrast, the Malaysian ringgit will 
continue to depreciate in trade-weighted 
terms, albeit slowly. The central bank will be 
anxious to keep a lid on inflation in 1989. 

Thailand, which continues to grow at 
more than 9% a year, has similar concerns 
and will probably be trying to hold the baht 
within a narrow range against the US dollar. 
The yen still has only a small weight in the 
Thai authorities’ basket of currencies, so any 
weakness of the baht against the yen is un- 
likely to worry Thailand too much. As for the 
Indonesian rupiah and the Philip- 
pine peso, expect them to con- 
tinue to ease against the US dollar 
while they continue to run big 
trade deficits. 

If any Asian currency presents 
! a safe bet, it ought to be the yen 
against the US dollar, thanks to a 
huge current-account surplus, 
strong economy and low inflation. 
But forecasters were saying the 
same thing at the end of 1987 — 
and the yen reached its high for 
the year on 4 January. Investors 
would have still been ahead if they 
had held on until December, but 
they would have faced a rough 
ride on the way. 

With the US presidential elec- 
tion over, pundits can concentrate 
on the implications of the US' twin 
deficits. The Industrial Bank of 
Japan thinks the yen will rise fur- 
ther against the US dollar, but the 
ascent will be gradual, for four 
reasons. 
€ FIRST, a new US president will 
be able to push for stronger internation- 
al cooperation than his predecessor to man- 
age the (downward) movement of the US 
dollar. 

e SECOND, Japan's  current-account 
surplus will fall only slowly in 1989. 

e THIRD, a continued sharp fall in the US 
trade deficit will help to arrest the fall in the 
dollar. 

€ THE mid-December rate of ¥122:US$1 is 
still slightly overvalued (for the yen, that is) 
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BONDS 


Into the minefield 


By Anthony Rowley in London 


HE BOND MARKETS look like being a 
i jungle in 1989. The movement of 


short-term interest rates is going to be 
a conundrum — not least in the US — and 
that spells lots of adjustment in bond yields 
and subsequent volatility in prices. The 
major price movements are likely to be 
downward, however. 

With a strong prospect that the US Gov- 
ernment will be forced to raise interest rates 
sharply in order to defend an already be- 
sieged dollar, US bonds seem a certain no-go 
area. Much the same applies to British Gov- 
ernment bonds (gilts), which have already 
suffered under the impact of soaring interest 
rates and are likely to continue suffering for 
some time yet. 

The obvious place to go might seem to 
be yen bonds — interest rates will certain- 
ly not be called upon to underpin the yen 
— but yen bonds have already given invest- 
ors a good run for their money and there 
does not appear to be much more to go for. 
All in all, Deutschemark bonds look to be 
the best bet among major markets, though 
French and Belgian bonds also merit atten- 
tion. 

True, various bonds at the longer end are 
offering attractive running yields now — not 
least British and US government 10-year is- 
sues — but apart from the interest-rate un- 
certainty in both countries (with consequent 
risk for prices) there are big questions marks 
over the course of both sterling and the US 
dollar for 1989. 

The twin deficits in the US (budget and 
current account) both require a lower dollar. 
By committing himself not to raise taxes, US 
president-elect, George Bush, has left him- 
self little way out of the deficit problems. A 





More rises on the cards 
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Democrat-controlled Congress will not per- 
mit him to slash spending, even if he so de- 
sired, and the economy cannot be pushed 
any harder to raise output and tax revenues 
without risking high inflation and an even 
bigger trade imbalance. 

The market can see all of this clearly and is 
convinced now that only a crisis will bring re- 
medial action from Washington. This means 
that the dollar will continue to come under 
attack. At some point, how- 
ever, a dollar slide could 
quickly degenerate into a dol- 
lar panic and that would pro- 
voke a sharp rise in dollar in- 
terest rates, probably tipping 
the economy into recession. 
All of this spells trouble for 
the US bond market and in- 
vestors will be wise to remain 
sidelined. 

In Britain the government 
is likewise trapped by its re- 
fusal to raise taxes (though at 
least it is no longer threaten- 
ing to lower them further in 
the short term). Consumer 
spending has run riot since 
taxes fell, sucking in imports 
and overheating the domestic economy to 
the point where an annual inflation rate 
of 7% or more looks quite possible in 
1989. 

The government has no alternative but 
to keep on jacking up interest rates — shades 
of Hongkong in the early 1980s — which 
hurts the gilt market. At some point rates 
must fall again, but that point is not going 
to be until well into 1989 at the earliest 
and, meanwhile, the foreign-exchange mar- 





Bush: twin deficits. 
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kets may well decide to switch their attack to 
sterling. 

Japanese Government bonds have been 
star performers in the latter part of 1988, 
especially during October, but there must be 
question marks over how far the Bank of 
Japan will allow domestic demand to 
strengthen — courting inflation — before 
reaching for the interest-rate lever. Low oil 
prices and an influx of East Asian imports 
have helped take the pressure off prices in 
Japan, despite booming demand. But it 
would be risky to assume an indefinite con- 
tinuation of this scenario. 

Against the risk of firming interest rates 
though, it is a near certainty that the yen will 
go on appreciating in 1989 — certainly 
against the US dollar. Brokers James Capel 

expect to see the yen rise to 
around 110 to the dollar by 
the end of 1989. For those not 
looking for high running 
yields and prepared to 

something on capital val......, 
Japanese bonds could be a 
good ride for the exchange 

. gain in 1989, 

In West Germany the 
government is unlikely to go 
for any significant easing of 
monetary policy despite re- 
cent improvements in the 
country's economic perform- 
ance. Neither is there any 
significant risk of a marked 
upward movement in in- 
terest rates to cast a shadow 

over the bond markets there. The strong 
trade position suggests that the Deutsche- 
mark will be one of the stronger currencies 
for 1989. The Euro-DM bond sector also 
looks likely to be a more attractive proposi- 
tion than the Euroyen sector in the early part 
of 1989. 

In France, a sharply improved trade rer- 
formance augurs well for the franc. A \ 
modest inflation rate in France suggests tnat 
interest rates will not be called upon to play a 
dampening role. This all looks good for the 
French Government bond market, so much 
so in fact that Capel suggest "investors 
bearish of world bond markets as a whole 
should consider the merits of France as de- 
fensive alternative." 

Some analysts like the look of the Belgian 
bond market. Belgian short-term interest 
rates are unlikely to come under upward 
pressure and the bond markets in Belgium 
are generally less volatile than those of West 
Germany and the Netherlands. Belgium's 
economy is looking quite robust and infla- 
tionary pressures are restrained. ` 

Neither is Canada favoured any longer as 
an undervalued and promising alternative to 
the major bond markets. There is a currency 
risk in the Canadian dollar and with the Bank 
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1 of Canada seeking to nip inflationary pres- 


sures in the bud there is obvious upside 
risk for interest rates and consequently 


! 





Now you can get a wealth ot 
able information about Asia’s 





val 1 








Now fora limited time you can sample a singe issue of Asian Markets Monitor for the low low 

price of US$15.00, including airmail postage and packaging. 
Asian Market: Monitor is usually available only by subscription. But because we are so confident 
Patoniyutv atout X for yourself why AMM is so highly regarded by 
i titutiona escape sigo severi sce gee see 
ive a single value packed issue. Let's take a look at every- 













E E : 
t : Wei Tan i 

phos ex x s WI eredi wetna tn ed 3 
iu Drone 2 pa Sint *i 


Lem APIS S erui. 
E [CAO ACCEDI 





PUE asand Droit te 
certainty you might otherwise experience. in shat you be ete pred by bang boter 
: , | eO OO da . it is always recommended how- 









AMM is prapared and published by National Fak Lic. a wholly owned subsidiary of Review Pub- 
lishing Co. Ltd., publishers of the highly regarded Far Eastem Economic Review, Asia's recog- 
nized authority on the regions’ political, economic and financial affairs. Our Company’s consider- 
able experience goes into making AMM an authoritative source of market information. 


Jse inv en 
With an annual subscription price of only US$599, less than the cost of a weekly lunch at a good 
restaurant, AMM could well prove to be the least expensive investment you make this year. It 
might also prove to be the one of the wisest. Read what this report has to say before you make 
your next investment decision. 
Unqualified Money Back Guarantee 
If for any reason after you've received AMM you wish to cancel your order you may do so at any 
time and receive a full refund of the unused portion of your payment. 
Don't Delay . . . Order Now 


Order now while you're thinking about it and begin receiving the kind of information you want and 
need about the HONG KONG, SINGAPORE, MALAYSIAN, PHILIPPINE, TAIWANESE, THAI, AND 
KOREAN stockmarkets. 


Each issue of AMM 


contains... 
e Highlights of market trends 



























SPECIAL To: Publications Div., Dept A AMM, Review Publishing Cone; là Ltd, 
SAMPLE ISSUE GPO Box 160, Hong Kong. 
Ga Yes! Please enter my order to Asian Markets Monitor immediately so that I can begin to benefit 
OFFER from the investment intelligence | will receive each week. | prefer 
e Although AMM is sold C) 26 issues — US$327 E I98/MKS2, 550 
only on subscription ( 52 issues — US$599.00/£363/HK$4,670 
now you can sample a You may forward payment in equivalent local currency u 
sin gle issue by sen din g a "Or pese Sarge y od las er iioi (cheque payable to Review Publishing Company Ltd.) 
US$15.00 along with the C AmericanExpress [I DinersClub (J MasterCard C] Visa 
completed coupon. Card No. nudis Pt 
Discover for yourself just Name ____ Sig. 
how great the dividends Address 
can be from being a Tet 
regular subscriber to Type of Busi 
R0105AMM 


AMM. 











for the bond markets. Only short-term Cana- 
dian bonds look safe. 

For those prepared to go off the beaten 
track, outside of Asia, in search of potentially 
rewarding investments, the Irish Govern- 
ment bond (gilt) market looks attractive. 
Even in Deutschemark terms — the Irish 
pound is effectively linked to the DM within 
the European Monetary System — the 
cumulative returns on Irish Government 
bonds have exceeded that in most other 
bond markets since 1981. 

Running yields and price performance 
have been especially good on Irish gilts over 
the past two years, thanks to dramatic im- 
provements in Ireland’s public finances and 
in the country’s balance of payments. In- 
terest rates have trended continuously 
downward and with a low inflation rate 
there seems little reason why they should 
not stabilise at current levels if not actually fall 
somewhat further during 1989. E 





Tokyo's government bond-trading room: star performer. 
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RATES 





By Jonathan Friedland in Hongkong 


SIAN INTEREST RATES, fittingly, will 
A show as many twists and turns in 

1989 as a snake heading down a gar- 
den path. While the dominant trend will be 
one of rising rates, as Australiaand New Zea- 
land (where rates are already high), Hong- 
kong, Thailand, and the Philippines get 
swept up in Washington’s concurrent efforts 
to curb its deficits and defend its currency, 
forecasters predict that credit will remain re- 
latively slack in such key economies as Japan 
and South Korea. 

Similarly, Indonesia, Singapore and 
Malaysia appear to have further room to 
grow before inflation — or the need to bolster 
their currencies — becomes a serious consid- 
eration. Interest-rate adjustments are likely 
to be modest. In Taiwan, rates remain ad- 
ministered, despite stabs at liberalisation. 

The three active bond markets of the re- 
gion — Australia, New Zealand and Japan 
— are for the agile. They have either run their 
course or are fraught with uncertainty. 

New Zealand dollar bonds are risky, 
caught by government inertia, with bond 
yields swinging back and forth in a rather 
peculiar manner. Australian dollar bonds are 
a bit safer as interest rates are almost certain 
to climb in the face of rising inflation. There, 
currency risk remains the caveat emptor. 

With 1988 a boom year throughout much 
of the Asia-Pacific, most analysts expect a 
slowing trend in 1989. uBs —Phillips & Drew, 
for instance, sees the regional growth aver- 
age, including Japan, lapsing from 5.4% to 
3.8% in 1989. National Westminster Bank, 
counting out 1988 at a more substantial 6.1% 





Dancing to a US tune 


average, sees a meagre 3.7% on the horizon 
for 1989. Nonetheless, in comparison to all 
other regions, Asia once again looks to be a 
winner. 

In aggregate, inflation does not appear to 
represent much of a threat, with most 
forecasters placing rates at well below histor- 
ical averages. Two years of tight monetary re- 
straint in the US have helped, as has the nim- 
bleness of Asian policymakers. In a few 
countries — Hongkong and Thailand most 
cruelly — capacity constraints will bump 
prices upward. For the most part, however, 
inflation pressures will not be driving Asian 
monetary policy in 1989. 

Far more important will be the behaviour 
of the US economy. With Asia’s current-ac- 
count surplus set to fall only slightly during 
the year, the region will once again be the 
prime source of external financing for other 
developed nations. In order to keep the cash 
flowing in, particularly while deficit negotia- 
tions mean that the underlying weakness of 
the US economy is still front page news, con- 
ventional wisdom has it that rates will re- 
main high. 

The impact of the continuing US deficit 
dilemma will be most clearly felt in Hong- 
kong, with the best lending rate rising to 
perhaps 12% in the next 12 months. 

The primary reason for this will be the 
Hongkong Government's stated commit- 
ment to defend the linkage between the US 
and local dollars. Inflation, currently at 8%, 
will also play a role in the rate equation. Al- 
though many argue that an easing is in store 
for 1989, the Hongkong authorities them- 


selves have warned that the harshest impact 
of local labour shortages and “imported” 
price pressures from China is yet to come. 

Labour shortages are also a major uncer- 
tainty clouding Singapore’s interest-rate 
profile for 1989. There inflation could climb 
to 2.2% from 1988’s estimated 1.7%. Al- 
though still a modest rate by anyone’s stand- 
ard, the combination of increasing prices, a 
still robust economy and the close trading re- 
lationship between Singapore and the US is 
likely to mean a further tightening by the 
Monetary Authority of Singapore. 

Greater restraint can also be expected in 
Thailand, where in recent months the econ- 
omy has been caught between buoyant 
growth and mounting labour and infrastruc- 
tural constraints. While the prime lending 
rate has remained at 12% for the past three 
months, one-year money rates have climbed 
two full percentage points over the same 
period. It is difficult to see rates declining 

The worst may be over for the Philipp....... 
which, though tied more than most Asian 
countries to the fate of the US economy, has 
already seen its prime rate climb from 18% 
last October to 25%, the highest in the re- 
gion. While there is room for inflation to 
creep upward — the Manila-based Centre 
for Research and Communications predicts 
the consumer price index will peak at 10.56% 
in 1990 — itis hard to see the Aquino govern- 
ment risking its hard-won economic recov- 
ery by slapping on the monetary brakes. 

Similarly, Malaysian authorities appear 
more concerned with spinning out the cur- 
rent recovery than nipping nascent price 
pressures in the bud. In trade-weighted 
terms, the ringgit has been allowed to sub- 
stantially float downward to improve export 
competitiveness. Although the market has 
lately been testing Bank Negara (the central 
bank), the authorities have so far seen no 
major cause to intervene. 

Interest rates in Malaysia have also been 
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that for only US$145 you'll get: 

e Thousands of pages of detailed 
data examining the changing face of 
China. 


e Expositions, speeches and articles 
contributed by specialists, pertaining 


to the exciting market potential and 
business opportunities available in 
China. 

e Hundreds of photographs and 
illustrations of interest. 
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China's trade policies with 

the rest of the world have 
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falling as the authorities pass on the benefits 
of liquidity from strong exports to bank bor- 
rowers. This trend is likely to continue into 
the early part of the New Year, with the po- 
tential to reverse only if authorities decide to 
balance the impact of their mildly expan- 
sionary 1989 budget with a more controlled 
monetary policy. 

Indonesia is another country where the 
authorities are putting the accent on growth. 
While rates have increased in the short term 
as the banking system digests an elaborate 
October reform package that has encour- 
aged tougher competition, the longer-term 
trend is for credit to loosen from the exorbit- 
ant 22% prime rate now in effect. The major 
uncertainty in the monetary equation and, 
of course, the main factor that could unhinge 
what has been a reasonably stable rupiah, is a 
dissolution of the recently agreed Opec price 
pact. 

For both Indonesia and Malaysia (where 
oil accounts for 8% of GNP in nominal terms), 
the price of petroleum and the Opec accord 
will remain the wild card in 1989. 


R= in South Korea have also tipped 


upward as a result of the govern- 

ment's decision to liberalise them and 
to raise the discount rates to 876 in an effort to 
mop up excess liquidity. Inflationary pres- 
sures, though still modest and induced al- 
most solely by rising wages, and slightly 
slowing growth have also contributed. 

The picture, though, is likely to change in 
a few months when competition among de- 
posit-taking companies kicks into higher 
gear. 

The Australian bond market could be 
profitable for those investors particularly 
light on their feet. The Hawke government 
has locked itself into an untenable policy 
position that will become starkly clear by 
budget time. A widening current account 
and rising inflation have been met with tight- 
ened monetary policy; the prime now stands 
at 14.5-15.5%. "The scope for error is enor- 
mous in using monetary policy as a demand 
management tool to fine-tune the econ- 
omy,” UBS-Phillips & Drew economist David 
Sharp said. Most economists expect rates to 
increase further in the short term. 

This does provide opportunity for the 
bond buyer. But where yields might im- 
prove in the face of inflation and rising rates 
to choke it off, the health of the Australian 
dollar remains hostage not only to the policy 
tightrope walk but to events well beyond 
hostage control. A reversal in firm commo- 
dity prices or sharply slowing world growth 
would cut the ground out from under the 
Australian dollar. 

There are opportunities too in New Zea- 
land. Asin Australia, there has been an over- 
reliance on monetary policy and fiscal 
choices are politically limited. And, like Aus- 
tralia, the ground could easily be cutout from 
under the New Zealand dollar, tight mone- 
tary policy or not. & 


ART MARKET 





By James Bartholomew in London 





HE SOTHEBY'S ART INDEX rose 52% in 
the year to. November 1988, thus 
showing once again that works of art, 
like commodities, have a cycle which lags be- 
hind that of stockmarkets. In 1989 the art 
market will have to try to digest a doubling of 
prices over the past two years. These high 
prices are increasing the supply of works of 
art to the marketplace and this should slow 
down the advance. But artis a warranton the 
wealth ofthe wealthy. That seems likely to be 
increasingly the case in the New Year. 

One sector which should continue to 
show appreciation is Oriental works of art. 
These will continue to benefit from the rising 
net worth of rich Asians, who are the main 
buyers. 

Chinese ceramics, rising 4876 in the year 
to November, did as well as any other major 
sector of the world art market in 1988, with 





Warrant on wealth 





ally considered inferior to earlier, more aus- 
tere work of the Ming dynasty and before. 
But demand in Chinese ceramics is now 
dominated by wealthy Chinese individuals 
in Hongkong and, increasingly, Taiwan and 
Singapore. 

They are showing a taste for the colour 
and precision of these relatively late works 
and prices are catching up accordingly. A 
bowl with a yellow background and four red 
landscapes was estimated to be worth HK$3- 
4 million (US$384-512,000) at a Sotheby's 
Hongkong sale in November 1988, but was 
sold for HK$7.9 million. 

For 1989, the best performance may a 
come from 18th century imperial porce 
Thetrend is well under way and the lesson of 
theSotheby'sartindexis that trendsin the art 
market tend to be long term. Also, prices of 
this porcelain are still not high compared 


Chinese ceramics: rich Asians are the main buyers. 


the exception of (Western) modern and Im- 
pressionist paintings. A similar pecking 
order has applied over the long term, too. 
Sotheby's 10 indices of major sectors all 
began at 100 in 1975. Impressionist paintings 
have consistently done best since then and 
their index stands at an amazing 1,609. Mod- 
ern paintings have done nearly as well, rising 
to 1,459. Third comes English furniture at 
1,054, with Chinese ceramics just behind at 
1,045. At the current rate of progress, 
Chinese ceramics will overtake English fur- 
niture in 1989 to take third spot. 

Among the oriental stars of 1988 was 18th 
century Chinese imperial porcelain. This 
polychromatic, detailed work was tradition- 


with other segments of the Chinese ceramics 
market. The HK$7.9 million paid for the yel- 
low background bowl is still small beer com- 
pared with the HK$17 million paid in May 
1988 for a rare copper-red Ming vase. The 
more recent Chinese ceramics may continue 
to catch up with the older works. 

One of the key ingredients for success in 
works of art is making a pleasant addition to 
homes of different types in different coun- 
tries. That is part of the reason why the Im- 
pressionists have done so well. Chinese 18th 
century imperial porcelain passes this impor- 
tant test. 

There are exceptions to the generally ris- 
ing prices of Oriental art. Pre-Ming dynasty 


4 ki 7 

æramics have fallen in price over the past 
wo or three years because of voluminous ex- 
»orts of examples excavated from tombs in 
China. Colin MacKay, Sotheby's expert on 
Chinese ceramics, says a Sung celadon 
owl, which might have sold for £5,000 
US$9,100) a few years ago, now would sell 
or only £2,000. There is no certainty about 
when the large supply of these early works 
will dry up. For the collector, the large supply 
orovides an excellent opportunity. But for 
the investment-conscious buyer, it only pro- 
vides an opportunity if the exports soon 
stop. MacKay detects a slowing of the flow, 
»ut can make no promises. This is a sector 
only for those prepared to take a very long- 
term view. 

One very successful sector of the market 
in Oriental art in 1988 was Japanese prints. 
Hiroshige prints of average quality which 
would have sold for £200-300 two or three 
years ago, now fetch £1,000. Japanese porce- 
k` 'asalsodone well, especially early porce- 
l — ind Satsuma earthenware of the late 
19th century. An early Kakiemon vase was 
recently sold for £40,000, about two years 
after the same vase was sold for £22,000. 


Less rare Japanese porcelain and other Ja- . 


panese works of art are still quite affordable. 
[t is still possible to buy exquisite hand- 
crafted 19th century laquer boxes and similar 
small objects for £500-5,000. They could be a 
good way of riding along with the increasing, 
wealth of Japanese collectors. 

Japanese paintings of the 17th and 18th 
centuries have hardly developed as an inter- 
national art-market sector. Sotheby's consid- 
ers this something of an oversight. The 
slightly less well-known artists fetch unre- 
markable prices in view of Japanese buy- 
ing power. Certainly, good prices are paid 
for certain contemporary Japanese artists 
and for famous artists of previous cen- 
turies. 

But David MacFarlane, Sotheby's expert 
o sanese works of art, comments that a 
ln- 17th century six-fold screen by 
Sumiyoshi Gukei, showing scenes of Kyoto 
and sold in November 1988 for £40,000 is 
really equivalent to, say, Flemish paintings 
of the same period also depicting contempo- 
rary life. But the European equivalent would 
be worth hundreds of thousands of pounds. 
Clearly there is scope for Japanese paintings 
to do some catching up. On the other hand, 
this screen was 1.8 m high and therefore did 
not pass the test of fitting easily into many 
varieties of home. 

Most sectors of Japanese and Chinese 
works of art — excepting pre-Ming ceramics 
— are likely to continue rising in price in 
1989. On 28 November 1988 at Christie's in 
London, £20.9 million (US$38 million) was 
paid for Picasso's Acrobate et Jeune Arlequin — 
a record for any 20th century work of art. 
This record was all the more extraordinary 
because Picasso was a prolific artist. He pro- 
duced some 200 paintings a year. 

The sale hrought home some important 


points about the art market. The first is that 
the market is increasingly polarised. For a 
long time there has been a two-tier market. 
The better items have commanded a big pre- 
mium over average items. But now, accord- 
ing to Jeremy Eckstein, Sotheby's statistical 
analyst, there is a third tier which has de- 
veloped — the very best. These top items 
have a major premium even over very good 
works in the same category. Hence, what 
may seem a ludicrous price for the Picasso. 

The development of the third tier proba- 
bly reflects the increasing number of the new 
super-rich. For many years, art was bought 
by museums and rich people who managed 
to live with high tax rates. Now tax rates have 
come down in a number of Western coun- 
tries at the same time as new business dynas- 
ties have reached maturity in the East. The 
rich are richer. This looks like a trend which 
will continue. The lesson for investors in art 
is to prefer to buy one superb piece instead of 
six that are merely good. 

The second point emphasised by the 


Picasso sale is that Impressionism is no 
longer undisputed king of the castle. Mod- 
ern 20th century works can now be as expen- 
sive as Impressionist paintings. This head- 
line sale of the Picasso could encourage col- 
lectors to go on and pay more for other 20th 
century works. 

Another lesson which much of the West- 
ern media has drawn from the Picasso saleis, 
in caricature, that the Japanese are buying up 
all the best art these days. Mitsukoshi, the 
Japanese department store, bought the 
Picasso. The customs-cleared imports of 
painting into Japan rose 96% in the first half 
of 1988, compared with the same period in 
1987. But, in fact, the Japanese have usually 
remained buyers of only around 20% of the 
lots in major Impressionist sales in 1988 — 
sometimes rising above 3076. In contrast, 
buyers based in Europe (notall of them Euro- 
peans) have snapped up around 60% of the 
lots. 

So, the Japanese are far from dominant. 
But their buying is increasing swiftly. » 





SPECULATIVE 


STOCKS 


For the gambler 


By Review Correspondents 


he performance in Tokyo of smaller 
í “high-growth” stocks during the past 


year has been lousy. Many analysts in 
Japan had expected them to do well in 1988 
as the bull market matured, but the Tokyo 
Stock Exchange (TSE) second section and 
small-capital stocks on the first section un- 
der performed the rest of the market by a big 
margin. 

There are good reasons to think they will 
be in for better times in 1989. On an historical 
basis, small-company stocks are already near 
the bottom of their price cycle; net profits on 
the second section have grown faster than 
those on the big board for five out of the past 
10 years and in downturns they underper- 
form to a much lesser extent. The quality of 
earnings is also good and the share price cur- 
rently compares well with bond yields, not 
just with the prices of bigger stocks. 

Investors should focus on niche manufac- 
turers, consumption-related firms and ser- 
vice companies with relatively low earnings 
risk. The six Japanese stocks suggested 
below are all on the TSE second section, 
except for big-board Intec, and Toyo Shutter 
which is listed on the second section of the 
Osaka Securities Exchange. 

Toyo Shutter is a maker of sophisticated 
shutters used by shops and banks when they 
close at the end of the day. Its competitive 
edge comes in the production of shutters 
which have pictures or lettering on them that 
can be changed easily. These will be in big 
demand when banks change from a six-dav 


week to a five-day week in 1989, because 
more cash dispenser corners in banks will be 
built to cater for people wishing to withdraw 
cash when the bank is closed. 

Fuji Denki Reiki makes vending 
machines, which are currently enjoying a 
boom. Its price-earnings ratio is only 29 and 
profits growth looks favourable. 

Chiyoda Shoes is a company diversifying 
into toy shops, an undeveloped segment of 
the retail trade in Japan. It has 200 outlets, 
mainly in roadside locations. 

NEC System is a subsidiary of the elec- 
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tronics giant and is involved in the wiring of 
so-called "intelligent" buildings, a growth 
segment in a still strong construction market. 
Kleinwort Benson reckons profits will grow 
by 25% in the current year and 14% in the fol- 
lowing 12 months. 

Sokkisha has a 30% market share in 
Japan for hi-tech, land-surveying equipment 
and is one of only three or four firms in the 
world producing opto-electronic theoda- 
lites. It, too, will benefit from an active build- 
ing industry. 

No list would be complete without a 
software house and in Japan it is still a rela- 
tively backward field of endeavour. Intec is 
the country's largest independent software 
producer with 2,000 employees and has 
made a name for itself in telecommunica- 
tions software and has sold its value-added 
networks to several trading houses. 

The Hongkong market in 1988 suffered 
from low volumes and a lot of soul searching 
as authorities strove to regain international 
credibility after a foolhardy decision to close 
the market for four days following the 
worldwide crash in October 1987. There are 
still bargains to be had from companies trad- 
ing well below net asset values (NAV). 


Great Eagle is a play on Hongkong's 
luxury residential market. Its NAV is esti- 
mated at HK$5 (64 US cents) on a fully di- 
luted basis — after warrant conversions. The 
shares trade at a 42% discount to NAV. Profits 
are forecast to soar in the year to 30 Sep- 
tember. 

Wing On Co. isa department store chain. 
Profit levels are rising strongly in Hong- 
kong's current retail upswing. Wing On's 
NAV is estimated at HK$10 as share, while the 
market price around is HK$4.65. The con- 
trolling shareholders own roughly 60% of 
the shares. 

A highly volatile performer is Tai Shing 
Development 1991 Warrants which trade at 
present on a relatively favourable premium 
of 78 and gearing of 8.8 times. The warrants 
are convertible into shares of Tai Shing Deve- 
lopment. Tai Shing has a good track record. If 
stockmarkets rise early this year, the war- 
rants could sizzle. If not, warrant holders 
should head for the hills. 

In Malaysia the conservative manage- 
ment style of Tan Chong Motor finds favour 
with analysts, who note that interim figures 
confirm that the company is now profitable 
after two years of losses, Tan Chong has just 





INVESTMENT 


STRATEGY 


Getting it wrong 


By Christopher Marchand in Hongkong 


: HE 1987 STOCKMARKET CRASH took 
we | place over one year ago. Despite that, 

| unit trusts and funds continue to 
underperform the market. The evidence 


is that fund managers only outperform mar- 


ket averages, if at all, in bull market condi- 
tions. 

There are exceptions. Most Hongkong 
equity-invested funds outperformed the 
Hang Seng Index in 1988 — though how Sun 
Hung Kars Hongkong Fund managed only 
a 0.876 gain in the first 11 months vear, and 
a 32% loss in the past two years — defies 
analysis. The performance of some indi- 
vidual fund managers, notably the GT group 


P  andThornton, has also improved. 


Sadly, these are exceptions. So, after two 
years — the first of market volatility, the sec- 
ond of relative tranquillity — the question 
again resurfaces: is there meritin investing in 
unit trusts and mutual funds which consis- 
tently underperform the index? 

Fund managers argue that their results 
should be judged in the long term. They say 
their role as investment brokers to those who 
have neither the time nor ability to look after 
their finances, dictates a prudent policy of 
long-term capital gains. 

However, the Hongkong Unit Trust As- 
sociation’s monthly figures show that poor 
_ Short-term performers usually also lag in the 





long term. (US equities are the exception. 
Fund management there appears to have 
improved, after the outcry over pathetic re- 
turns.) Ona five-year view, not one Japanese 
equities unit trust outperformed the Tokyo 
or FT Actuaries Japan indices. Nor did a 
single US equity fund outperform the FT Ac- 
tuaries US orStandard & Poor Composite in- 
dices. 
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started to assemble and test its own engines 
for its Nissan Sentra models, which should 
make the car more profitable. Car sales have 
improved dramatically in Malaysia in 1988 
and Tan Chong's results for the year ending 
31 December 1988 should reflect the upturn. 

Magnum Corp. is reckoned to have con- 
siderable turn-around potential after record- 
ing its first annual loss in 1987. Interim fig- 
ures for the first half of 1988 showed a pre-tax 
profit of M$10.8 million (US# million), de- 
spite a 17% drop in turnover. The profit was 
attributed by the board to the disposal of loss- 
making Phicom. The company is fighting to 
win back market share in the gaming busi- 
ness from Sports Toto through the com- 
puterisation of its tickets, which should also 
reduce labour costs. ; 

In Singapore, little-known Hwa Hong 
Corp. is attracting attention. It doubled its 
pre-tax profit for the first half of 1988 to 5$4.80i 
(US$2.47) after achieving a 21% increase for 
1987. The company owns warehc g 
space in Singapore, which is now in tt 
supply due to the resurgence of entrepot 
trade in the republic. Hwa Hong owns 10096 
of The People's Insurance Co. and 100% of 
Singapore Piling and Civil Engineering. m 


Clearly, guaranteed stock or bond index 
funds might be a better investment. The re- 
turn might appear pedestrian, a mere 7% to 
1076 a year. Butthe chances are that investors 
will be better off long term in an index-linked 
fund rather than an equity orbond unittrust. 
In the short term, given that 1989 could be an 
unexciting year, investors might be best in 
cash. 

. Asfortheshortterm, last year's selections 
show up some remarkable results. Wardley 
and Jardine Fleming achieved derisory re- 
turns on their "conservative" bond and cur- 
rency strategy. Scimitar and Thornton lost 
their investors money on a gold punt. With 
the exception of Thorntons’ Little Dr — is 
Fund, no manager one year ago chc... ..is 
best performing fund in 1988. 

Fund managers will say that the world's 
political and economic conditions were 
exceptionally opaque — even by their stand- 
ards of uncertainty. But if fund managers, 
with all their access to wealth and informa- 
tion, cannot read the markets right, who 
can? | 

Indeed, the possibility of even duller 
stockmarkets in 1989 makes the fund mana- 
gers' job dependent this year on canny stock 
picking. But apart from Southeast Asia, 
short-term returns are mostly dull. There are 
local exceptions. National Mutual has again 
chosen its Australian fund, which has con- 
sistently outperformed the Australian All- 
Ordinaries Index. 

But fund managers’ choices in 1989 
mostly revolve around three categories: 


. Japan/Southeast Asian equities, European 


stocks and bonds. Jardine Fleming, 
Gartmore and Scimitar have gone ag- 


zressively into Pacific-region equities. Fidel- 
ty and GT back the Japan leg, but have 
iso selected an alternative outside the re- 
zion. Wardley appears most bullish on 
curope. 

Backers of Japanese equities say Japan of- 
ers a stable currency, economic growth and 
he potential for stock picking. Southeast 
Asia backers point to cheap share prices, con- 
inuing economic growth, growing regional 
rade and the imminent peaking of interest 
‘ates. With corporate earnings growth likely 
»ext year, adherents sav Southeast Asian 
share prices must rise simply to maintain 
:heap ratings. 

The risk lies in the US economy. If it 
catches cold, Southeast Asia could be in in- 
tensive care, and talk of a soft landing mere 
wishful thinking. Despite growing regional 
trade, the Southeast Asian economies re- 
main heavily dependent on the US market. 
Gartmore also suggests that Hongkong 
5 prices are falling to reflect the political 
c ant on the territory's handover to 
China in 1997. 

However, most fund managers think in- 
terest rates are near peaking. The question is 
when a decline, which would benefit bonds, 
will start. Jardine Fleming, GT and Wardley 
have opted for some bond exposure in the 
belief that bonds will gain in the second half 
of 1989. 

Europe is seen as offering value in terms 
of price-cash flow multiples, stable curren- 
cies and the stock-picking potential. In a 
document entitled The Case for Europe, 
Fidelity noted that Europe's combined GDP 
in 1987 was 70% larger than Japan. Yet stock- 
market capitalisation was less half that of 
Japan. 

Europe mostly peaked well before Black 
Monday, and has reached three-year lows. 
Apart from stock-picking value, Fidelity 
points to a number of positive long-term 
trends. These include privatisation, mea- 
s — opromoteshareownership, morelocal 
irsuctional participation in equities and cor- 
porate use of equity finance, and the benefit 
of an integrated post-1992 market. Corporate 
restructuring will also stimulate mergers and 
acquisitions. = 


Widespread underperformance 
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Managers’ recommendations for 1989 
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BROKERS' SELECTIONS 


Pick of the bunch 


, Y A | J HERE TO PUT YOUR MONEY selecting 
' brokers fared well in 1988. The 
' selections of almost half of them 


outperformed the market average. It was a 
good effort considering most brokers went 
primarily for yield stocks, a reaction to the 
October 1987 crash. 

Thailand blossomed in 1988, and selector 
James Capel outperformed the booming 
market by almost two-to-one. A. C. Goode 
selections in Australia more than doubled 
_ the market average. In South Korea, where 
the market leapt 8275, Ssangyong Securities 
suggestions averaged a 112% increase. 
| Always volatile Taiwan went off the boil 

late in the year when the government an- 
nounced the reintroduction of a capital-gains 
tax on stock dividends effective 1 January. 
Asia Securities results show an underperfor- 
mance of the market by almost half, but the 
complex nature of stock and cash dividends 
in Taiwan has deflated the real earnings for 
stockholders. 

The brokers recommendations that fol- 
low have been prepared solely for informa- 
tional purposes. They do not constitute an 
offer or inducement to any person to buy or 
sell any security. Prior to acting on any infor- 
mation, investors would be wise to seek pro- 
fessional counsel. 


JAPAN 

Kawasaki Line (X531) is enjoying the most 
powerful operating profits recovery of 
Japan's big three shipping companies. Ex- 
pansion into the downturn — particularly of 
the key Pacific container route — means the 
company is well placed to benefit from an 
improvement in world trade and freight 
rates. l 

Sasebo (¥ 560) is the purest beneficiary of 
recovery in Japanese shipbuilding. Since 
June 1988, government-backed Industrial 
Bank of Japan has reformed Sasebo's man- 
agement. Continued profit recovery has 
been assured through restructuring in the 
face of creeping world capacity shortage. 

Osaka Gas (X794), with 5.2 km?oflandin 
greater Osaka and a nearly completed LNG 
pipeline, is set to redevelop leisure parks, 
commercial and office space in booming 
Kansai. Forecasts based on a US$21 oil price 
look absurdly conservative. 

Sony (¥7,190), the most innovative Ja- 
panese multinational, is capitalising on a 
booming domestic consumer electronics 
markets and its technology lead. The p/e is a 
meagre 30 on EPS growth of 5075. 

. Aoki Corp. (¥1,040) stands out as a 
prime beneficiary of redevelopment projects 
because of its monopoly in the landfill and 


quisition of the Westin Hotel group demon- 
strates its determination to advance into 
real estate management and the leisure sec- 
tor. 

Mitsubishi Corp. (Y1,290) Japan's 
largest trading house, is destined to benefit 
from a continuation of strong economic 
growth. Booming commodity markets and 
expanding trade with the Eastern bloc 
should benefit the company as should re- 
structuring and consolidation of sub- 
sidiaries. W. I. CARR 


BRITAIN 
BET (225p) provides a wide range of industri- 
al support services, is low rated in p/e terms 
and offers a 6.7% yield. 

British Gas (157p) is a blue-chip utility on 
a 7.5% prospective yield. The market's ad- 
verse reaction to the Monopolies and Mer- 


gers Commission's report on industrial pric- | 


ing has been overdone. | 

Courtaulds (246p) break-up value, in- 
chiding freehold property, is considerably 
above the current share price. Potential cor- 
porate raiders already have a stake. 

GRE (177p) prospective yields are close to 
their cheapest ever relative to the market in 
the composite insurance sector and GRE 
stands out as one of the best-value stocks. 

ICI (973p) will benefit from the expected 
decline in the value of sterling. The phar- 
maceutical division has some exciting new 
products in the pipeline. | 

Mecca (159p), following the takeover of 
Pleasurama, has the lowest rating of any of 
the major stocks in the leisure sector. 

UBS-PHILLIPS & DREW 


US 

Columbia Gas (US$35.25) is a diversified in- 
tegrated gas transmission major with 1.7 mil- 
lion customers in the Mid-Atlantic states and 
Ohio. 

Transco Energy (US$35.625) is a diver- 
sified gas transmission group serving the 
Gulf Coast and Eastern Seaboard. Itis also in- 
volved in coal, gas liquids, and petroleum 
products. 

Trinity Industries (US$31.625), a metal 
fabricating company, is the largest US pro- 
ducer of gas containers. It also makes rail- 


cars, barges and boats for offshore oil pro- - 


duction. 

Alltel Corp. (US$36.125) is a leading pro- 
vider of local telephone services and long- 
distance access serving 19 states with over 1 
million phones. 

Caterpillar (US$63.125) is the world’s 
largest. producer of earth-moving equip- 
ment. 

Baker Hughes (US$13.75), the oilfield 





- gas producers. 


services group, produces drilling, comple- 
tion and production, equipment for oil and 
MERILL LYNCH. 


AUSTRALIA 

ANI (A$1.68), Australia’s leading engineer- 
ing company, has recorded 21 years of con- 
tinuous profit growth. The share price has 
been depressed by a new issue which will 
provide funds for international expansion. 

BHP (A$6.94), the country’s largest com- 
pany, is a major diversified international re- 
source investment. The steel division will be 
a major contributor to earnings in 1989 as. 
benefits emerge from a A$1.65 billion moder- 
nisation programme. 

CRA (A$7.74), one of the world's largest 
mining houses, is involved in a wide variety 
of resource activities comprising base metals, 
coal, diamonds and iron ore. High metal 
prices are gerierating substantial cash flows. 

Lend Lease Corp. (A$10.15) is the 
favoured investment in the property s 


‘The company has had a proven recor. ....- 


ing the past 30 years. There is a record for- 
ward-order book and a healthy net cash 
surplus at latest balance date. 

Pioneer Concrete (A$2.40) will derive 
significant benefits from the integration of 
Ampol Petroleum's operations and the re- 
structuring of resource interests during the 
next 12 months. The share price is being de- 
pressed by the exercise of 37 million options, 
creating an excellent buying opportunity. 

Westpac Banking Corp. (A$5.64) along 
with Australia's other major trading banks 
appears to represent outstanding value and 
should continue to outperform the market. 
A 40% profit increase is projected for the 
bank in the current year — reflecting regulat- 
ory changes, favourable trading conditions, 
acquisition benefits, cost efficiencies and 
lower tax charges. A. C. GOODE & CO. 


CANADA : 
Canadian Pacific (C$20.125) has fou e 

business areas: transport, energy, forest pro- 

ducts, and real estate and hotels. CP's shares 

are trading at a very wide discount to NAV of 

32%, much higher than the historic average 

discount of 20%. 

The Royal Bank of Canada (C$36.50) is 
Canada’s largest chartered bank and ranks 
sixth in North America. The bank’s highly 
profitable retail operations should continue 
to fuel strong earnings and returns. LDC debt 
as a percent of common equity is expected to 
decline from 70% at year-end 1988 to 55% or 
less by 1989. 

Dofasco (C$25.88) is now Canada’s 
largest steel producer. The company is 
poised to reap the benefits of its massive cap- 
ital investment programme. EPS of C$3.20 is 
projected for 1988, growing to C$4.10 for 
1989. Dofasco is trading below its book value 
of about C$27 a share. 

Imasco (C$27.5) is Canada’s largest to- 
bacco producer and marketer and the largest 
pharmaceutical retailer. It ranks fifth in sales 


nong US fast food restaurants, operates the 
S sixth-largest drugstore chain, and its 
ibsidiary, Canada Trustco, is Canada's 
rgest trust company. We believe that Im- 
sco will realise significant earnings growth 
1 1988 and 1989. 

Trizec (C$31) is the largest public real es- 
ite company in North America with current 
»nsolidated assets at estimated market 
alue of over C$11 billion, divided equally 
etween Canada and the US. It is well diver- 
fied with a very strong financial position. 

Labatt (C$20.63) has dominant market 
nares and good competitive advantages in 
ll of its major businesses: beer production 
nd sale, wine, fruit juices, grocery and dairy 
roducts in Canada and the US. Labatt is a 
ood investment for investors seeking qual- 
yatlow risk. WOOD GUNDY 


'RANCE 

thone Poulenc (Ffr 460) is one of the fastest 
1 3g major chemical companies in 
taupa, with one of lowest ratings. Its re- 
tructuring programme should provide 
ome immunity from a worldwide economic 
lowdown in basic chemicals ensuring above 
verage profits growth. 

SEB (Ffr 818) recently purchased Row- 
nta, strengthening the group's presence in 
luropean markets and giving it a leading 
'osition in an extended range of domestic 
ppliances. We expect annualised profits 
rowth from the group of more than 20% 
nto the 1990s. 

Thomson-csF (Ffr 209) is France's leading 
lefence electronics contractor. The country's 
pending on procurement is expected to rise 
y between 25% and 30% over the next four 
'ears with the emphasis on electronics. 

Ciments Francais (Ffr 1,115) is France's 
econd-largest cement company. After earn- 
ngs growth of some 34% in 1988, further 
»oductivity gains coupled with an im- 
waved financial position and stable fuel 
x rill lead to a minimum 15% profits in- 
Tease in 1989. 

Pechiney (Ffr 280) recently announced 
he construction of a new aluminium plantin 
"rance in partnership with EDF and the acqui- 
sition of Trangle Industries. Pechiney is now 
he world's largest aluminium producer. 

Groupe Victoire (Ffr 773) is the fifth- 
argest French insurance group. Its revalua- 
ion during discussions with Royal Insur- 
ince of Britain has put the asset value a share 
above Ffr 1,000. Life premiums grew by 
around 24% in 1988 to Ffr 7.5 billion, repre- 
senting some 46% of total income. Net earn- 
ngs will grow in 1989. JAMES CAPEL 


HONGKONG 

Dairy Farm (HK$5.75) is an extremely attrac- 
ive investment — especially in today's more 
xnservative climate — given the defensive 
1ature of company operations, the geo- 
zraphic spread of its income base and longer- 
erm growth prospects in excess of 2076 a 


The 1988 portfolio 


Cathay Pacific Airways (HK$9.45), the 
territory’s major airline, will continue to be a 
major beneficiary of a weak US dollar. Grow- 
ing regional passenger demand, particularly 
from Japan, Taiwan and South Korea and an 
expanding fleet will combine to ensure out- 
standing earnings growth over the next two 
to three years. 

Hong Kong and China Gas (HK517.10) 
should benefit from the continued urbanisa- 
tion of the New Territories — irrespective of 
any possible slowdown in the local econ- 
omy. It should achieve compound earnings 
growth of at least 25% a year over the next 
five years. 

Jardine Matheson (HK$14.50) should see 
strong performances by each of its core 
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growth in the coming year. Historically, Jar- 
dines’ share price performance has been af- 
fected by adverse investor sentiment and asa 
consequence we believe the company’s 
share price is now undervalued. 

New World Development (HK$12.78) at 
a discount of over 30% to its underlying NAV 
and with excellent earnings growth coupled 
with a well-timed move to increase its recur- 
rent income base is highly attractive. The 
completion of the new HK Exhibition Centre 
will serve to focus investor attention on the 
stock. 

Wharf Holdings (HK$8.65), as the 
owner of one of the largest property invest- 
ment portfolios in the territory, is a major 
beneficiary of the current property market 
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company is relatively insensitive to the cur- 
rent rising interest rates. W. I. CARR 


MALAYSIA 

United Engineers (Malaysia) (M$3.84) offers 
direct exposure to Malaysia's privatised pro- 
ject, the M$3.4 billion North-South High- 
way. In the initial years the major sources of 
earnings will be derived from construction 
activities and project management. Recur- 
ring income will come from road mainte- 
nance and equity-accounted toll profits over 
the next 30 years. 

Malaysia International Shipping Corp. 
(M$6.90), apart from steady recurrent earn- 
ings from its 20-year LNG contract, will be- 
nefit from firmer charter and freight rates. 
MISC has ordered four new chemical tankers 
which should enable it to secure a greater 
share of Malaysian palm oil shipments. 

Malaysia Mining Corp. (M$2.58) expects 
healthy profits from mining and construc- 
tion in the medium term. The company was 
recently awarded a M$400 million gas 
pipeline contract and is expected to be in- 
volved in the North-South Highway. As one 
of the largest integrated tin mining com- 
panies, the group should benefit from the 
improvement in the tin price. 

Guinness Malaysia (M$4.46), a con- 
sumer-related stock, is expected to benefit 
from the continuing rise in disposable in- 
comes. Apart from a strong balance-sheet, 
the company also has the advantage of a near 
monopoly of the Malaysian stout market 
while its recent proposed merger with 
Malayan Breweries (Malaysia) should pro- 
vide it with a wider product range. 

Harrisons Malaysian Plantation 
(M$6.60) is the largest publicly listed planta- 
tion company in terms of hectarage in oil 
palm and rubber. The group is also the lead- 
ing latex concentrate producer. The cash-rich 
company is expanding its downstream ac- 
tivities. A p/e of 17 is attractive relative to the 
sectoral average. 

Genting (M$7.25) is a major beneficiary 
of the growing number of tourist arrivals. 
This cash-laden company also offers an ex- 
posure to the now thriving commodity sec- 
tor through its subsidiary, Asiatic Develop- 
ment. Completion of a M$1.5 million tunnel 
by-pass will reduce travelling time to the 
casino and hotels at Genting Highlands and 
should boost already high patronage. 

RASHID HUSSAIN SECURITIES 


NEW ZEALAND 
Brierley Investments (NZ$1.14). The share 
price has fallen well below the net value of 
the company’s operations and investments. 
With more rigorous asset management, the 
sale of state-owned enterprises and oppor- 
tunities in Europe and North America, a 
much better performance is possible. 

Carter Holt Harvey (NZ$1.82) offers ex- 
posure to the expanding Chilean and New 
Zealand forestry sectors and to the New Zea- 
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tion of the New Zealand tissue and paper 
company, Caxton, is an important move into 
high valued-added products. 

Chase Corp. (NZ$0.99) stock is trading at 
an excessive discount to its net assets. Chase 
has made significant progress in improving 
its financial position and calibre of manage- 
ment. 

Fletcher Challenge (NZ$4.36) will face 
earnings constraints because of a cyclical 
peak in a number of forest-based products. 
However, the company is expanding its 
non-forest-based core business. Longer 
term, Fletchers’ Pacific rim positioning in 
each of its major industries should ensure 
strong earnings growth. 

Goodman Fielder Wattie (NZ$2.70) is 
currently heavily discounted due to its 
geared position in major investments, princi- 
pally Ranks Hovis McDougal. We anticipate 
a re-rating as these situations are resolved 
and the quality of the company’s earnings 
improves. 

Robert Jones Investments (NZ$0.98) is 
one of New Zealand’s leading property in- 
vestors. It has been able to take advantage of 
its strong balance-sheet and absence of 
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Auckland: depressed property market. 
buyers of quality properties in the depressed 
New Zealand property market 

DOYLE PATERSON BROWN 


PHILIPPINES 

Globe Mackay Cable & Radio Corp. 
(P31.50) has been a consistent gainer in past 
years. The company is now going into the 
purchase of a domestic cable communica- 
tions company. This acquisition will aug- 
ment income considerably. 

Philippine Realty & Holdings Corp. 
(P1.86) will continue rising in 1989 owing to 
a major real estate boom. It has the re- 
sources and knowhow to handle successful 
projects. 

Philippine Long Distance Telephone 
Co. (P218) continues to grow. A big expan- 
sion programme will raise revenues substan- 
tially. The stock has a low p/e so it still has 
room for growth. 

San Miguel Corp. (P143) will continue to 
grow, but probably at a slower rate than in 


S3WLL TVIONVNIA 


1988. It has in-depth management and a 
wide base of loyal consumers who identify 
with the company. 

Atlas Consolidated Mining & Develop- 
ment Corp. (P 31.50) will benefit from the ex- 
cellent price of copper. It is also getting itself 
into better financial shape. Its growth, how- 
ever, may not be as fast as it was in 1988. 

Philex Mining Corp. (P0.40) will see 
higher revenues in the first half because of 
the copper price surge. It is one of best man- 
aged companies in the country. It has no 
debt. Its earnings from diversification are 


good. I. ACKERMAN & CO. 
SINGAPORE 
Singapore International Airlines 


(US$12.20). The promise that pre-tax profits 
will exceed the billion dollar mark in financial 
1989 is well supported by further growth of 
its international route network, lower fuel 
costs and interest expense. 

Parkway Holdings (S$2.65) has pr à 
an adept niche player of both the don......c 
and international property markets. Its in- 
vestment appeal is also heightened by its 
play on the growth of regional health care, 
through Gleneagles Hospital which will pro- 
vide an extra source of recurring income. 

Guinness (M$4.46). The continued 
strength of the Malaysian and Singapore 
economies will provide a strong foundation 
to continued robust sales of the brew. The 
proposed joint venture with the Malaysian 
operations of Malayan Breweries will make 
Guinness the largest brewer. 

Shangri-La (S$5.90). Singapore's hotel 
industry is poised to stage a recovery over 
the next three years on the back of strong 
tourist arrivals. We expect the occupancy 
rate to reach 9076 and room rates to rise about 
30-40% by 1990. 

Public Bank (S$1.54). The Malaysian 
economy has staged an impressive recovery 
and the banking sector should be able to 
write back some of the provisions mad - 
ing the recession years. Public Ban 1 
been one of the most conservative and pru- 
dent banks in Malaysia during the recession. 
Now that the economy has recovered, Public 
Bank's ample liquidity should enable it to 
pitch aggressively for new loans. 

Singmarine (S$1.54), the shipyard 
group, Offers the cheapest ship-repair prices 
in the world. It is benefiting enormously 
from the upturn in the marine industry. We 
recommend Singmarine as it is the only size- 
able shipyard specialising in the repair and 
construction of smaller ships of up to 5,000 
dwt. KIM ENG SECURITIES 


SOUTH KOREA 

Yukong (Won 30,800) is the largest oil refin- 
ery in South Korea. It will be developed intoa 
comprehensive chemical and energy com- 
pany. In July 1987 the company issued over- 
seas convertible bonds so it will be one of 
leading stocks when the market is opened to 
foreigners. 


Poongsan Metal (Won 21,800), a copper 
‘oduct manufacturer, will benefit from the 
yom in the electronics and car industries, 
e main users of copper products. Brisk con- 
ruction activity will also help to increase de- 
iand for copper products. 

Hyundai Motor (Won 29,000) started to 
(port cars to Japan in 1988. Development of 
new model will enhance sales and profit. 
$ a representative blue chip, Hyundai is at 
ie top of the list for overseas investors. 

Dong-A Pharmaceuticals (Won 18,500) is 
suth Korea's biggest pharmaceuticals firm. 
roduct diversification and ambitious R & D 
ivestment (around 2% of sales ) willbe main 
gines for future growth. As its exports 
aly account for 6% of total sales, won ap- 
reciation is a favourable factor for the com- 
any. 
Hanil Bank (Won 19,200), in terms of de- 
osit size and profitability, outstrips other 
ty banks. In line with the continuing finan- 
i regulation, Hanil, with other city 
:...., Will show a better business perfor- 
iance in 1989. Hanil has the lowest bad 
ebts. 

Ssangyong Investment & Securities 
Won 48,800)* is a leader in inter- 
ational business but holds the 
fth position in domestic busi- 
ess. The continuing liberalisa- 
on of the capital market will 
sork in Ssangyong's favour, 
wing to its superior knowhow 
nd corporate image. 

SSANGYONG INVESTMENT & 
SECURITIES 
selecting company’s own stock 


AIWAN 

ar Eastern Department Stores 
NT$93.50) is Taiwan's most ex- 
nsive chain of upmarket de- 
artment stores. We expect 1988 
re-tax earnings of NT$960 mil- 
o Profitability has been 
ery strong in recent years, 
ue to the boom in demand 
wx premium consumer goods 
nd the surge in earnings 
| the group's two listed af- 
liates, Asia Cement and Far East Textile. 

China Steel (NT$62.50) recently com- 
leted the third phase of its expansion, al- 
wing the company to shift its product mix 
ywards higher value-added products. 
Tuch of China Steel's output is for the 
omestic market, so that the appreciation of 
ve NT dollar has worked to hold down costs 
or imported coal and iron ore. 

Wei Chuan Foods (NT$60.50) is a suita- 
le holding for a defensive portfolio. In addi- 
on, the company's 60,000 m? parcel of in- 
ustrial land in suburban Taipei has recently 
een declared suitable for residential use, 
oosting its value by NT$2-3 billion, or 
JT$19 a share. 

Kuochan Development (NT$69.50) has 
alins. 


* 
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dential sales and construction, as well as a di- 
versified portfolio of long- term investments. 
Demand for pre-mixed concrete is projected 
to remain firm through 1989 as work on 
the government’s 14 major projects ac- 
celerates. 

China Development (NT$279) is 
Taiwan's most prominent lender of venture 
capital. At the end of 1988 it had some NT$39 
billion in loans and investments. Firms origi- 
nally launched with its help are now going 
public on the Taiwan Stock Exchange. The 
firm's profitability is expected to increase 
dramatically in 1989 as it sells off holdings in 
the newly listed firms. 

Teco Electric (NT$103) is a financially 
solid blue chip and a major maker of com- 
pressors. Teco will be able to manufacture in 
excess of 200,000 compressor units in 1989, 
putting the company in an excellent position 
to profit from the worldwide compressor 
shortage. 


THAILAND | 

Ayudhya Life Assurance (Baht 115) is ex- 
pected to be the fastest growing among the 
12 licensed life companies. Its investment 


The 1988 scoreboard 





portfolio is filled with huge amount of un- 
realised profit. 

Saha Pathanapibul (Baht 42) is one of the 
largest distributors of basic consumer pro- 
ducts in Thailand with an extensive market- 
ing network. Sales volume which surpassed 
Baht 2 billion in 1987 is expected to easily 
reach Baht 3 billion in 1989. 

Pan Asia Footwear (Baht 280), the coun- 
try’s largest shoe producer, is enjoying an ex- 
port boom. Technological advances should 
give Pan Asia the edge over other local com- 
petitors. 

Asia-Fiber (Baht 59.50) is a producer and 
distributor of nylon products. Three govern- 
ment-promoted expansion projects on yarn 
and weaving will come on stream in 1989. 


ASIA SECURITIES - 


capital increases, is coming back on the rising 
trend again. 

Kuang Charoen Electronic (Baht 94) is a 
rapidly growing manufacturer and 100% ex- 
porter of printed circuit board for the tele- 
communications industry. Some 80% of the 
products are exported to Britain. 

Charoen Pokphand Feedmill (Baht 54) is 
a manufacturer of feed meals for pig and 
poultry farming with Board of Investment 
privileges. New feedmill factories for shrimp 
feed and farming projects for black tiger 
prawn are expected to triple sales volume to 
Baht 3.5 billion in 1989 without further capital 
increase. SECURITIES ONE 


WEST GERMANY 
Bayer (DM 299). The company’s buoyant 
pharmaceuticals division, and its reduced 
dependence on cyclical bulk chemicals make 
the shares attractive. 

Siemens (DM 490), after several years of | 
uncertainty, now appears to have found a 
solution to the problems of its dependence 
on the domestic telecommunications mar- 
ket. The company has recently linked up 
with IBWROLM. It has also made an aggres- 
sive joint bid for Plessey in Bri- 
tain, thereby highlighting what 
we believe is a dramatic shift in 
the strategic direction of the 

up. 

Volkswagen (DM 333) is 
coming to the end of a major 
cost-cutting programme which 
has begun to vield margin im- 
provements from the second 
half of 1988. US operations were 
closed down in June 1988, Brazi- 
lian operations are once again 
profitable. Despite a slightly 
weaker world car market in 
1989, we forecast that earnings 
will grow by 1576. 

Deutsche Bank (DM 540). 
Group operating profits rose by 
around 24% in 1988, a perform- 
ance far superior to its main com- 
petitors, thereby highlighting 
the quality of its management as 
well as its emphasis on concen- 
trating on small to medium businesses for in- 
terest income. 

Allianz (DM 1,789) is Europe's largest in- 
surer by premium income. Real NAV a share 
is believed to be around DM 2,700. Full con- 
solidated earnings have never been re- 
vealed, but the group is moving towards 
greater transparency in its operations in the 
run-up to 1992, and real earnings are ex- 

ed to emerge substantially in excess of 
published figures. 

Thyssen (DM 184.5) enjoyed its most 
profitable year ever in the financial year to the 
end of September 1988. A full order book will 
ensure that the group works at full capacity 
in 1989, giving rise to an EPS around DM 25, 
putting the shares at a multiple of 7.38. 

IAMES CAPRI 











ECONOMIES 


Government credit curbs face mounting opposition in provinces 


leking's erowing pains 





aly three months after China 
began a two-year austerity pro- 
gramme, Peking is already under 
intense pressure from those af- 
fected to ease the severe belt-tightening. 

Faced with record inflation and over- 
heated industrial growth, the Chinese Com- 
munist Party’s plenum in September pass- 
ed a wide-ranging re-adjustment plan re- 
stricting credit, price rises, production, in- 
vestment and consumption (REVIEW, 20 Oct. 
"8. 
But the tightening of economic controls, 

widely viewed as a political test of the central 
government's ability to restore economic sta- 
bility, is meeting great resistance and is mov- 
ing slowly at the local level. 

Angry farmers not paid for produce they 
sold to the state, workers getting 
lower bonuses, factory managers 
starved of funds needed for produc- 
tion and local governments asked to 
stop pet projects are screaming for re- 
laxation of the squeeze. 

Everyone has been hurt by the. 
tight money policy, the most un- 
popular and severe of the austerity 
measures. Industry, commerce and 
other economic activity have been 
badly disrupted by the sudden stop- 
page of credit. The cost of such a cut- 
back, critics say, is too high because 
efficient enterprises are also being 
hurt, supply of much-needed mate- 
rials will contract further and the 

. economy is in danger of grinding to a 
halt. 

If public complaints continue and 
the economy nosedives into a reces- 
sion, Peking may be forced to loosen 
its tight grip. The last squeeze in 1985-86 was 
abandoned after a few months because of 
economic stagnation and political pressure 
from officials who wanted faster dev elop- 

ment. 
But if that happens again, warns Dong 
Fureng, honorary director of the Chinese 
Academy of Social Sciences' economics insti- 
;. tute, there will be a new surge of inflation 
— and the central government will have even 
less control over the economy. 

Peking is treading a fine line trying to 
maintain a reasonable growth rate and fight 
inflation. It also has to cope with unemploy- 
ment and bankruptcies in the non-state sec- 
pits on Sane fiscal dif- 
















ficulties and other consequences of austerity. 
The crunch will come during Chinese New 
Year in early February, when demand 
reaches a seasonal peak. Supply, however, is 
expected to shrink drastically as producers 
would by then have exhausted their inven- 
tory of raw materials built up in early 1988 in 
anticipation of inflation. Chinese economists 
say that inflation is bad, but stagflation 
would be even worse for China. 

The recent poor grain harvest (REVIEW, 3 
Nov. '88) has also raised concern that short- 
ages in 1989 would worsen the already tight 
supply in food and industrial grain and lead 
to another cycle of food price inflation. 

Public confidence is still shaky as people 
remain sceptical of the government's ability 
to keep prices steady. There has been 
sporadic panic buying of grain and salt re- 
cently, and the populace still prefers to 





spend than to save. To encourage savings, 
Peking plans to extend inflation-linked in- 
terest rates from three-year deposits to all 
bank deposits. 

Three months of austerity have produced 
some modest results, but Vice-Premier Yao 
Yilin told foreign visitors recently that it 
would take two years to reduce inflation to 
single-digit levels. In October the consumer 


price index rose more slowly, on a year-on- 


year basis, than in September. The October 
rise was 27.176, up from 25.4% in September. 
Although this was an improvement from the 
average monthly increase of 3% between 
July and September, there has been a slow- 
ing in the rate of price increase from Sep- 


tember to October in each of the past four 
years. The year-end figure is expected to be 
17-18% on a year-to-year basis, compared to 
7.37o for 1987. Monthly industrial output 
growth in November also started to fall to 
17.9% after hitting the monthly peak of 
20.676 in October. 

Heavy-handed administrative methods 
have worked in areas where government or- 
ders still carry authority. The nationwide 
crackdown on high-flying trading com- 
panies has reduced the numbe > 
speculators in the market. Arbitrary œ 
freezes implemented through a number of 


penalties and strict supervision, have stop- 


ped prices from spiralling. Hefty purchases 


of banned luxury products by government 


departments, party organisations and other 


iin enterprises have also slowed. 


But in areas where local vested in- 
| terest are strong, results have been 
= limited. Investment remains high, 
despite repeated central government 

orders for cutbacks and stricter ap- 
» proval procedures. Of the Rmb 31.7 
- billion (US$8.5 billion) worth of fixed- 
asset investment allegedly shelved by 
mid-November, four-fifths were 
merely projects on the drawing board 
which had not been started. Local 
governments and enterprises rushed 
to complete projects before high-level 
inspection teams from Peking ar- 
rived. 


o meet the central bank's 
strict monetary targets, 
banks have frozen not only 
loans, but also deposits, of 
enterprises. In Hangzhou, for exam- 
ple, institutional depositors have to 
wait two months before they can draw 
money. Banks stop money from moving out 
of their city or province, which will cause a 
chain of defaults among enterprises. 

As a result, large amounts of cash have 
been diverted from the banks, making it 
more difficult for banks to fulfil their role as 
money gatekeepers. In Sichuan, the Eco- 
nomic Daily reported on 9 November, enter- 
prises were found to hold Rmb 2.5 billion in 
cash, which is about 25% of the province's 
total cash in circulation. 

As bank loans are the principal form of 
financing for enterprises, the credit cutback 
has halted production. In Yunnan, the tobac- 
co industry came to a standstill because the 





cash-stripped Industrial and Commercial 


Bank cannot finance factories purchase of to- 
bacco leaf from farmers. In Wenzhou, a city 
in Zhejiang province, the plastic-bag manu- 
facturing industry will soon collapse because 
banks have stopped funding it. About 
300,000 jobs are at stake, reported the Eco- 
nomic Information. 

Many reform programmes have been 
seriously compromised by the current au- 
sterity measures, allowing the partial return 
of command economy administrative con- 
trols. 

Monopoly distribution, price freezes, un- 
ified allocation of scarce raw materials and 
other traditional methods to regulate the 
flow of resources have partly replaced mar- 
ket mechanisms developed painstakingly in 
the past few years. One extreme suggestion 
called for the closing of non-state urban mar- 
kets for agricultural products as a means to 
maintain temporary price stability. 

The increasing monetarisation of the 

'0my — one measure of progress in de- 
veioping market-based economics — has 
also slowed. With tight money supply, a 
growing volume of transactions has re- 
treated to pre-reform barter trade. In Si- 
chuan, a major plant had to hand-carry Rmb 
600,000 (US$161,204) worth of banknotes, 
packed in an armoured truck, to buy oil from 
a supplier who would not accept a cheque. 
New financial instruments are swept aside 
as all traders demand cash for settlement. 
The interbank market — which had 
flourished since its inception in 1986 — is 
now dead as banks do not want to lend, 
banking sources said. | 

While there is a need to use harsh 
methods to deal with urgent problems, 
many question how far and for how long Pe- 
king can use these much-criticised adminis- 
trative orders to deal with a new and more 
complex economic environment. 

Aware of the negative effects brought on 
"^ qusterity, the government has slightly 

lified its original harsh package since 
mid-November. In response to cash short- 
ages for agricultural purchases (REVIEW, 1 
Dec. '88) for example, the People’s Bank of 
China increased in late November its lending 
to the Agricultural Bank of China, despite the 
central bank’s earlier vow not to expand cre- 
dit to banks. In investment, the original 
deadline for the assessment of the worthi- 
ness of all investment projects has been ex- 
tended from November to January because 
of the slow progress. 

In early December, party General Secret- 
ary Zhao Ziyang, an advocate of moderate 
austerity measures, said “outward- 
oriented” enterprises, meaning export- 
oriented and foreign-funded enterprises, 
should be given more leeway in the current 
squeeze. Many observers believe Peking will 
have to relax credit control soon because the 
crude way in which banks are controlling 
credit is creating new problems as the gov- 
ernment tries to solve old ones. a 
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Some Australians have been sw eetening their wine 


Uncorking a scandal 
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h Australian wine industry has 
T moved quickly to limit damage 

triggered by the accidental discovery 
of a forbidden additive in wine destined for 
its surging export market. 

It is a booming business, and helped by 
advantageous currency rates, exports of 
Australian wine have increased over the past 
two years by 224% — from 12 million litres in 
1985-86 to almost 39 million litres in 1987-88. 
In money terms exports earned A$45.6 mil- 
lion (US$25.76 million) in 1986-87, compared 
with A$19.6 million the previous year. Earn- 
ings for 1987-88 are estimated to have more 
than doubled to A$97 million. 

It is not surprising, therefore, that there 
was grave concern, notto say alarm, when at 
least two New South Wales (NSW) wineries 
were discovered using forbidden additives, 
during an investigation into allegations that 
one or two so-far unidentified manufactur- 
ers had been adding apple juice or cider to 
their products. 

The Australian Wine and Brandy Corp. 
the industry's standard-setting 
body, carried out a check on export wines for 
above-average levels of sorbitol, a natural 
sweetener which appears in small quantities 
in grapes but is much more abundant in ap- 
ples. Six types of red and white wine being 
exported by the Hunter Valley winery Tyr- 
rell's were found to contain unnaturally high 
levels of the substance. 

Tyrrell's immediately admitted that it had 
been adding the substance to certain of its 
wines, when required, since 1963 — claim- 
ing, to the surprise of trade experts, it did not 
know it was doing anything wrong. Wine 
experts say sorbitol gives some wines "a 
broader flavour to the middle palate" — in 
other words it sweetens sour wines. They 
also agree it gives the wine an artificial tang, 
and so, though utterly harmless, it is not ap- 
proved as a wine additive. 

On 24 November the AWBC suspended 
Tyrrell’s export licence, quarantined the 
questionable wine at the winery, and alerted 
Australian trade officials of all countries in 
which the wine was to have been sold. On 8 
December the AWBC restored Tyrrell's export 
licence when the company signed an assur- 
ance that in future all wines submitted for ex- 
port approval by the company or any as- 
sociates would comply with all standards for 
both domestic and export markets. As an 
added safeguard, Tyrrell's wine samples will 
be sent for analysis to the Australian Wine 
Research Institute, the AWBC said. 







The corporation is also to tighten its pre- 
sent checking system, by introducing addi- 
tional spot checks of wine both forexportand : 
domestic markets. All export wines are . 
tasted by AWBC experts to ensure that they — 
are up to standard, and random samples are 
sent for analysis. The number of samples | 
taken will now be increased. | 

NSW's health department is also inves- 
tigating at least one other winery in the Grif- 
fith Valley. A decision about whetherthereis = 
a legal case to answer under state food regu- — 
lations has yet to be taken, a state spokesman 
told the REVIEW. 

Adding sorbitol to wine is bannedin Aus- ^. 
tralia and all its major trading partners, in- 
cluding the US, EC countries and Japan, to 
which Australia exported 2.5 million litres in 
1987-88, 24.2% more than the previous year. ^. 
The largest importer of Australian wine is... 
Sweden. Since 1985, its imports have grown. 
from 1.7 million litres a vear to 8.2 million um 
litres in the last financial year. : 


Britain, the US, New Zealand and jum 


Canada fill the next four places, all taking ad- 


QUARANTINE 





vantage of currency values. Of Australia’s 12 
top importers, only Hongkong and Singa- 
pore are buying less. 

Tyrrell’s refused to reveal the quantity of 
wine now quarantined, but one of its direc- 
tors, Bruce Tyrrell, told the REVIEW that it was 
applying to the National Health and Re- 
search Council to have sorbitol declared a 
legal additive to wine for the domestic mar- 
ket. He said he believed there was a good 
chance this request would be granted. 

Health authorities had been informed in 
all countries to which sorbitol-laced wine had. 
been exported, he said, and in no case was 
there a request that it be recalled, since the 
additive is harmless. " 





ecisively outpointed by IBM over 
software copyrights last month, 
Fujitsu has begun to fight back. 
ir The Japanese company last 
. month unveiled what it claims is the world’s 
. fastest supercomputer, a type of machine 
.. thatits giant US rival does not make. Yet. 
_ The main applications for supercomput- 
ers used to be large-scale scientific calcula- 
. tions, such as climatic modelling. Lately, 
. however, the market for supercomputers 
has been expanding rapidly as companies 
... are finding them increasingly useful for pro- 
<> -duct design and development. 
! Fujitsu hopes to install 200 of its new com- 
|^ puters, over the next four years, each of 
which will be leased for between US$300,000 
and US$900,000 a month. This seems a tall 
V. Order since there are only around 300 of the 
- : big machines operating worldwide and Ja- 
. panese supercomputer makers — of which 
. Fujitsu is the largest — are effectively 
excluded from the US, by far the most lucra- 
tive market for the monster number crun- 
chers. | 
(n Other categories of computers may sell 
| |. en the basis of how user friendly they are. In 
_ the macho world of supercomputers, how- 
| ever, the name of the game has historically 
been sheer processing speed. | 
Speed is measured in floating-point oper- 
ations per second (flops), that is, op- 
*. « erations onnumbers expressed as in- 
|." tegers multiplied by powers, for 
example, 88 x 10+ instead of 0.0088. 
|. Flat-out, Fujitsu's new machine is 
|... capable of four giga (billion) flops, 
. . more than twice as fast as its existing 
-= products. 
= Much of this extra processing 
. power is the result of a tour de force 
of microchip fabrication and packag- 
ing. For example, the memory chips 
making up the system's two giga- 
.bytes of storage space are one- 
¿megabit static random access 















The 144 logic chips which consti- 
tute the supercomputer's central 
- processor are mounted back-to-back on a 61- 
layer glass ceramic printed circuit board. 
. Multiple layers allow sufficient connections 
. to enable designers to get everything on one 
. This is important because the closer the 
_chips, the faster signals travel between them. 
-The densely packed silicon generates so 

much heat that an elaborate chilled-water 
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cooling system is necessary to dissipate it. 

But the most significant feature of 
Fujitsu's new machine is its software. It runs 
Unix, an operating system (the basic 
software that enables the user's application 
programs to run on the hardware) that is the 
de-facto standard for scientific and engineer- 
ing computation throughout industry. 

Previous Fujitsu supercomputers have 
lost points among users because of difficult 
to use proprietory operating systems. As 
supercomputers migrate from élite govern- 
ment institutes to regular company 
laboratories, they must become friendlier. 

In particular, corporate users want super- 
computers capable of displaying, in the form 
of colourful on-screen graphics, what their 
processors are up to. The buzz word for such 
diplays is “visualisation,” and Unix, with its 
array of available software tools, can provide 
it. 

To adapt existing Unix-based software 
packages for its new machine, Fujitsu has 
dispatched a team of engineers tothe US. No 
doubt the company would also like to send a 
team of salesmen, too, but political consider- 
ations have ruled this out. 

Worried by what it — with considerable 
justification — sees as a concerted Japanese 
effort to dominate the world market for 
supercomputers, the US Government has 
















Fujitsu aims at the expanding supercomputer market. 


effectively locked Fujitsu, and the other Ja- 
panese makers, Hitachi and NEC, out of US 
research institutes. 

Only 18 of the 76 supercomputers 
that Fujitsu claims to have sold have 
been exported to date. None has gone 
to the US. Of the other two companies, 
Hitachi and NEC, only NEC has managed, 
reportedly by dint of heavy discount- 
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A winning way with flops 


ing, to sell a supercomputer in the US. 

But the policy will only work for as long as 
the US makers can stay ahead of their Japan- 
ese rivals. This applies particularly to Cray 
Research, the market leader, and the com- 
pany which more or less invented super- 
computers. 

Last month, Cray installed the world’s 
first giga-flop machine, known as the Y-MP, 
at the National Aeronautical and Space Ad- 
ministration’s (Nasa) Ames Research Centre 
in California. The pressure is now on the US 
company to come up with a successor before 
Fujitsu starts deliveries of its newly an- 
nounced system, at the end of next year 

The US firm will attempt to trump if 
panese rival via two innovations. The first is 
to substitute silicon chips with gallium arse- 
nide ones (which are much faster and draw 
less power, but are much more difficult to 

But Fujitsu, too, has got gallium arsenide 
technology that is at least as good as, if not 
better than, Cray’s. Although the Japanese 
have chosen to stick with the tried-and- 
tested technology this time, they will un- 
doubtedly go for gallium arsenide next time. 

With competitors at the same level of 
technology, design will be the deciding fac- 
torin producing the most powerful machine. 
The design of Fujitsu’s latest machine is 
already something of an ana- 
chronism, since it is based on a sin- 
gle, ultra-fast central processor. To 
achieve further increases in speed, it 
will increasingly be necessary for 
Supercomputers to split jobs be- 
tween multiple processors wor" ` 
in parallel. Nasa's new Y-MP, 
example, has eight processors. 

Its successor, dubbed the Cray-3, 
will have 16. This, Cray claims, 
should enable it to run at a speed of 
16 giga-flops. The company says it 
expects to begin deliveries in the final 
quarter of 1989. 

Beyond the Cray-3 is the 64-pro- 
cessor supercomputer that Steve 
Chen, a founder and former senior 
designer at Cray, is building. Target 
performance for this machine is 100 
times faster or more than contempo- 
rary supercomputers. Chen hopes to have a 
prototype ready by 1992. 

The possibility that Chen’s machine will 
deliver the goods must be worrying for 
Fujitsu. Even more worrying is the fact thata 
major financial and technological sponsor of 
Chen's company, Supercomputing Sys- 
tems, is none other than Fujitsu's old adver- 
sary, IBM. 8 Bob Johnstone 
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UDS fears fuel Malaysian rubber glove boom 


A helping hand 
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ll over Southeast Asia, ghostly lines of 
A white, outstretched hands are waving 


in eerie unison. As they slowly 
Junge into tanks of latex concentrate and 
merge gleaming with another 6 US cents’ 
vorth of examination glove, they seem to 
eckon to others with a promise of easy profit 
ind long-term demand. In Malaysia alone, 
ibout 420 companies have responded to this 
‘all over the past two years. 

The hands are porcelain formers. They 
: |. iround. US$9 apiece. On a standard 
1 ine, costing some US$375,000, about 
ou of these formers produce 
000 gloves an hour, worth 
ibout US$300 on the US 
wholesale market. The profit 
nargin, after all costs, including 
inancing, is estimated at 32%. It 
seems that the big drug com- 
sanies are not the only ones be- 
»efiting from AIDS. 

For the estimated 250,000 
seople around the world who 
are dying from the disease, AIDS 
s a tragedy. But for the rubber- 
producing countries of Asia, the appearance 
of AIDS has come as an opportunity to deve- 
lop an indigenous manufacturing industry 
using locally available raw material. Initial 
capital costs are relatively low, the basic 
technology relatively simple, and — most 
importantly — demand so colossal that in- 
dustrialised countries have overlooked their 
b _— onal mistrust of developing world pro- 
d in their scramble to get hold of 
supplies. 

Imports of rubber gloves by the US — 
primarily examination gloves — shot up to 
2.87 billion pieces during the first half of 1988 
from 1.27 billion pieces for the whole of 1987. 
On a global scale, demand for examination 
gloves is estimated at around 9 billion pieces 
and rising, as other countries follow the US 
lead in implementing precautionary mea- 
sures against AIDS. Nurses in the US on aver- 
age get through eight pairs of gloves a day; 
firemen are now issued with gloves as stand- 
ard equipment and waiters even are now be- 
ginning to demand protection against the 
risk of infection. 

A year ago, pundits were hailing con- 
doms as the potential saviour of the natural 
rubber industry. However, would-be pro- 
ducers in developing countries quickly 
found out that each sheath uses only 1 g of 
dry rubber and that most of the production 
costs are taken up by lubricants, packaging 


and marketing. In contrast, an examination 
glove uses about 7 g of dry rubber, is pack- 
aged in bulk, and is sold wholesale through 
medical supply companies. 

In Malaysia, none of the seven companies 
which received approval in 1987 from the 
Malaysian Industrial Development Author- 
ity (Mida) for the manufacture of condoms 
has actually started up production. By con- 
trast, of the 289 glove projects proposed up to 
October 1988, 72 have already begun pro- 
ducing. 

Figures from the US Department of Com- 
merce show that Malaysia is not the only 
country to get in on the act. China exported 


World consumption of latex concentrate 





only 48 million examination gloves to the US 
in 1987, but in the first half of 1988 it exported 
594 million. Similarly, Taiwan, which has 
been a major producer for some years, en- 
joyed an explosion of demand, selling 1.08 
billion pieces in the first half, compared with 
584 million for the whole of 1987. 

As the producer of 70% of the world’s 
supply of latex concentrate, Malaysia is the 
prime beneficiary of the boom, even though 
other countries have overtaken it in terms of 
glove market share. Although a few gloves 
are made from vinyl, latex is the only raw 
material that can offer the necessary elasticity 
and strength. And only Malaysia has a suffi- 
ciently well developed collection and distri- 
bution system among its smallholders, 
which are the main producers of latex, to 
meet demand. 

Source of US rubber 

glove imports 





World consumption of latex concentrate 
rose to record levels of 460,000 tonnes (dry)in 
1987. The Malaysian Rubber Exchange and 
Licensing Board (MRELB), reckons that global 
demand for 1988 may have risen to 550,000 
tonnes, with 600,000 tonnes forecast for 
1989. Malaysia's production is estimated to 
have increased from 280,000 tonnes in 1987 
to 350,000 in 1988. Its nearest competitors in 
1988 were Indonesia with 50,000 tonnes and 
Thailand with 40,000 tonnes. 

For a while during May and June 1988, it 
looked as if demand was going to outstrip 
supply. The price of concentrate rose 
dramatically as new glove plants came on 
stream and found themselves short of 
supplies. Concentrate, which was fetching a 
170 M cents/kg premium over the standard 
RSS One grade in April, was traded at a 600 
M cents premium by the end of May and 
touched a historic high of 1,000 M cents a kg 
for dry, drum-packed, for immediate deliv- 
ery during the second quarter. 

(The normal dry rubber content [DRC] of 

m. latex as tapped from the tree is 
around 30-32%, the rest being 
water and a few proteins. The 
water is centrifuged off to create 
a concentrate with a DRC of 60%. 
Two prices are normally quoted 
for concentrate — wet and dry — 
to enable price comparison with 
block and sheet rubber grades.) 

This latex mania was caused, 
in part, by the universal hype 
that has surrounded the 
emergence of AIDS. In the scram- 
ble for concentrate, few people paused to re- 
flect that just one truck tyre uses the same 
amount of dry rubber as 21,000 condoms or 
3,000 examination gloves. In 1987, latex con- 
sumption accounted for only 9.97% of total 
natural rubber consumption. It was there- 
fore a simple matter for the rubber pro- 
ducers to switch from block rubber to con- 
centrate to meet the sudden blip in de- 
mand. 

Fadillah Yakin, who heads Mida's re- 
source-based industries division, believes 
that 700-800 additional centrifuge separators 
were installed in Malaysia during 1988. 
Furthermore, private dealers were given 
temporary permits by the MRELB to collect 
latex to sell to the concentrate plants. 

The predictable result was that the latex 
price fell by some 20% in the third quarter 
and is now trading on the spot market at 270 
M cents a kg wet, 450M cents a kg dry. How- 
ever, for those without a long-term supply 
contract with one of the big plantation 
groups or the smallholders' marketing arm, 
Mardec, these prices are still too high. 

The current premium of 165 M cents over 
the RSS One price is still nearly three times 
the premium paid by the big glove producers 
under their long-term contracts. Further- 
more, the price of examination gloves in the 
US has fallen from some US$68-72 a 1,000 


pieces to around US$50 a 1,000. "The market _ 








will come down to a reasonable level," one 
manufacturer told the REVIEW, "the bubble 
has already burst." 

Some slimming of the industry is inevita- 
ble, those in the business say. First to go will 
be the back-yard operations of small-time 
businessmen who clubbed together to buy a 
second-hand production line from Taiwan 
early last year and are buying their latex on 
the spot market. 

Those with poor quality control will be 
forced out next. The US Food and Drug Ad- 
ministration (FDA), is expected to bring in 
new standards for examination gloves dur- 
ing January and plants will be inspected to 
ensure they conform with good manufactur- 
ing practices. 

Finally, Mida itself might deliver the 
cruellest blow of all by withdrawing pioneer 
status for the industry. Fadillah told the 
REVIEW that Mida was reviewing the indus- 
try's eligibility and she also hinted that those 
projects which have not started up within six 
months of their approval by Mida might lose 
their licences. 

In the first 10 months of 1988, 235 approv- 
als were given for rubber products projects in 
Malaysia, of which Fadillah estimates 90% 
were for gloves. The equivalent figures for 
the whole of 1987 was 54. Total intended in- 
vestment was to be M$1.56 billion, but Fadil- 
lah pointed out that these figures cover only 
applications by companies with sharehol- 
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ders’ funds of more than M$2.5 million, or 
more than 75 full-time employees. The real 
figure for new projects is 419; total invest- 
ment almost certainly more than M$2.5 bil- 
lion. 

Despite uncertainties over price and tax 
incentives, applications are still pouring in. 
At least nine publicly listed Malaysian com- 
panies have entered the glove market recent- 
ly. They include such obvious candidates as 


Testing latex gloves: uncertainties over price andt 
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ax incentives. 





Dunlop Malaysian Industries and the = 
tations major, Asiatic Development, put 
they also include the property company 
IGB and Nissan assembler Tan Chong 
Motors. 

The multinationals are also expanding 
production to meet the increased demand. 
Some 25% of Malaysia's total present capa- 
city of 6 billion rubber gloves a year is esti- 
mated to come from just three companies — 


mers, which sell on the local market for M$25 apiece, was “in ex- 


cess of seven figures,” Goh said. 


Today GBH has a full division dedicated to the production of 


Raising standards 


Making a rubber glove is easy to do badly but difficult to do well. A 
porcelain former is coated with coagulant, dipped into vulcanised 
latex concentrate, soaked in water-based solvent, covered with 
powder and then baked in an oven for a few minutes. The resultis 
a tough, ultra-thin, transparent glove. - 

The process is so simple that some back-yard operators have 
built their own machines, fitted out with cheap, unglazed formers 
from Taiwan. However, one pin-hole or thin patch in a glove pass- 
ed to the customer can result in whole consignments being re- 
jected, as the exporter of some container loads from China found 
to its cost in the US recently. 

At the moment, the formers manufacturers are benefiting 
from the precarious existence of these back-yard operators, as the 
breakage rate on their formers can goas high as 50% a year. Malay- 
sian ceramics manufacturer Goh Ban Huat (GBH), has about 50% 
of the Malaysian market, which was estimated at around 1.5 mil- 
lion pieces in 1988. i 

However, GBH managing director Tony Goh says that even if 
the introduction of FDA standards force these back-yard firms out 
of business, his company should benefit as it will also force 
Taiwan manufacturers of unglazed formers out of the market. 

GBH is a prime example of the way the latex boom has enabled 
Malaysia to develop the “horizontal linkages” so beloved of the 
economic planners and development banks. In 1984 GBH was a 
traditional pottery, turning out clay pipes and lavatories. That 
year it received its first trial order for 4,000 formers, which it tried 
making out of sanitaryware clay. For 1988, production of the for- 


formers for gloves, balloons and teats out of porcelain and is trying 
to figure out how to make condom formers. “We have but 
scratched the surface," Goh said. "We are latecomers, even 
though we are the first Malaysian manufacturer." 

Another latecomer into the glove-making market is publicly 
listed boiler-maker, Mechmar Bestobell. Since it first started con- 
structing glove-making machinery at the beginning of 1988, 
Mechmar estimates it has captured 30-40% of the Malaysian mi 
ket and is now exporting to India and Indonesia. Chairman Tan. 
Wan told the REVIEW that his company has installed 28 sets so far 
and has orders for another 25, priced at around US$400,000 each. 

Mechmar is now forecasting a profitin 1988 after making losses 
since 1986. Tan estimates that 25% of turnover in 1988 and 35% in 
1989 will have come from its glove-making machines. “We have 
still got a healthy order book for boilers,” he said, “but we would 
have been hard-pressed to make a profit without the gloves.” 

Tan does not believe the glove market has passed its peak. “At 
the moment there is a correction taking place,” he said, “but we 
believe thatin the long term, demand willbe strong.” Tan reckons 
there may be a niche for a glove half-way in quality between the 
examination glove and the household variety and he also claims 
that fast-food giant McDonald’s is thinking of making all its 
kitchen staff wear hand protection. 

GBH's Goh is equally optimistic. He believes that the glove mar- 
ketis currently in its second phase — that of weeding out the mar- 
ginal performers. Once the market has shaken off the hysteria of 
May-June 1988, more newcomers will start producing, he pre- 
dicts. "I cannot see AIDS being a diminishing problem,” Goh said. 
“The potential is enormous.” m Nick Seaward 





Baxter, Kendall and Ansell. Kendall's 95%- 


owned subsidiary, Lovytex, for instance, is 
installing a huge new production line next 
year which should increase its annual capa- 
city from 600 million pieces a year to just 
under 1 billion. 

Lovytex's chief executive, M. G. Desai, 
told the Review that his plant will start pro- 
ducing body-fluid protection gloves from 
April and hopes to set up an entirely new 
plant to produce surgical gloves, which have 
to be packed under sterile conditions, later in 
the year. Total capital investment will be 
US$18 million by the end of 1989. 

Unlike some existing manufacturers, 
Desai is untroubled by the number of new 
glove project licences given out by Mida. 
“Why should I worry?" he asked, "Ihave my 
market: if I don't have the quality and price, 
the customers won't come anyway." 
Lovytex's entire production is sold in the US 
^^" Vndall, which has about 10% of the mar- 

ere. It sells on long-term contracts and 
puys its latex the same way, so its prices have 
been relatively unaffected by the mid-1988 
boom. 

Desai is looking forward to the imposition 
of quality standards by the FDA. In Novem- 


ber, the West German health authorities in- 
spected his factory and approved his process 
and Desai is confident it will pass the US in- 
spection too. 

Kendall has based its entire examination 
glove production in Malaysia. However, 
other countries are interested in the market. 
In Sri Lanka, Ansell is installing a large capa- 
city plant and the Indian Rubber Institute is 
trying to woo investors into a joint marketing 
campaign with the Malaysian glove machine 
manufacturer, Mechmar Bestobell. 

In aseminar held in Madras in December 
1988, investors were given some figures 
which underline the profit potential of estab- 
lishing plants in India with Malaysian-made 
machinery. With an operational capacity of 
86.4 million pieces a year, using two produc- 
tion lines, net profit of Rs 12.044 million 
(US$4.1 million) was projected on annual 
turnover of Rs 59.610 million, after dividends 
of 30% and loan repayments. 

The net break-even price for the Indian 
plant was US$35 per 1,000 gloves and the 
payback period was estimated at 16 months, 
With figures like these being bandied around 
it is no wonder that an increasing number of 
plants are coming on stream. a 
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Low-cost technology boosts small- 


-scale manufacturing 


— businesses 


ike Malaysia, Taiwan, China, Thai- 
land and Indonesia have benefited 
from the surge in demand for latex 
gloves — Taiwan and China as manufactur- 
asing imported raw material and In- 

sia and Thailand as latex exporters. 

Taiwan, which was already the top ex- 
porter of disposable gloves, has seen its ship- 
ments grow at astonishing rates in the past 
two years, though they have declined in re- 
cent months due to the stronger local cur- 
rency and to quality problems as small-scale 
operators crowded into the industry. In fact, 
many smaller firms have already had to close 
due to defect rates of as high as 40%. 

The industry is very fragmented, so com- 
prehensiv e data is not available, but accord- 
ing to figures compiled by the Taiwan Glove 
Manufacturers Association — which mea- 
sures only exports of member companies — 
the annual growth rate in November was a 
heady 347%, though that was down from 
September’ s 645%, About 80-90% of the ex- 
ports are to the US. 

Best estimates from industry insiders are 
that there are about 120 production lines in 
Taiwan producing between 1.87 million and 
3.12 million pieces a month. Total produc- 


tween 224.6 million and 374.4 million pieces 
a month. All the plants are locally owned. 

Taiwan has become the world's top glove 
producer partly because it is also the largest 
producer of automated glove-making pro- 
duction line, which provides a convenient 
cost break for local producers. Glove produc- 
tion lines can be had for NT$10-15 million 
(U5$355,240-532, 860). 

One result of the accessibility of equip- 
ment has been that small, family-owned pro- 
ducers have rushed into the booming indus- 
try withone or two machines. Many of them 
are discovering they cannot cover costs in a 
downturning market. 

The recent lower prices and declining 
sales have already squeezed as many as 30% 
of the producers out of the industry, accord- 
ing to one estimate, If prices were to fall 
below US$40 per 1,000 pieces from the cur- 
rent US5$44-50, most of Taiwan's manufac- 
turers would be forced to close. 

One of the effects of the harder times has 
been a shift into surgical gloves, which in- 
volve higher technology, since they must be 
sterilised, and which yield higher margins 
and have more stable prices. 

Across the Straits of Taiwan, China has 
also cashed in on the disposable glove boom. 
Production in 1988 is expected to have top- 
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vious year's output which, in turn, was dou- 
ble the 1986 figure. 

Much of the Chinese production is based 
on latex imported from Indonesia. Latex im- 
ports in the first half of 1988 were up 258% 
over the same period of 1987 to 13,569 ton- 
nes. Despite this growth, industry sources 
say a shortage of raw materialis holding back 
production. 

Of the 200-odd factories with latex glove 
production lines, only about 100 are operat- 
ing, and many of these are small-scale opera- 
tions. Only three factories have annual capa- 
city of more than 100 million pieces. Another 
seven factories can turn out 50 million pieces 
a year. 

Thailand is attempting to follow in 
the footsteps of Malaysia as both a pro- 


ducer of latex and of finished gloves. 

Traditionally Thailand's smallholder- 
based industry has exported most of its rub- 
ber in the form of ribbed smoked sheets. But 
the past two years have seen a strong push 
towards air-dried sheet and latex produc- 
tion, coinciding with rapid growth in rubber 
acreage. 

Latex production has increased almost 
40-fold since 1985, and in 1988 grew 33% over 
1987. Production in 1988 is estimated at 
around 40,000 tonnes, from 37 factories 
(compared to 10 in 1985). Local consumption 
has grown, but not nearly as fast, so that latex 
exports were estimated to account for half of 
production in 1988. 

The trend could easily continue, as the 
Board of Investment (Bol) gave incentive 





TELECOMMUNICATIONS 


Thailand plans an independent data-processing zone 


Bangkok by-pass 


By Paul Handley in Bangkok 
\ Thai proposal for an “offshore” data 


processing zone (DPZ) should resolve 

the impasse between several regional 
airlines over where to locate their joint com- 
puter reservations system (CRS). Thai au- 
thorities are developing plans to allow inter- 
national companies to store and move data 
through a Thai-based telecommunications 
zone equipped with high-speed ground 
cable and satellite links. The system would 
be independent of existing domestic tele- 
communications systems. 

The revelation of the DPZ plan has appa- 
rently given Cathay Pacific Airlines and Sin- 
gapore International Airlines (SIA) second 
thoughts about insisting on Singapore as the 
base for their CRS with Thai Airlines Interna- 
tional (THAI). The Thai Government recently 
demanded that the crs, called Abacus, be 
based in Thailand before THAI could partici- 
pate in the US$100 million venture (REVIEW, 
29 Dec. '88). 

Caught unawares by the DPZ plan, 
Abacus officials arrived in Bangkok in the 
third week of December to gather informa- 
tion, and Cathay and SIA officials were ex- 
pected in Bangkokin the last week of the year 
to discuss the plans with government offi- 
cials. 

The Thai Government has given few de- 
tails on how the DPZ would operate. In con- 
cept, a DPZ is like an export processing zone, 
or offshore banking, with free passage of 
materials, data, and generous liberties to em- 
ploy foreign personnel. Private investors will 
be approached to set up the zone, with direct 
satellite links. That link has yet to be estab- 
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capacities to move data at speeds of up to 64 
kB a second. 

The prime minister is backing the project, 
and Pansak Vinyaratn, chairman of the 
group of advisers to the Prime Minister's Of- 
fice which developed the plan, says the idea 
should gain cabinet support soon. The zone 
will bypass the two state communications 
agencies, the Telephone Organisation of 
Thailand and the Communications Author- 
ity of Thailand, whosebad management and 
inadequate service Abacus members had 
said precluded Thailand as a computing 
base. 

Pansak says the DPZ would be used by 
companies such as Abacus, and multina- 
tional firms which set up regional offices in 
Bangkok. The advisers say it can be built 
within six months, and are optimistic that it 
will be working by the end of 1989. Pansak 
sees Bangkok as both an alternative and a 
backup to Singapore as a regional communi- 
cations nexus, which could attract more in- 
ternational companies to site their regional 
headquarters in Thailand. The DPZ could also 
benefit by any economic opening of Burma 
and Indochina — a main strategic concern of 
the present Thai Government. 

Export printing is another potential cus- 
tomer of the DPZ, and the Thai Board of In- 
vestment (Bol) sees printing as a worthy reci- 
pient of development support. Many inter- 
national publications see Bangkok's weak 
telecommunications and transport links as 
ruling it out as a regional base for printing 
and distribution. In theory, the DPZ could 
eliminate the former, but the cost of the ser- 
vices would be important in any decision to 
relocate publications. 
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privileges to 166 more companies during the 
first 10 months of 1988. Most of these are un- 
likely to begin operations — their stated 
capacity could satisfy the raw material de- 
mand for 16 times the world's current pro- 
duction of rubber gloves. 

Similarly, Bor has licensed 130 rubber 
glove projects with an aggregate capacity of 
more than double the world market. Several 
dozen are already in operation. 

With the skyrocketing price of latex, Thai 
industry did well. But it will likely be hurt if 
prices continue to drift lower, as technical ex- 
pertise is low and latexis of inconsistent qual- 
ity, often from smaller producers. In times of 
balanced supply, or a glut, in regional mar- 
kets, Thai producers are likely to suffer first 
as a result. & 


will be eliminated by plans for duty-free im- 
ports of equipment used in the zone 
cording to Pansak, the DPZ will be grante 
tensive Bol privileges to encourage investors. 
Foreign workers will also be allowed, offset- 
ting Thailand’s shortage of technicians and 
engineers. 

Despite its focus as an international link, 
the DPZ will require local links as well, which 
could be a problem, because domestic tele- 
communications facilities are already grossly 
overburdened. 

However, the government is now sup- 
porting private, concession-type develop- 
ments for some telecommunications services 
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Domestic links need to be upgraded. 


which could overcome the bottlenecks. Re- 
cently, the Ministry of Transport and Com- 
munications allowed two private com- 
panies, one partly controlled by Hongkong's 
Cable and Wireless, to establish domestic 
satellite-based data transmission links. 

The aim is to serve those companies with 
operations throughout the country, such as 
banks and manufacturers, who need reliable 
data services between Bangkok and the rest 
of the country. But feasibly, albeit expen- 
sively, this domestic service could also be 
hooked up to the DPZ. Moreover, if the DPZ 
project provides more pressure to improve 
domestic services, a reasonable network of 
fibre-optic cables could be laid in the next 
hrar waos 





INVISIBLE HAND 


For crude and Latin lovers 


he daily details of Opec's attempts 
during 1988 to prop up oil prices 
obscured the biggest oil news of the 
year: more oil appears to have been 
discovered than in any other year in his- 
tory. It is more than the total of all increases 
during the 1970s — itself a period of major 
finds and intensive search generated by the 
1973-74 price rises. It is as though several 
North Seas and Alaskan North Slopes were 
discovered at once. This is rather more signi- 
ficant to consumers than whether or not 
short-term prices are US$13 or USSI8 a bar- 
«al 





roven recoverable global crude reserves 
rose an astonishing 26% to 887 billion barrels, 
according to figures compiled by Cambridge 
Energy Associates and accountants Arthur 
Andersen. Reserves now represent some 
40 years’ consumption at current rates. By 
comparison, at the time of the previous oil 
crisis at the start of the decade, global re- 
serves totalled only 27 years’ production. 

For those whostill have nightmares about 
Opec, this could be bad news. Opec mem- 
bers (mainly Iran, Iraq and Venezuela) ac- 
counted for almost all the increase, raising 
their share of reserves to 76% — their pro- 
duction meanwhile has been falling steadily 
and is down to 33% from a 1979 peak of 50%. 
So it might be arguable that the increase in 
the weight of a few low-cost producers could 
one day restore Opec to its former glory. 

But Opec has been as much destroyed by 
its members' acquired spending habits as by 
the economics of oil. And the new finds have 

‘aly been in populous Iran and Iraq, 

?r than underpopulated Saudi Arabia or 
Libya, so there should be a long-term shift in 
the balance of needs of the major exporters. 

Some of the additional reserves come 
from the upgrading of existing fields, others 
result from improved extraction technology. 
The timing of some announcements of new 
reserves may have hada political motivation. 
Nonetheless, the oil is real. 

It might be argued that cheap oilis already 
leading to neglect of conservation. Global 
consumption has grown 2% a year in the 
past three years and is now almost back to its 
1979 peak. Cars are getting bigger again and 
the Chernobyl disaster has stymied the nu- 
clear industry. But two new conservation 
factors may be coming into play. Firstly, 
global fears about carbon dioxide emissions 
— even some fashionable environmentalists 
are admitting that fossil fuels may be more 
dangerous than nuclearenergy. Meanwhile, 
technological progress offers the promise of 
more efficient, high-temperature internal 


Secondly, and more immediately, the 
combination of increasing dependence on 
foreign oil by the US and its need to solve its 
budget and trade deficits will likely result in 
heavier oil taxes to restrain consumption, 
raise revenue and encourage domestic pro- 
duction. At present, North America ac- 
counts for 30% of world oil consumption 
and 18% of production, but only 3.6% of re- 
serves. 

The scope for energy saving in the US is 
still immense. Energy consumtion per unit 
of GDP in the US is twice that of Japan, having 
declined at only half Japan’s rate since the 
mid-1970s. Likewise, the biggest potential 
future consumers, China and India, have not 
made major new finds, so it is unlikely they 
will base their energy policies too heavily on 
oil, whatever the international price. 

Without US protection of domestic pro- 
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Total: 887 billion barrels 
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duction, some high price oil industry take- 
overs may look a bit sick. The spate of indus- 
try takeovers prompted two years ago by the 
T. Boone Pickens crowd was on the assump- 
tion that oil reserves could be more cheap- 
ly bought from other companies than they 
could be found through exploration. But 
were they looking at costs in places they 
could operate, rather than at costs in the 
most favourable locations, such as Iran? 
The boom in oil company profits recently, 
has tended to obscure the problem of 
whether fancy prices have been paid for re- 
serves. 

What does all this mean for regional ex- 
porters? For Indonesia, that there can be 
no let up in the battle to reduce oil export de- 
pendence. For Malaysia, it probably means 
that the argument for selling the oil now 
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the ground as a supposedly appreciating 
asset. 


Could Latin America be the dark horse 
of 1989? It may seem improbable viewed 
from an East Asia which is beginning to be- 
lieve all the fear and flattery it generates from 
the West. But do not forget that until about 
1982, the main Latin economies except Ar- 
gentina (Brazil, Colombia, Chile and Mexico) 
were doing about as well as the Asean aver- 
age until debt (or to be more precise, high real 
interest rates) brought disaster. 

Taiwan recently organised a conference 
entiled Successful Economic Strategies of 
Pacific Rim Nations to explain the East Asian 
successes to the disadvantaged from other 
continents, including Brazil and Chile. The 
latter heard the merits of fiscal discipline, po- 
litical cohesion, entrepreneurship, export 
orientation, Confucius, freedom from gov- 
ernment intervention and (Singapore only) 
the indispensable lead role of wise and 
foresighted government. 

But if the Brazilians were eager enough to 
hear of Asian wisdom — even if social and 
economic conditions may be unrepeatable 
back home — the Asians were at times as- 
tonished to learn in return of the industrial 
sophistication of some of the Latin countries, 
and the extraordinarily low asset values pre- 
vailing. No wonder that Taiwan money is be- 
ginning to find its way to Latin America. 

Most investors are, of course, put off not 
just by the triple-digit inflation but by the 
debt problem. But the debt situation is more 
an advantage than otherwise to all but the 
banks which did the lending. Over the past 
18 months, according to Shearson Lehman, 
the market value of Latin debt has continued 
to fall — from 65% of face value to 43% for 
Brazil, 60% to 20% for Argentina and 70% to 
58% for Chile. (Philippine debt, by compari- 
son, has fallen from 72% to 53%.) 

In effect this means the effective debt level 
of, for example, Brazil is now 43% of a nomi- 
nal US$100 billion or so. In other words 
Brazil's foreign debt is a lot less than Austra- 
lia's in absolute terms and even smaller rela- 
tive to the size of its economy and trade. 

Meanwhile, Brazil's current account — 
even taking full debt interest into account — 
is about in balance compared with a US$8 bil- 
lion deficit for Australia. Asset values in the 
Latin countries are depressed in local cur- 
rency terms, and even more so given that ef- 
fective exchange rates are, according to Mor- 
gan Guaranty, 20-40% below 1980-82 aver- 
ages. The foreign banker's cross is now the 
foreign equity investor' s opportunity. 
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A brake on borrowing 


nvestments were a major factor in the 

Philippine economy's 1988 growth, 

which at about 6.5% was the highest for 

nine years. The growth rate actually 
touched 7.5% in the first nine months of the 
year, but a series of typhoons which exten- 
sively damaged crops in the succeeding 
months, pared the gains. 

Economists agree that the year's growth 
represented a healthy shift from the previous 
two years of consumption-led growth led 
by government pump-priming. 
Buoyant domestic demand has now 
revived the industrial sector, and in 
certain areas more capacity is needed 
to meet demand. ; 

The economy, according to gov- 
ernment and independent 
economists, is now poised for export- 
driven growth. Of the industrial pro- 
jects proposed over the past year, 
some 40% were intended to produce 
for export markets. More export- 
oriented projects are expected in the 
coming months, particularly from 
Asia's newly industrialised countries 
that have just lost preferential treat- 
ment in the US. 

Future growth prospects, how- 
ever, appear to depend on how inter- 
national interest rates move, and 
whether governments can tame pro- 
tectionist tendencies, particularly in the de- 
veloped economies. 

The transition to export-driven growth 
will not be easy. The government's most 
daunting problem remains the huge debt 
burden. Estimated at some US$28.2 billion, 


% 


merely servicing the debt takes up some 45% 
of the 1989 national budget — or about 30% 
of projected export earnings. 

The Philippine Government is negotiat- 
ing a US$1.3 billion financing package with 
the IMF for 1989-91. The country's debt 
negotiators hope to resume negotiations in 
January, but they may have to agree to the 
IMF's calls to cut spending to reduce the need 
for more borrowings. 

Agreement with the IMF is doubly 


Staging a comeback 


change from previous year, GNP at constant prices 





“Estimated 


important, 


because separate 
tions for more money with the country's 
commercial bank creditors and official and 
bilateral financing sources, may hinge 
on it. External financing of some US$7-8 
billion may be needed for the economy to 


negotia- 





keep growing at 6.5% a year until 1992. 

The governmentis also under pressure to 
improve its revenue programmes. Tax col- 
lections in 1988 were estimated to be some 
15% below target. This has led to cuts in 
some of the government's development pro- 
jects. For 1989 the government's P227.5 bil- 
lion (US$10.7 billion) spending programme 
is matched with revenue targets of some 
P118 billion. 

Huge fiscal deficits have forced the gov- 
ernment to borrow substantially 
from the domestic market, thus 
crowding out the private sector 
whose own credit requirements | 
also been growing in line win 
the expanding economy. More- 
over, the government's borrowings 
have pushed up domestic interest 
rates. 

Lending rates are forecast to re- 
main high at about 17-19% in the first 
half of 1989, perhaps easing after the 
IMF financing package has been wrap- 
ped up. The monetary authorities are 
also using higher interest rates to 
prevent speculative attacks on the 
peso. 

Inflation has accelerated to around 
9% in 1988, from 3.8% in 1987. Al- 
though the governmentis forecasting 
7% inflation in 1989, economists be- 
lieve it will hit 10%. 

The overall balance of payments for 
1988 was forecast to show a surplus of 
some US$130 million — lower than the 
1987 surplus of US$264 million. 
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Company results 
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Birth greatly evaggerated 


akarta’s handful of share brokers must 

be beside themselves. After more than 

a decade of spending their mornings 

reading the newspaper and sending 

e odd buy or sell order over to the national 

levelopment planning agency Bappenas for 

ipproval, a mysterious surge ot tree-market 

mpulse sent the local index through the root 
n mid-December. 

A few days after the market surge, 
akarta's technocrats announced plans to 
»ermit private companies to set up stock ex- 
:hanges in provincial cities and, more criti- 
zally in the short run, to let foreign brokers 
: in to set up joint ventures. 

. fore Shroff is willing to divine a 
capitalist carnival taking place in the Jakarta 
Stock Exchange (JSE) over the coming 
months, he suggests that those international 
brokers and fund managers Jakarta-bound 
consider some facts. 

For starters, the Jakarta bourse was recon- 
stituted in 1977 notasa vehicle for companies 
raising capital but as a means to nationalise, 
in a polite way, the majority share of the local 
affiliates of Goodyear, British American To- 
bacco and others. All but eight of the 24 
companies on the exchange have already 
reached their maximum foreign-ownership 
level. This leaves pretty thin pickings for all 
but those willing to risk proxy purchases of 
shares through Indonesians. 

The structure of the exchange, with the 
heavy hand of the exchange regulatory 
agency Bappepam hovering overhead, still 
remains geared towards income redistribu- 
tion. not capital gains. About 40% of out- 
f ing shares, for instance, are in the 
laus of the government company 
Danareksa. Modelled after Malaysia’s Per- 
nas, Danareksa holds onto the shares, and, 
not incidently, the voting rights, and issues 
scrip to small-time punters directly and 
through a unit trust. 

Danareksa also has the right of first re- 
fusal on 50% of any offering approved by 
Bappepam. The government, in other 
words, not only approves but is the lead un- 
derwriter on any share issue. Further, 
Danareksa has been an active market maker, 
chiefly as a buyer — though in this past 
Christmas bull market, as a seller — and has 
acted to dampen price swings in the second- 
ary market. 

With Danareksa and Bappepam acting as 
the Securities and Exchange Commission, 
the New York Stock Exchange and most of 
Wall Street all rolled into one — and a gov- 
ernment-controlled one at that — the In- 
donesian bourse has a long way to go before 
it starts serving a free-market role. 


The Berkeley Mafia at Bappenas, the Fi- 
nance Ministry and the central bank know 
this, but in their wonderfully Javanese way 
are taking an ever-more circuituous route to- 
wards change as the goal of an operative 
market comes closer to becoming a reality. 
The December 1987 package easing listing 
requirements and removing certain restric- 
tions on foreign ownership of shares was re- 
latively straightforward. So was the an- 
nouncement in October of a 15% withhold- 
ing tax on previously tax-free time deposits 


Jakarta's emerging market 
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and the more recent decision to allow for- 
eigners to form joint-venture brokerages. 
These moves make the share market more 
attractive both as a place to invest and to raise 
money. 

Those witnessing the JSE's first fitful 
surges in mid-December remarked at the 
mixed bag of punters. At one extreme there 
were the block buyers — one rumoured tobe 
Indonesia's own Liem Sioe Long, prompting 
fears among those considering going public 
that his and other large conglomerates might 
make a habit of this. 

Also in evidence, though, were small in- 
vestors — now no longer allowed on the ex- 
change floor as occurred in quieter days. 

Far harder to gauge will be the impact of 
the decision to allow private exchanges in the 
provinces. Harkening back to colonial times 
when the Dutch had bourses in Semarang 
and Surabaya, the move to force change at 
the centre from the periphery is curious in- 
deed. Shroff thinks that the authorities might 
have done better to concentrate further on 
streamling the government role at the JSE and 
on broadening the membership roles of 
listed companies than to build new ex- 
changesin the hinterlands. 

JONATHAN FRIEDLAND 
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It took nearly a year, but some of Shroff's 
1988 New Year's wishes for the Securities 
Exchange of Thailand (SET) were finally 
realised. For one, as the market dropped in | 
December, SET officials took it as a normal 
workaday downturn, rather than an occa- 
sion to talk the market up. 

Also, in thelast week of December the SET 
conceded that short-selling does happen and 
should be halted. It is not likely that any real 
action will be taken, since SET members 
would be liable for criminal action. But it is a 
nice gesture. Not only that — the cabinet set 
in motiona plan torevamp the regulatory ap- 
paratus, which if all goes well may result in a 
Securities Exchange Commission responsi- 
ble to the minister of finance emerging dur- 
ing 1989. 

Still, it needs to be said that the SET is al- 
ready one of the best-regulated markets in 
Asia, and is jealously protecting that status. 
With that, Shroff would respectfully voice 
his wishes for 1989. 

First, that the government give more poli- 
tical support to the regulators. 

Political backing might help the SET de- 
cide how to pick three new members from 
the 15 applications submitted six months 
ago. In mid-December, for the umpteenth 
time, the SET board put off the decision, again 
saying they needed more information. SET 
chief Maruey Phadoongsidhi told Shroff that 
the decision could possibly be put to bidding 
“because there are so many qualified candi- 
dates." If they are all qualified, then what 
more information will disqualify them? 

Shroff hopes the SET will not push the 
supply issue so much this year because the 
foreign board, established late in 1987, could 
take a heavy knock from the possible issue of 
non-voting B shares for foreign investors. A 
heavy supply of non-voting shares is never 
popular, and would wash the premium out 
of many foreign board shares. In the process 
alotofforeign investors who have stuck with 
the market would be hurt. 

Until the commercial code can be re- 
vamped, even voting shareholders are not 
adequately protected. In this environment B 
shares are doubly undesirable. 

Finally, as more foreign research offices 
are allowed to set up and distribute SET re- 
search to overseas investors, Shroff hopes 
they will be allowed to make it available lo- 
cally. Recently Shroff was approached by a 
marketing chief of a local brokerage to open 
an account. "Can I see some of your re- 
search; what are you recommending?" 
Shroff asked. "Oh, our investors usually 
know better than we do," was the honest 
reply. PAUL HANDLEY 
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Genting finds it tough breaking out of casinos 


Sometimes 


By Jonathan Friedland in Kuala Lumpur 


alaysian casino operator and planta- 
M tion company Genting Bhd will 

turn in its best results ever in 1988. 
The M$438 million (US$162.8 million) turn- 
over group looks set to post record after-tax 
profits of M$102 million, its earnings buoyed 
by increased consumer spending and a de- 
valuation of the ringgit, which has boosted 
the number of Singaporean punters at its 
flagship casino and resort in the mountains 
outside Kuala Lumpur. 

Prospects for the year ahead look even 
better. Yet Genting’s record is marred by 
what now looks to be an ill-fated gambit to 
become a major international casino operat- 
or, an effort supported by an overly clever 
1987 share distribution scheme. The aborted 
flotation of 14.8%-owned overseas sub- 
sidiary Genting International (GIL) in Hong- 
kong in April 1987 left a bad feeling among 
investors stuck with GIL shares offered in lieu 
of a cash dividend to parent company 
shareholders the year before. 

The ill-will has worsened as the 230.5 mil- 
lion issued GIL shares are now priced in an in- 
formal grey market at'less than half their un- 
- derlying net asset value. Institutional fund 
managers, many of whom are forbidden to 
hold unlisted shares, have thus been obliged 
to sell their stake in what is now little more 
than a cash shell. The buyers, say sev- 
eral senior Kuala Lumpur brokers, 
are the family of Genting chairman 
Tan Sri Lim Goh Tong. 

The Lim family, which owns 
29.58% of Genting through its private 
company, Kien Huat Realty, has as a 
result shown no great urgency to seek 
a listing for GIL since the rejection of its 
Hongkong application. Together 
with Genting’s stake, the Lims, 
through two other companies — Kaz- 
zon and Golden Hope — control 
53.8% of GIL’s stock. 

According to Crosby Securities, 
Genting’s share price has largely un- 
derperformed the market because of 
the GIL affair. “There is no doubt that 
Genting has badly hurt its image 
among shareholders, particularly institu- 
tions in Hongkong, Singapore and [Bri- 
tain]," adds the executive director of another 
broking house in Malaysia. 

Genting officials say the laggard perform- 
ance of their shares justifies moves to diver- 
sify out of Malaysia anyway, especially since 
the company almost wholly relies on earn- 
ings from a casino licence that could be taken 











winner 
away atany time. "We do not 
feel that GIL’s inability to ob- 
tain a listing has hurt Genting 
Berhad's reputation among 
institutional investors," said 
Lim Chee Wah, the son of 
Genting’s chairman and a 
board member of Genting, its 
listed plantation subsidiary 
Asiatic Development, and 
GIL. 

Genting’s faulty steps 
during the past two years do 
not detract from the fact that 
the company remains very 






term debt at the end of its 1987 fiscal year. The 
group’s lack of gearing and sound opera: 
tional management have helped keep up < 
consistent patter of “buy” recommendations 
by Singapore and Malaysian brokers ove 
the past few years. 

But Genting’s cash cow in the highland: 
— which accounts for an estimated 77% o 
group earnings — is a risky 
source of income. The casinc 
licence is renewable even 
three months and remain: 
hostage to Malaysia’s shifting 
political tides. 

After building up th: 
highlands resort-casino anc 
accompanying infrastruc 
ture from virgin jungl 
during Genting's first 1 
years of operations — | 
task which has won wide 
spread plaudits for it 
audacity and vision — " 
Lim family embarked 
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profitable. Its cloud shroud- two-pronged diversitice 
ed, mountain-top casino is 4 tion campaign in the earl 
run with a sharp eye for the Lim: no urgency. 1980s. 

bottom line, with resort The Fujian-born elde 


maintenance taking a back seat to importing 
and extracting cash from an estimated 5- 
25,000 daily visitors. The Genting Highlands 
resort consists of three hotels, an amusement 
park, several restaurants and a Chinese tem- 
ple as well as the casino. Further down the 
mountain is the Awana Country Club, a lux- 
ury golfing resort catering to Kuala Lumpur 
expatriates and graced by the presence of a 
French provincial mansion owned by Fi- 
nance Minister Datuk Daim Zainuddin. 
Awana and the hotels, though, are pale 
money spinners compared with Genting's 


The punters’ favourite 


Genting share price movement 





Source: Zalik Securities 


huge gaming pit. Although casino turnover 
is confidential, the company is one of 
Malaysia’s top tax payers and its gaming par- 
lour is said to have one of the lowest pay-out 
ratios in the world. 

Some inkling of turnover can be gained 
from Genting's most recent public accounts. 
The group had M$154 million in cash on 
hand, minor trade credits owed and no long- 


Lim, who was a government constructio 
contractor in the 1950s, bought Asiatic Deve 
lopment — a shell company — in 1980 an 
quickly used it to buy three Hongkong-base 
Malaysian plantation companies for M$1& 
million. Building up a 20,000-ha rubbe 
palm oil and cocoa-planted land ban 
over the years and bringing in top agricu 
tural managers, Asiatic is now one í 
Malaysia’s more promising plantation con 
panies, according to Morgan Grenfell Asia. 

The 70.9% Genting-owned Asiatic is e 
pected to turn in 1988 net profit of more tha 
M$14 million, almost double pr 
vious year's earnings. Morgan Gre! 
fell said that Asiatic's high prospe 
tive price-earnings ratio of 42 reflec 
the company's strong profit gn 
potential as its plantations matu 
the wake of an ambitious replantir 
programme completed in 1987. Asi 
tic's potential is heightened by its i 
vestment in advanced natural rubb 
polymers. 

Asiatic and Genting’s othe 
smaller, plantation subsidiary cont 
butes about 12% of group revenu 
Lim Chee Wah said the company b 
lieves that one day plantation re 
enues may outstrip those of the 1 
sort division but that “there is 1 
bias within the group to deliberate 
switch management focus.” 

Nonetheless, the big plantation pay off 
even with first class commodity prices ar 
no climatic catastrophes — appears a deca 
away. Thus, Genting in the early 198 
began to diversify from its dependence « 
gaming in Malaysia. In 1981 and 1982, a cor 
pany owned by Tan Sri Lim bid for, a 
peared to have won, and then pulled out 
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two separate contracts to build and operate 
casino resorts in Australia's northern state of 
Queensland. 

Genting says their last-minute with- 
drawal from the Breakwater Island Resort 
and Jupiter Gold Coast Casino projects was 
because a law before Queensland's legisla- 
ture would enable the state to seize the 
casino if the ownership was considered "un- 
suitable." The government of then premier 
Sir Joh Bjelke-Petersen had planned to give 
the hapless "unsuitable" owner no legal re- 
course. 

Genting’s luck has only been a bit better 
elsewhere in Australia. After spending A$65 
million (US$55.3 million) for a majority stake 
in the Burswood Island Resort and Casino in 
Perth, Genting and the Lims' Kazzon and 
Golden Hope — through their GIL-owned 
stake in the listed Burswood Property Trust 
— sold their equity to a Japanese consortium 
in 1988 for A$110 million, realising only a 
1 ast gain. GIL retains the management 
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contract at Burswood and at another casino 
in Adelaide. A three-time attempt to win the 
right to build a A$400 million casino in Syd- 
ney was nipped in the bud first by an investi- 
gation into GIL’s partner in the Burswood 
venture and later, by the election of a New 
South Wales state government opposed to 
the project. | | 

Genting’s 1985 US$15 million purchase of 
5095 of the Bahamas government-owned 
Lucayan Beach Resort and Casino has not 
been a success, either. The loss-making 
Caribbean property is on the market, say 
local brokers. 

GIL’s assets now consist of three casino 
management contracts and a great deal of 
cash, having started life in 1987 with a M$74 
million injection from the parent company, 
about half Genting’s cash on hand at the 
time. In the wake of the sale of the Burswood 
interest, of which it had 42.1%, the group has 
58.2% of its total assets in cash and deposits. 
Lim Chee Wah said GIL remains on the look 





South Korean yards lock out striking workers 





outh Korea's shipbuilding industry is 
by lurching onto new shoals. The man- 

agements of Hyundai Heavy Indus- 
tries and Hyundai Engineering have locked 
out more than 22,000 striking workers fol- 
lowing a deadlock in negotiations over the 
reinstatement of union leaders and demands 
for large bonus increases. 

Union advisers say the national assem- 
| failure to amend the country's repres- 
: abour legislation has led to what one 
called a state of virtual anarchy. The Labour 
Ministry has refused to intervene in the dis- 
putes and the unions and management ac- 
cuse each other of unfair practices. "It is the 
law of the jungle," said an adviser. "There's 
been a total breakdown in the labour dispute 
adjustment system." 

The twin disputes are symptoms of the 
spreading influence of the increasingly milit- 
ant Democratic Trade Union Movement, 
which is seeking to set itself up as an alterna- 
tive umbrella organisation to the Federation 
of Korean Trade Unions (FKTU). The only 
Hyundai workers affiliated to the FKTU are 
those at Hyundai Motors, the car-manufac- 
turing giant. 

Hyundai spokesmen claim only 3,500 of 
the 22,000 employees at Hyundai Heavy In- 
dustries and 900 of the 2,000 workers at 
Hyundai Engineering have been engaged in 
the disputes, which began on 12 December. 
The strikers at the two Ulsan-based plants 


Labour rocks the boat 


have been seeking 10076 bonus increases 
and cut in Saturday working to half a day, in 
addition to demands for the reinstatement of 
sacked union members. 

Militant Hyundai Engineering workers 
say they want the company to re-employ 
union leader Kwon Yung Mok, who was re- 
leased recently after serving a jail sentence 
for inciting violence during the initial labour 
unrest in 1987. Hyundai dismissed Kwon 


and about 30 others who were given sus- 


pended jail sentences for their part in the vio- 
lence. Under laws which unionists claim are 
undemocratic, the company is permitted to 
dismiss those convicted by the courts. | 

Hyundai Heavy Industries has been 
beset with labour problems since September 
1987 when 47 employees were sacked for al- 
legedly setting fire to the Ulsan city hall. The 
situation now appears to have been compli- 
cated by conflicts within the union itself, 
with union leader Sch Tae Soo saying he has 
been forced to step down to make way for 
former chairman Lee Hyong Kon, whose 
reinstatement is one of the issues in talks that 
have dragged on since April 1988. 

Hyundai is not the only shipyard in trou- 
ble. A rescue plan for the debt-ridden 
Daewoo Shipbuilding & Heavy Machinery 
(REVIEW, 8 Dec. '88) has still not been settled, 
with officials arguing that the firm must 
spend more if it is to qualify for bailout mea- 
sures and find the Won 820 billion (US$1.2 
billion) both sides agree is necessary to nor- 
malise operations over the next five years. 


out for suitable investments in Australia and 
elsewhere. 

The lack of fixed-operating assets will 
only make it more difficult for the Lim family 
to obtain a listing for GIL. The Lim family had 
hoped to win a Hongkong listing, lining up 
support from then chairman of the Stock Ex- 
change of Hongkong, Ronald Li, and going 
ahead with the bonus distribution in May 
1987 on the grounds that only formalities lay 
ahead. The October 1987 crash and Li's sub- 
sequent arrest ^were a rude shock," accord- 
ing to the head of one local broking firm. 

Rude indeed. On 16 April 1988, Hong- 
kong’s securities commissioner rejected GIL's 
listing application, arguing thatthe company 
had no assets in Hongkong nor had a clearly 
defined plan for the investment of its sub- 
stantial liquid assets. Since then, say brokers 
familiar with Genting, the Lims have made 
informal inquiries in Luxembourg, Hong- 
kong and Australia in the hope of eventually 
winning market validation for GIL. u 


Group chairman Kim Woo Chong recent- 
ly offered to raise Won 300 billion for the ail- 
ing shipyard — Won 200 billion by disposing 
of five subsidiaries, Daewoo Investment and 
Finance, Korea Steel Chemical, Pungkuk 
Oil, Sorak Development and Shina Ship- 
building, and another Won 100 billion 
through the sale of shares of other affiliates. 
He also proposed that the state-owned 
Korea Development Bank (KDB), which 
holds 30% of the shipbuilder's equity, invest 
a matching Won 300 billion, in addition to re- 
scheduling Won 250 billion in loans. 

KDB is reluctant to commit any more 


funds, though Trade and Industry Minister ..: 5 


Han Seung Soo has indicated that stance 
may change if Daewoo Shipbuilding's 14,000 
workers agree not to demand steep wage in- 
creases and the company itself takes other 
steps to boost its share of the rescue pack- 
age. | 

Meanwhile, there were conflicting re- 
ports over how a three-week strike at Sam- 
sung Heavy Industries' Koje Island shipyard 
ended on Christmas Day. A spokesman at 
Samsung, the last major South Korean 
group without independent unions, said the 
dispute "ended automatically . . . don't you 
know Samsung?" Samsung has a reputation 
for heavy-handed anti-union tactics. Union 
sources say a hired save-the-company squad 
broke into the plant's electrical utility room 
and overpowered workers who had cut off 
power to the shipyard. | 

The FKTU, which has called a nationwide 
boycott of Samsung products among its 1.5 
million-strong membership, is expected to 
continue its assault on the company, possi- . 
bly with the assistance of radical students _ 
who have already staged one protest outside _ 
a major group-owned Seoul department 
store. That development, say the sources, - 
could be ominous with the spring wage ne- — 
gotiations on the horizon. " 
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RELATIONS 


Washington gets tough on GSP benefits 


So far, but no further 





By Paul Handley in Bangkok 
toughening of Thailand's stance in ne- 





gotiations with the US over protection 

of intellectual property rights is likely 
to end in a reduction of the country's 
generalised system of preferences (GSP) trade 
benefits. Unspecified proposals to reduce 
Thailand's GSP benefits are awaiting Presi- 
dent Reagan's signature, and mostobservers 
expect the outgoing president to agree to the 
proposals. 

The cuts will probably have limited 
scope, since the US departments of state, de- 
fence and other security-related bodies re- 
portedly lobbied hard to prevent the trade 
row from damaging the political alliance be- 
tween the two countries. But as both sides 
appear to have dug into their positions, that 
relationship could become more delicate. 

The options currently before Reagan are 
thought to involve reductions in tariff con- 
cessions on toys, flowers and furniture. Any 
cuts at all will signal harder times for Thai- 
land just as it is beginning to become an ex- 
porting force. Following the forced gradua- 
tion of Taiwan, Singapore, Hongkong and 
South Korea from all GSP benefits from 1 Jan- 
uary 1989, Thailand is set to become the third 
largest beneficiary of US GSP breaks. 

The impasse over protection of intellec- 
tual property was unexpected. Farlier in 
1988, under then prime minister Prem Tin- 
sulanond, US negotiators thought the major 
differences had been ironed out. Even 
though amendments to the copyright law 
pledged by Prem were never made, the US 
Congress voted tojoin the Berne Convention 
on intellectual property later in 1988. This 
seemed to remove a major stumbling block, 
because Thailand was already a Berne sig- 
natory, and would be committed to protect- 
ing US products under the convention. 

Also, during negotiations in Honolulu in 
October, the US requested several undertak- 
ings by the new Thai Government of 
Chatichai Choonhavan, nearly all of which 
Thailand met. One of these was that Thai- 
land should support the US position in the 
Montreal multilateral trade negotiations. 
After further talks in Washington collapsed, 
the Thais met another US demand by slash- 
ing import duties on apples, soyabean pro- 
tein and wheat. 

“We had doneourbestand shown ourin- 
tentions" after Honolulu, said Thai Com- 
merce Minister Subin Pinkayan. 

One of the two main areas of disagree- 
ment was over protection of computer 
software. Following a request from the US, 


Thailand's top body of legislative opinion, 
the Juridical Council, ruled that computer 
software was already protected under exist- 
ing law following the US’ joining of the Berne 
Convention. The US agreed to wait indefi- 
nitely until a court case confirmed the ruling. 

However, the US then insisted that the 
Thai Government pledge to stifle any legisla- 
tion giving separate (or sui generis) treatment 
to software. Such a law has previously been 
proposed by private groups in Thailand, but 
never by the government. 

Thai negotiators saw this asa US demand 
for the government to restrict its own legisla- 
tive process — an unacceptable encroach- 
ment on sovereignty The US negotiators 
had, however, toned down their its request, 
merely asking that the government should 
not propose the law. The US rejected a Thai 
proposal that both sides would take no ac- 
tion until a court decision. 

The two sides disagreed more deeply 
about protection for certain items not pro- 
tected under Thailand's patentlaw — mainly 
pharmaceuticals, but also plant and animal 





Chatichai: negotiations. 


breeds and farm machinery. Agreement was 
reached on how Thai law was to be 
amended, but not on a timetable for submit- 
ting the amendment. 

Thailand insisted that any protection 
should take place under the framework of 
the current Uruguay Round of Gatt negotia- 
tions, which implies action would be taken 
around 1992-93. The US wanted protection 
earlier — by 1990 — and a compromise could 
not be reached. 

The US also wanted interim protec- 
tion through administrative measures 
for new drugs but negotiators could not 





agree on the scope of these measures. 

Thai negotiators seem stoical about losing 
the GSP benefits, but denied having taken an 
increasingly tough line. "We have not 
changed our policy at all," insists Subin. “If 
we become a developed country, we have to 
give up GSP." 

Nevertheless, the timing was not good, 
since separate talks to revise and renew the 
bilateral textile agreement also collapsed in 
December, leaving no fixed agreement from 
1 January 1989. Observers say this was a 
coincidence — but the collapse did stem 
from Thailand's rejection of the key US pro- 
posal. (The US wants an umbrella quota cov- 
ering all textiles, while Thailand dismisses 
the idea, preferring the previous categorised 
quotas.) 

The public perception is that the 
Chatichai government has been much 
tougher and more nationalistic than the pre- 
vious Prem administration, and less amena- 
ble to discussion with the US. While this 
extreme view, there has been signii 
strengthening of the Thai position. 

“I think the only change is the govern- 
ment is showing its bottom line clearly," said 
Thai negotiator Surakiat  Sathienthai. 
Surakiat is an international trade law 
specialist, and also a member of Chatichai's 
advisory group which some hold responsi- 
ble for much of the alleged hardening of at- 
titudes. One US official blamed the advisers 
for the breakdown, and other Thai 
negotiators have privately criticised their in- 
volvement. 

Nevertheless, Surakiat and others insist 
the policy came from Chatichai, himself a 
seasoned negotiator well aware of the rela- 
tive costs and benefits of holding a position. 
They argue that the previous government 
negotiated as if GSP could not be sacrificed. 

Some analysts supporting Bangkok's 
stance argue that a cut would ultimately cost 
exporters only several million US dollars. 
Thai industry is generally thought to E 
tremely competitive anyway, so dai. 
would be minimal. For example, in 1987 Thai 
jewellery exports lost their GSP benefits after 
taking more than 50% of the market — yet 
the exports are still growing. 

Moreover, the Thai side has recognised 
that an agreement does not guarantee the fu- 
ture of Thai exports to the US as they can still 
be attacked under section 301 of the US om- 
nibus trade bill passed in 1988. Washington 
is unable to control private industry applica- 
tions for a section 301 trade action, which can 


. force the government to raise duties or cut 


shipments on imports from the offending 
country. 

This means the exporting country will 
have to spend much time and money to de- 
fend itself, no matter what the outcome of 
other bilateral trade negotiations. Thus, as 
Surakiat said, the Thais will be facing con- 
stant trade negotiations from now on, what- 
ever agreements are signed. So it might be 
better to begin digging their heelsin now. m 


BRIEFING 


china tightens export 
*ontrols on metals 
> China has imposed a ban on exports of 
'opper, aluminium, nickel, platinum and 
rellow phosphorus, Xinhua newsagency 
innounced. The export controls, which take 
'ffect from 1 January, will also cover 
'hromium and molybdenum ores, metallic 
nagnesium and manganese, ferro-chrome 
ind ferro-manganese, as well as 
»x»ypropylene, polystyrene, rubber and ABS 
esin. China announced tighter controls on 
lomestic pricing and marketing of non- 
errous metals in October 1988. 

ROBERT DELFS 


lapan gets tough 
n scrip offers 
| van's Ministry of Finance committee on 
"trading has recommended measures 
ntended to prevent a recurrence of the 
Recruit Cosmos scandal in which politicians 
ind others made big profits by receiving 
shares before the firm was listed on the 
yer-the-counter market. The reforms 
nclude a public auction of some of the 
shares before the subscription price is fixed, 
he disclosure of all share transactions 
luring the two years before registration and 
ighter controls on trading unregistered 
shares. NIGEL HOLLOWAY 


MCA sells stake in 

its headquarters building 

The Malaysian Chinese Association 
(MCA) has sold a 49% stake in its 23-storey 
headquarters building in Kuala Lumpur to 
Multi-Purpose Holdings (MPH), and its four 
publicly listed subsidiaries. The deal values 
the huilding at M$42 million (US$15.5 

1 n), compared with MCA's outstanding 
| s»wings of a reported M$35 million. The 
MCA will retain a 51% interest in the building 
— which was nearly auctioned off last year 
by its main creditor, state-owned Bank 
Bumiputra Malaysia — through Kelantan 
Plantations, a shell company to be owned 
jointly with MPH. MPH is the investment arm 
of the MCA. NICK SEAWARD 


Manila power utility sale 
approved by Aquino 

P Philippine President Corazon Aquino 
has formally approved a programme for the 
sale to the public of 46.5% of the power utility 
Manila Electric Co. (Meralco) — a major step 
inthe Philippine Government's privatisation 
programme. The sale of 19.9 million shares 
of Meralco will be implemented over a 
period of four years, starting with 7 million 
shares in 1989. The shares were formerly 
owned by state-controlled Meralco 
Fearmdation Inc. (Men and First Philippine 


Holdings Corp. (FPHC), a holding company 
controlled by the Lopez family. A syndicate 
of 10 financial institutions led by Morgan 
Guaranty Trust and Bank of the Philippine 
Islands (BP!) initially will acquire the shares 
for P690 million (US$32.3 million). Profits to 
be realised from the subsequent sale of these 
shares through the stockmarket will be 
divided 30% to the government, 35% to MFI 
and FPHC and 35% to the Morgan and BPI 
syndicate. .— JOSE GALANG 


India seeks foreign help 

to expand refinery output 

> India is turning to once-spurned 
multinational oil companies for help with its 
refineries in a bid to meet its target of 80% 
self-sufficiency in middle distillates (petrol 
and naphthas) during the coming five-year 
plan (1990-95). The government-owned 
Bharat Petroleum is discussing two 

projects with Royal Dutch Shell: a new 

Rs 20 billion (US$1.3 million) refinery 
complex for central India and a Rs 3 billion 
renovation and expansion of a refinery at 
Chembur near Bombay. Ironically, the 
Chembur plant belonged to Shell before the 
plant wasnationalised in 1976. 


LINCOLN KAYE 








New plasties plant 

planned for West Java 

> An Indonesian consortium controlled by 
Liem Sioe Long will build a polystyrene 
plant in West Java, the first venture in this 
field since the lifting of Indonesia’s plastics 
monopoly last October. Sources say that 
plans for the 20,000-tonne capacity plant had 
been delayed by the monopoly. The US$20 
million plant at Merak will be a joint venture 
with Dow Chemical, Indomas Hasta Kreasi, 
owned by Liem’s Indocement group and 
Sinar Mas. MICHAEL VATIKIOTIS 
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EC Commission drafts 
new takeover rules 
P The EC executive commission has 
proposed common rules governing takeover 
bids for publicly listed companies which is 
widely seen as a precaution against the 
likelihood of bids from Japan to buy out 
European companies in the run-up to 1992 
when the EC is due to become a unified 
market. These proposals, which require the 
approval ofa majority of the EC's 12 members 
only rather than unanimous consent, leave 
members the discretion to block bids from 
non-EC companies if EC companies are 
barred from takeovers in that 
company’s home country. 

ANTHONY ROWLEY 


Taiwan frees China trader 
convicted of treason 
P Taiwan's Supreme Court on 22 December 
ruled that a Taiwan businessman who was 
found to have traded directly with China 
was not guilty of treason as charged. The 
landmark ruling signalled an important step 
in relaxing attitudes towards China and 
heralds further growth in Taiwan-China 
trade, which is expected to reach US$2.5 
billion in 1989, While indirect trade is 
condoned by the authorities, direct trade is 
still regarded as seditious under Taiwan law. 
JONATHAN MOORE 


Two Japanese ship 

operators to merge 

p Japan Line, a leading tanker firm, and 
Yamashita-Shinnihon, will merge to form 
Japan’s largest ship operator with a 
capitalisation of Y72 billion (US$576.9 
million), about 25% larger than the current 
No. 1 shipper, Nippon Yusen. Although the 
industry is returning to profit, a rise in costs 
and heavy competition on North Pacific 
routes has brought about the merger, the 
most significant in the industry for more 
than two decades. NIGEL HOLLOWAY 


Burma plans to revamp 

sea fishing industry 

> Burma has taken steps to revamp its sea 
fishing industry with the signing of 
joint-venture agreements with 10 foreign 
firms. The state-owned fisheries 
corporation’s memorandum of 
understanding with firms from Japan, 
Thailand, Malaysia, Hongkong, Singapore 
and South Korea provide for joint fishing 
operations in Burmese waters. Of the 
corporation's 40 trawlers, all but one were 
badly damaged by looters during 

the recent anti-government 


demonstrations. M. C. TUN 














PRICES AND TRENDS 


Latest Previousweek — 3months ago 


Last sale to 23 Dec. 





: Aluminium. | 
ured ery (Dec) 


.- Currentdelivery (Mar) 


| oe 
boss Paoli. | 
2 Garren Oe) 
_ Mat. delivery - 
Sugar E | 
af. Guat eve lan ny 
Mat davey 





“Sarawak Asib ii | 


c Wheat 
[l| rere Man 


ay 


Cocoa - Bs 
Current delivery (Dec. l 
Mar delivery — 


Coffee — 
are 
Mar. delivery 
Petroleum 
Sumatran m 
Brent... 


io on 
Lee aa 


London (1) 


Kuala Lumpur (2) - 
New York (4) 


New York (4) - 
Chicago) - 


Curentdelivery(Jan) ^ S 
Mat. i ore 


; EL 1 1 n 


416.45 


2,542.50 


5928 


| 020 — 


1985. — 


28050. i 


41325 


152.70 
. 133000 
19.81 


5840 


59.38 = i 


28950 





London 
| E 896.00 
. 118500 


“Landon (1) 


86300 . 
117350 


8. 


97600 


903 — 


81600 — 
1,173.00 


OMO 


m m dead 


392 50 


1 19.60 


1,336.00 


1964 


952 00 


EC 


273.00 | | 
102500 . 
. 865 


Sf000 


O 83588 
mu Ba 


tem. . 
: UA 


Yearago 
485 15 
130.90 
.1H000. 
UO 


6691 


8740 — 


1,036.00 


Average of representative high-grade issues 


23 Dec. 
US$ — 


Domestic 


international 


Yen 


Domestic 


Intemational f 


 - Domestic 


- dnlemafional - 


Domestic - 


— Internationa 
Domestic ^ 
-international 


o Domestic 


Domestic 


. International. 


SFr 


1219.00 


(GEN 


 3-byearst 
T-YOyearst 


3-5 yearst 
?-tüyearst 


3 yearst 
tüyearst 
3-5 yearst 
fA years} 


3-5 years" 
iOyears” 


3-5 yearst 
?-1Qyearst 


3 yearst 


1Oyearst 


3) yearst 


f-Oyearst 


. TOysars" 


3-5 yearst 


(Pyearst 


.. .Syearst 
Re 2 - - lÜysarst 
n inertia ls * 5 vest " 


3-5 yeatst 


7-üycarst 
.3 years" 


7-10 yearst. 


3-5 yearst 
7 yearst 


3-5 yearst 


?-Miyearst ! 


Latest 


812 
911 
$31 
931 


r 
ATS 
405 
472 


6.20 
601 - 
6.45 


n3. 
na 
14.08 

1352 


10.42 
1021 
"082 


B ss 


Í 14, 235 - 

1380 
14.55 
1381 


443 
468 


qo. e 


1monih 


ago 


208 
818 


928 
938 


409 


4.80 


407 


480 


nhà 


563 


628 


na 
na 
1353 


. 1325 


Wee 
1808 
10.34. 
-135 


14.71 
1350 
1427 
13.48 


451 
4 68 


COBRA. 
CREE UU 
20.4287 
. 1658 


E ] 


6 monthsago 


13.89 
1255 
14.18 
12 85 


3.93 
459 


7.08 
-LBA 


E nee: Qua 2 


| B juss anor 
. (USeaS6 bushel 


(8 ne IM: 


QU use alb 5M MS. alonne (8) Ust ahii bushel. 


Bp MG ni Source: m p" | — "AM corporate Government A l g Source: Telerate 


: Economic indicators, selected Asian countries 


opted E 
Merlin n 


= batesi 
et Year earlier - 


c Trade Balance didi 
A igi. inm Now). 


E Latest 3months 
aS Yearearler cee 








ak 
chan 


PAS donis ds 


l E UNAM EX 
-imports o 
orae inae! uu 


ur % change previous 3months g 


| "c damevarnaer 
 .ConsumerPrices 


Latest months 2 
Se changepreviousSmonths ^-^ 


- "Se change year ealier 
s <- Money Supply (3). 


eee ban non ^ 
ks ^ Change year earlier 


, 2 E (t) Oia and ofer estimates ot (GOP Gi in ann) Ka Consum mer Prive index A -( 


USSO - 


Australia 


“uss 73 


= US$136b 
» “USS. 0m. 


voxRES 
nors 


 US$10168 


IR 
£152 


p “uyo due Br 
M ad Sed i 


Ea H A 


| Eu : 


China 


-usgi8 uei | 


E Ace | . US$: 85b. 


-USSOSTb Ur -Junej 
US$0. 63h 


—- -USS0 960 | 


aw. 
Hr 1(12)(0ct) uu 


Oct 1987 — 100 


E 201 | 


| Rb 8233tb (Mar 


sis 294. 


Ma 
fa 


+ US$0.600 (Aug -Oct) 
--US$0 49b- 


4-590. 63b 


US$1782b - 


*127 


U5$1722b.— 
+354 


Qd.84-SepL85— 100(2) — 


113 8tAug.-Oct) 
$24 
+G 


HK$339 18b (Oct } 


es 


£182 


e 
D NN 


-USS4 88b iue | 


USE. 4d 


- Sothern 


—US$157b 
~ USS. stb 


772 (Apr -June) 
*25 
+144 


Hs t. /4n OH Ang} 


3180 


indonesia 


49 
$5 


US$4 87b (July) 


USAD 


-US$3 24b (June-Aug } 
-US$2.32b 
--US$2 76b 


—  US$50?h 


4118 


US 78b 
282 


Apr 77-Mar. 78-100 


314 74(&ug -Ocl) 
+14 
+81 


O Rps 37 90 une) 


^33 
+ ?9 8 


Japan 


5.75 


45 


Us. Bb (Oct i}. 


US$72.66b 


| --US$20 37bi6 Aug -Odl ) 


+US$18 16b 
+US$19 40b 


US$67.30b(5) : 
+25 
+156 


US$46 93b(6) 
-12 
+200 


1985= 100 
102 0 4Aug.-Oct) 


- +08. 


408 


Eel Poet) | 
: d 8 


67. 


US$. 6b {Sepi} 
US$/ 47b 


4-4580.80b 
+ {35$0 506 


- US84.08b(4) . 
-10 
*348 


U5$3 478i4) 
-A32 


1980= 100 
128.6 (Feb -Apr 
-01 

ut 


EUM 
uRAÉ 





+US$O.61bE4) Wan Mar) — 








Currencies 





| Previous weekt 3months agot Yearagot 





23 Dec. USS Worth Banknote rate* -Official rate 
Australia dollar 1,135 1172 RT? 1373 1284 1378 
 Barigladesh taka 29.80 3220. na Ra na Er 
Britain pound 1.8725 1.802 1.8001 0:548 0.602 0.531. 
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Hongkong doliar LI 7.80 “7.807 . closed TTB 
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Indonesia rupiah 1,550.00 122040 122800 170600 155000 
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Macau palaca 810 . 8.05 na a na c 
Malaysia dollar 20605 2.105. 2304 2.655 2 6/45 2:485 
Nepal rupee 2650. 2400 na | hà n na. 
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Philippines peso 19.35 2135 2140 2140. 2123 2025 — 
Singapore doitar 1.8365 1.943 1 5445 1943 24041 1985 
South Korea won 72300 685.00 684.70 684.90 71970 740.08 
Sri Lanka rupee 26.00 33.00 32392 32.948 32971 26.00 
Switzerland franc 14425 1.495 Nx As EA > 15955. 12875 
Taiwan NT dollar 2835 28.15 39819 | . 834^ -- —— 2893 2888. 
Thailand baht 2455 25.00 2519 - 25.7 2555 24 85 
e... mark 1.7205 1775 US 1754 1.8846 1 5805 
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tMiddlerate "Selfingrate Source: Telerate for spol and forward rates from Asian money markets; Republ ic National Bank of New York and 
Hongkong Bank for banknote selling rates on the Hongkong market and Deak international Ltd f for official rates 
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unit deposit ratest 
1 3 6 12 
month months months months 
US$ 9625 94875 9375 94375 
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Yen 46875 450 456525 45625 
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STOCKMARKETS 


a a a Japan s brokers worked fora happy Christmas a a a Hongkong’s might as well 
have gone home early a a a Bargain hunters were abroad in Taipei in period ending 


| 206 December "au 





The index rose to near its all-time highs, as 
brokers worked to ensure a bullish 
year-end. Financials profited because of 
their heavy weighting in the index, and 
stock-index futures arbitrage helped cash 
shares. Dai-Ichi Kangyo Bank rose ¥260 
(US$2.10) to ¥3,370 and Yamashita- 


Shinnihon fell 30% to 369. Daily turnover | = 


was 612m shares worth ¥812b. 


Thin trading predominated over the four 
day period, with an absence of investors 
and market-moving news. Year-end fine 
tuning of portfolios accounted for what 
little movement there was. Daily volume 
was 308m shares worth HK$491m 





(US$62.9m). Hongkong Telecom rose 5 HK | e 


cents to HK$4.875, Hongkong Land rose 
20 HK cents to HK$8.95. 


Local investors made up for the lack of 
overseas institutional interest and prices 
finished broadly higher prior to the 
Christmas break. Interest was centred on 
hotels owing to takeover rumours about 
Apollo, which closed at $$1.52 (78 us 
cents), 2Scents up. DBS Bank finished 305 
cents up at $$7.30. Volume averaged 
15.2m shares a day, worth $$30.9m. 


In a period shortened by the Christmas 
holidays, prices finished higher in 
moderately active trading despite some 
earlier profit-taking. Blue chips and 
Singapore-based financial stocks fared 
best, with Sime Darby putting on 12 M 
cents (4 UScents) to M$4.26 and OCBC up 50 
M cents to M$10.90. Turnover averaged 
8.95m shares a day, valued at M$18.49m. 


A mid-period rally inspired by Wall Street | 


was sustained later by bargain-hunting 
institutions encouraged by the softer 
currency and good base metal prices. The 
rally was nourished at the end of the week 
by takeover rumours surrounding 
National Australian Bank. Turnoverin the 


fourand a half day period was314mshares | 


valued at A$685m (Us$582m). 


The recent recovery was maintained inthe | 


| New York 


three and a half day trading period, 
underpinned by David Lange's 
reconfirmation as prime minister, but 
countered by a rising currency. Fletcher 
Challenge ended the period at Nz$4.44 
(US$2.80), arise of 3 NZ cents. Brierley fell 3 


i 
i 


i 
i 


NZ cents toNZ$1.28. Volume for the period _ 


was 37m shares worth Nz$45.61m. 


FMAMJ JASONS OG 


Mining and oil stocks were further 
boosted by higher copper prices and 
speculativi e funds finding their way into 


— the market. Among the major stocks, 


slight gains were seen by Lepanto and 
Atlas while slight declines were recorded 
by PLDT and San Miguel. Average daily 
turnover was 2.58b shares, worth P80. om 
(US$3.8m). 


Trade expansion with the Soviet Union 
and a hint of encouragement from North 
Korea saw the market end the year oi 
bullish note after a mid-week slump. 
Volume slipped 4.3m to 15.1m shares 
worth Won 127.5b (Us$186.1m) lessat 
Won 367.2b. Trade and wood both 
gained, with theSamsung and Ssangyong 


F ee CTS: 


x] The inarket fell to 4 980 büt rebounded mn 


a technical correction as selling pressure 


^ expired and bargain hunters moved in, 


ignoring further central bank moves to 


p tighten credit. Daily turnover averaged 


(-. NT924.46b (US$867 7m). Textile firm 
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Hualon Teijran was up from NT$26.50 to 
NT$28.10. Plastics concern USI Far East 
| gained NT$6.50 to NT$100. 


The index bottomed out at 364.22, and 
rebounded strongly as bargain hunters 


- leaped in. Numerous large lots changed 


hands, and turnover averaged Baht 
325.2m (Us$21m). Thai Plastic and. . 
Chemical led the rally, jumping 33% m 
Baht 124, followed by strong financies 
"performers. But TS Life fell Baht 8 to Baht 
80, and IFCT fell Baht 4.50 to Baht 90.50. 


Heavy institutional buying on 23 
December — the last trading day of the 


m year — rallied the market after three days 


of dull trading. Turnover averaged about 
Rs 420m (US$28m) a day. Tata Steel gained 
Rs 41.50 to Rs 1071.25 on favourable terms 
for its forthcoming debenture issue. 
Associated Cement lost Rs 9 to 

Rs 351. 


Various explanations for a slumbering 
pre-Christmas decline were a rise in crude 
oil futures, profit-taking from the recent 
rise, and developments in the Drexel 
Burnham Lambert affair. Trading totalled 
541.7m shares, The Dow Jones Industrial 
averaged closed slightly lower; the 
Morgan Stanley Capital International 


f Index slightly higher. 


RIGHT BANK 
TO DO 
BUSINESS 


DONESI 
AND THE REST 
OF THE WORLD 


BANK NEGARA INDONESIA 1946 


WE ARE AT HOME WITH 270 BRANCHES IN MAJOR 


FINANCIAL CITIES AND 6 OVERSEAS BRANCHES 
AND REPRESENTATIVE OFFICES ACROSS 
3 CONTINENTS. 


8208 een BN 7509 GNI FXM BN 
(00973) 693018, 694168 
273808 BNE FAX BN. 


3, Finsbury Square London ECZA 1 DL - Englend 
Cable Acddetas.: Sanknegere London 

Telex : Fog CEU 

Phone : (00441 01 - 638 - 4070 

Face «$1. 286-9046 


HEAD OFFICE : 1 Jisim cade, P.O. Box 1946 KB 
JAKARTA 11001 - INOONESIA 

Cable = KANTORBESAR Telex : 42702, 42703 & 42721 KB BNI JKT 
Phone : D087) 6901217 8901240 8901245 6901250 








Business Directory: January — June Edition 
completely revised and updated 


A vital reference for anyone interested 


in doing business with China. 





















January — 


The only bilingual 
Telephone Directory for 
China published 
 semi-annually 


In order to maintain CPB's accuracy and time- 
liness CPB is published twice each year, cover- 
ing Spring/Summer (available January — June) 
and Autumn/Winter, (available July — Decem- 
ber). 


Given the frequency with which changes take 
-place in China amongst both the domestic and 
- foreign business and banking communities, the 
-semi-annual frequency of The China Phone 
. Book guarantees its users the most up to date 
. and accurate listings available anywhere, of the 
most important contacts in China. | 

Our database is constantly updated to bring you 
| the latest listings you need, when you need 
. them. | 
You can save 1576 off the combined price by 
| ordering both the Spring/Summer and the 
| Autumn/Winter editions now. Available in 
] July '89 the Autumn/Winter edition will be 
- sent to you automatically the moment it be- 
į comes available if you order both now. 
|. Not only will you have the most up to date busi- 
| ness listings in China at your fingertips . . . but 
| youllsave money at the same time. 
| 1989 Edition 
| Spring/Summer — January — June '89 
| Autumn/Winter — July — December '89 























The China Phone Book Co. Ltd is a wholly owned 
subsidiary of Review Publishing Company Li- 


* Completely updated listings 
* Unique classified pages 
* Designed for maximum usefulness 
* Lists all foreign companies and joint ventures 
* Useful selection of Chinese firms __ 
. * Categorized by major industry groups 
* New compact page layout 
* Indexed for easy use 
* Good for travel or office reference — | ! 
* Names and addresses in both English and Chinese | 


” Designed for Maximum Usefuln: 


June Edition | 










ess 


-. This directory is a comprehensive listing from our own China database of all 


^. relevant companies in China of interest to the businessman or tourist. It is 


specifically intended to give you easy access to its contents through a well 
designed, computer generated classification and indexing system. Irrelevant 
and unnecessary information has been eliminated to reduce bulk and allow 
you efficient access. 


The Classified Page Section 

The China Phone Book includes a Classified Page Section covering major cities 
in the PRC. Over fifty categories of listings are included to give you updated, 
accessible information on China services, accommodations, travel, etc. Class- 
ified listings include: AERIS ý 

© Ain 

* Hotels 


* And many other business Categories 





Please rush me copy/copies of the China Phone Book as indicated: 


Name: 
(Please print in Block Letters] 


Address: 
Tel: 


C] China Phone Book 1989, Spring/Summer Edition. 
Price: Hong Kong: HK$375, Elsewhere: US$62 (nclusive of airmail postage) 
No. of copies: eu o o hy 
L] China Phone Book 1989, Spring/Summer and 1989 Autumn/Winter Editions com- 
bined set at 15% savings. Send Spring/Summer Edition immediately and Autumn/ 
Winter '89 Edition immediately upon publication in July. 
Price: Hong Kong: HK$638, Elsewhere: US$105 ünclusive of airmail postage). 
No. of sets: 


[] I enclose 
Book Co Ltd) 


© Iprefer you charge 








in payment thereof (cheque payable to The China Phone 


to my credit card (tick one): 
C Master Card 
Exp. Date: 


L1 American Express [] Diners Club C Visa 


Card No: 





,DVERTISEMENTS 





The Harvard Institute for International Development is 
pleased to announce its 1989 schedule of short-term 
training programs for mid-career professionals. 


Programs at Harvard University 
* Workshop on Public Enterprise Policy and Manage- 
ment in Developing Countries 
Cambridge, Mass: June 19-July 28 


"Workshop on Budgeting in the Public Sector 
Cambridge, Mass: June 26-August 5 


* Program on Investment Appraisal and Management 
Cambridge, Mass: June 26-August 18 


Harvard Programs Abroad 

e Course on Banking and Monetary Policy in 
Developing Countries 
« Singapore: May 5-June 10 


For program information and applications, contact Harvard 
Institute for international Development, One Eliot Street, 
Cambridge, MA 02138, USA. Telex: RCA 275276; TWX 
7103200315; fax (617) 495-0527; tel (617) 495-2161. Please 
specify program of interest. 





Business 












^ ACIFIC CENTRE — HONG KONG 
ie Ist Business Centre on Kowloon side — can offer you a bright, © œ- 
new attractive office in a prestigious location in Tsim Sha Tsui. We also 
supply Rent-a-Desk, Instant Companies, Address Services, Sec facilities, 
Accounting, Filing, Telex, Fax and, in fact, all Business Services, 
9th & 1O0th/F, Bank : America Bldg., 1 Kowloon Park Drive, T.S.T., 
Kowloon, Hong Kon Tel: 37210880 
Telex: 56443 WA TC faxa PCFCTHX Fax: 3-7239005/3-7395907 













Readers are recommended 


to make appropriate enquiries and take approp- 
riate advice before sending any money, incurring 
any expense or entering into a binding commit- 


ern Economic Review shall not be liable to any per- 
son for loss or damage incurred or suffered as a re- 
sult of his/her accepting or offering to accept an in- 
 vitation contained in any advertisement published 


ment in relation to an advertisement. The Far East- 





























Post this coupon today! 


Yos Coüld Gather 
It Yourself 


The Recognized Authority 
Now in its 24th year the CHINA TRADE REPORT 


which is published iso ai by the Review Publishing | 
Company Limited has long been recognized by lead- | 
ing business executives throughout the world as the | 


most authoritative newsletter of its kind. 


CHINA TRADE REPORT Provides A Broad Ran 
Of Information 





Covering subjects which range from foreign invest- 


ment to fashion, electronics, telecommunication, 


engineering, contract negotiations and to literally | 
dozens of others the CHINA TRADE REPORT is 


essential reading for anyone doing, or wishing to do, 
business with China. 


You Could Gather It Yourself 

You probably could get the same information on your 
own but in order to locate what is contained in each 
and every 16 foolscap page issue of CHINA TRADE 
REPORT you'd haveto read hundreds of publications, 





not to mention have your own network of people re- 


porting from all the important zones in China. 


Why not subscribe now and discover for yourself how 
the CHINA TRADE REPORT can help eliminate the 
mystery and much of the risk in doing business with 
China. 

Small Investment... Handsome Dividends 

Start benefiting immediately from the information- 
packed CHINA TRADE REPORT by subscribing 
now. A small investment today may pay handsome 
ooi later in saved time, energy and money. 


Circulation Manager, 
Review Publishing Company Limited, 
G. P. O. Box 160, Hong Kong. 
Please enter my one year subscription (12 issues) for 
the CHINA TRADE REPORT. | enclose a cheque/ 
money order of made out to the Far Eastern 
Economic Review. Or, please charge my credit card 
(tick one): | 
American Express LJ Diners Club G 
MasterCard L] Visa [L] 


(Please print in block letters) 


Card No: 
Exp. Date: 
Signature: 
Name: 
Address: 

















Annual subscription rates: HK$2,730/US$350 - 




















Together forever? 
WHEN the shares of Rashid Hussain Bhd 
finished their first day of trading on the Kuala 
Lumpur Stock Exchange on 19 December 
1988, company chairman Abdul Rashid bin 
Haji Mohamed Hussain was able to sit back 
-and reflect on the fact that his 38% holding 
was worth a cool M$37 million (US$13.75 
million). Unfortunately, it will be some years 
yet before he can realise that sum. 
Malaysia's Capital Issues Committee 
(CIC) has stipulated that neither Rashid nor 
his long-time partner Chua Ma Yu may sell 
any of their initial holdings for one year after 
the listing, and only 2076 a year thereafter. 

The CIC's reasons are not hard to fathom. 
Rashid Hussain's main asset is stock broker- 
age Rashid Hussain Securities, which was 
built up from scratch in 1983 by Rashid and 
Chua. Even though the company now em- 
ploys more than 100 people and is known in- 
ternationally for its research, its business for- 
tunes have been founded on Rashid's im- 
peccable connections 
and Chua's know- 
how. Without them, 
the firm would soon 

wither. 

Rashid, 42, says 
he has no intention 
of selling out and 
has even taken out 
a M$10 million life- 
insurance policy on 
himself and his part- 
ner, with the company being the benefi- 
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CE Born in Singapore — "an accident," he 
Bee | says, “my family was based in Johor” — 
| Rashid has a City of London accent, ac- 
. —. | quired, perhaps, during his three-year stint 
.. | doing articles with Strauss Turnbull & Co. 
< | After moving back in 1976 to Kuala Lumpur 
| to join Bumiputra Merchant Bankers as in- 
|| vestment adviser — later investment man- 
«c. | ager — he was seconded for training with N. 
| M. Rothschild in London and Merrill Lynch 
in New York. He left the bank in 1983 as dep- 
| uty general manager. 





Enter the investigator 

JAPAN'S public prosecutor's office has put 
its brightest investigator on to the Recruit 
Cosmos share profiteering case. Yusuke 


Yoshinaga, 56, became famous in 1976 as the 


^. | man whose findings led to the arrest (and 
-| eventual conviction) of former prime minis- 
-> | ter Kakuei Tanaka in the Lockheed Aircraft 
| bribery affair. He afterwards supervised the 
| legal proceedings which led to the conviction 
of Tanaka by a Tokyo district court in 1983. 
Yoshinaga was stil working on the 
| Tanaka case — now under appeal — when 
| he was told in early December to take charge 





PUBLIC EYE 


of the team which is investigating Recruit. 

Recruit could be Yoshinaga’s toughest as- 
signment yet. The case involves a relatively 
common type of insider trading but its 
unique feature is that the list of investors in- 
cludes more than a dozen senior politicians 
and several top bureaucrats. But the men 
who staff Japan's public prosecutor's office 
are said to be picked for their political 
sensitivities as well as their legal back- 
ground. 

Yoshinaga, who has been with the public 
prosecutor's office since graduating from 
Okayama University, is too modest to admit 
that he has any say in the overall direction of 
the inquiry. He told a Tokyo newspaper that 
he plans to “do an ordinary jobin an ordinary 
way. Constant efforts to accomplish ordi- 
nary work, however, could lead to extraordi- 
nary results” — as in the case of Lockheed. 


Smoking out the chief 
HAN YOUNG JA must be crying all the way 


to the bank, The 53-year-old president of - 
teargas manufacturer Samyang Chemical 
Co. was South Korea's biggest taxpayer in- 


1987, according to information released re- 
cently by tax authorities. 

Inayearin whichatleasttwo people were 
killed by teargas shells, and protesters 
choked almost daily on the acrid gas, Han 
earned US$20,000 a day. She reported 
US$7.3 milion in income and paid US$3.4 
million in taxes last year. 

Although she successfully eluded the 
press after the announcement of her income, 
Han could notescape from the mother of Lee 
Han Yol, the student hit by a teargas shell 
whose death sparked massive protests in 
June 1987. Lee's mother staged a sit-in at the 
company's office until Han apologised. "We 
no longer produce teargas," Han told her, 


adding that she would use some of her pro- 


fits to establish a fund to aid teargas victims. 

Samyang stopped producing tear gas 
after an audit report submitted to the na- 
tional assembly said the government over- 
paid the company by nearly US$980,000 for 
its tear gas purchases from 1986 until March 
1988. 





have been  charac- 


‘scaremongering and 


Hammer of the refugees 

AS if to prove that colonial Hongkong has lit- 
tle truck with the Confucian ways of its East: 
Asian neighbours, the Executive Council 
(Exco, the top policymaking body) has just 
acquired its fourth woman out of only nine: 
unofficial members. But Rita Fan Hsu Lai-tai, 
a 43-year-old educational administrator and 
mother of two, did not get there by virtue of a: 
soft heart and a sympathetic nature. 

As a legislative councillor, she has been. 
virtually a one-issue politician with an un- 
compromisingly tough line against Vietnam- 
ese refugees. Some may see in her elevation 
by the governor a policy to channel local 
nationalist sentiment. Fan has generally 
been loyal to the administration. 

Trim and efficient, Fan was one of the first 
to urge that refugees be classified a : 
nomic migrants, pressure which led o ...2 
introduction in mid-1988 of a policy to screen 
"politica" from "economic" refugees. Her 
outspoken comments on the cost and bur- 
den of the refugees 


terised by hercriticsas — 


as acting asa catalystin 
turning  anti-refugee 
sentiment into out- 
right racism. 

Although taking a 
hard line on the Viet- 
namese, she is in fact a 
refugee herself, hav- 
ing come to Hongkong from Shanghai as a- 
child. 





His ebullient excellency 
ONE of the more colourful fixtures on the Tn- 
donesian diplomatic scene, recently rd. 
Australian ambassador Bill Morrison ` d 
the following words of advice for his success- 
or: “I recommend that he should sharpen up _ 
his sense of humour.” It is a quality in Morri- 
son that Jakarta is going to miss. 

A convivial and ebullient personality, 
Morrison had an individual style unusual in 
such a high-ranking diplomat. But it was one 
that appealed to his Indonesian hosts. “I 
think they liked the fact that Morrison played 
up everything that is coarse about Austra- 
lians,” said one associate. 

Morrison was also capable of the quiet 
diplomacy appreciated in the region. His 
three years in Jakarta included one of the 
lowest points in Australian-Indonesian rela- 
tions in 1986, but knowledgeable observers 
credit him with a skilful salvage operation 
that will endure beyond his departure. “We 
are set fair for the future,” Morrison said after 
taking his leave of President Suharto in De- 
cember and piped de toa close 40 years P 
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visitors were impressed 









by what they saw. 


exhibitors transacted millions of dollars worth of business. 





countries’ participation made tt a truly international affair. 
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14th - 20th August 1989 e World Trade Centre 


The Greatest Show in Singapore is back! 








In 1985 it was the most exciting fair ever and a towering landmark in 
Singapore's exhibition history. 
Now the much awaited Trade & Industry Fair 89 is back with 











Fashion & i Medical & Health 
Accessories Fittings .. Products 
The Organiser 


Singapore Chinese Chamber of Commerce & Industry, 
Singapore's largest chamber, puts you directly in touch with 
thousands of contacts from the expanding Asia-Pacific market. 


400,000 visitors came in 1985 — including visiting delegates from 
Malaysia, Taiwan, Thailand, China, Japan, Hungary, Nepal and 
India — and even more visitors and delegations are anticipated in 
1989 The Trade & Industry Fair 89 is an opportunity not tobe missed. 





; SINGAPORE CHINESE CHAMBER 

© OF COMMERCE & INDUSTRY 

SA 47, Hill Street, Singapore 0617. Republic of Singapore. 

' Tel: 3378381 (8 lines}. Telex: SCCCI RS 33714. Fax: 65-3390605. 





6 specialized categories featuring the finest from the Asia-Pacific. 





Building — Electrical& Machinery & 
Materials Electronic Products Tools 
pem eee See SIR Huit e ee UU deem eene ^ 


We wish to receive more information on:- 
(3 Participating as an exhibitor G Attending as trade visitor 
Business Activities 


C Manufacturer (3 Wholesaler (3 Agent 
Ci importer/Exporter 0 Retailer [3 Others (Please specify} 


Line of business: 





Name: 





Company: 





Address: 





CB cats TELE: 








quem ere en ane we e ee ee oe eee, ee 
Bee ae ERREUR lac Sie rage SERRE OU NBI Vou ARE cc Peas PSN ace! 


cece Ami) HAE imum nbn HARE A RTD demir OMM e SNR miam amie adim AMAML IY im sime AAT I He mel, me mn ety 


(s Supported by: Singapore Trade Development Board € Singapore Tourist Promotion Board 





There’s no cognac |more rare and precious 
than Camus Extra. In recognitigguof its exceptional 
quality, smooth and mellow tas nd fine bouquet, 
Camus Extra was voted the best Bac in the world at 
the 1987 International Wine and Spirit Competition. 
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LETTERS 


Palawan needs its people 

It came as no surprise to us when Palawan 
was featured in the REVIEW [24 Nov. '88]. 
Palawan, as the Philippines’ last frontier, has 
attracted worldwide attention. We are disap- 
pointed; however, that your reporters have 
used some inaccurate facts. On behalf of the 
Palawan Integrated Area Development Pro- 
ject (PIADP), I would like to bring to your at- 
tention the following facts: 

The article stated that Hunting Technical 
Services (HTS) of Britain authored the strate- 
gic environmental plan (SEP) for Palawan. 
The truth is: HTS was just a part of the team 
formed by PIADP together with a battery 
of Filipino consultants (Planning, Manage- 
ment and Development Systems Inc., 
Orient Integrated Development Consultants 


. Inc.). Weacknowledge the competent assist- 


ance from the consultants — both foreign 
and local — but the SEP would not have been 
whatitisnow without the input of the count- 
less government workers, local leaders, and 
the concerned men, women, and youth of 
Palawan. Without their active participation, 
SEP may have been just another technical re- 
port shelved and gathering dust. 

The SEP was not filed as a response to criti- 
cisms. As early as May 1987, the two con- 
gressmen from Palawan signified their in- 
tention to sponsor the bill. When it was com- 
pleted in December 1987, the provincial gov- 
ernment, various municipal governments, 
and other concerned private organisations 
passed resolutions adopting and endorsing 
the plan. In July 1988, House Bill 10945 spon- 
soring the SEP was filed. | 

The plan does not propose a 50% reduc- 
tion in the present logging rate. It, instead, 
calls for a vigorous monitoring by an 
strengthened Department of Environment 
and Natural Resources of a reasonable, sus- 
tainable annual allowable cut. It also pro- 
poses community-based, community-man- 
aged forest concessions. In fairness to Con- 
gressman Ramon Mitra, since we are familiar 
with his thinking, as a result of constant con- 
sultations regarding the development of 
Palawan, he has assumed a non-adversarial 
attitude towards the logging concessionaires 
in Palawan. This is because he feels that 
everyone in Palawan, must be, and should 
be, won over to work together, for the sus- 
tainable development of Palawan. We at 
PIADP, believe and feel the same way. 
Palawan ROLAND F. RODRIGUEZ 


p Hunting Technical Services was the main draf- 


| leroftheplan, though others participated. The esti- 


mate of a 50% reduction in logging was based on 
calculations of what the implementation of the SEP 
would actually mean for the present cutting rate. 


Your article on Palawan [24 Nov. ‘88] com- 
mented in detail on the environmental prob- 
lems facing that province and mentioned 


that the European Community had been one 
of the donors working there, with a grant of 
ECU 7.1 million (about US$1.3 million). 

It was under community funding that 
the strategic environmental plan was de- 
veloped (by Hunting Technical Services of - 
Britain and Orient Integrated Development — 
Consultants Inc. of the Philippines). 

The links between environment and de- _ 
velopment are necessarily complex. In the 
case of Palawan, pressure on resources is 
particular strong, not only as a result of log- 
ging and shifting cultivation, but also reflect- 
ing the pressure of migration from other is- 
lands. 

The information and options now clari- 
fied through the strategic environmental 
plan, will help the local authorities address 
these problems more effectively. 

The EC, as a donor, is of courseanxious to 
see concrete progress in this respect, since 
otherwise much of the impact of our past as- 
sistance could be lost. However, while for- 
eign aid can help, noreal achievement can be 
made except through the will of those who 
are directly involved. = ^ — 000 


It is the people of Palawan who can most 


clearly see the risks. If action is too late, itis . 


they who will suffer from Palawan's loss of ` | — 


its unique environment. 


A recent warning of theserisksisgivenby ` ug 


the damage and death toll in southern Thai- 


land, resulting from flooding and mudslides 


arising directly from uncontrolled deforesta- 
tion. — A. NAES 
Bangkok European Commission 


Unjustified attack on lawyers 


I refer to Philip Bowring's article The politics ae 


of greed [8 Dec. ’88]. n 

He purports to comment on the debate 
which followed the governmenťs an- 
nouncement of a proposal to permit foreign 
lawyers to practise law in Hongkong on cer- 
tain conditions. The proposal raises many 
important matters of principle. 

He seems to think that Hongkong is 
unique in not permitting foreign lawyers to 
practise here, with or without conditions. 
Perhaps he should make inquiries of Taiwan 
or South Korea. 

He also seems to think that lawyers can 
exert influence on their clients to such an ex- 
tent that their clients will come to Hongkong 
simply because their lawyers are here, and 
that they will not stay or come here simply 
because their lawyers are not here. 

I cannot imagine the US using its might to 
declare a trade war on Hongkong in order to 
benefit a few greedy American lawyers. Nor 
can I imagine big international firms leaving 
Hongkong because American lawyers can- 
not practise local law here. 

Instead of examining the issues objec- 
tively, Bowring mounts a libellous and un- 
justified attack on the legal profession in 
Hongkong, accusing it of being subject to 
rampant corruption and kickbacks, and of _ 
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Malaysian schoolgirls at a computer club employ NEC personal 
computers to blend their talents with the information age. 





Every day, in many ways, all over the world, NEC is opening new possibilities. Possi- 
bilities that could only come from a company that's strong in many business fields, 
including computers, communications, electron devices and home electronics. 
Every NEC product is designed and built under our “C&C” concept — the integration 
of computers and communications — which we pioneered over 10 years ago and 
then developed into the force it is today. NEC's C&C technology is always finding 
new and better ways to bring people together to communicate without the barriers 
of time, place and language. 





CC Computers and Communications 
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hedistance between you and the world. 








This NEC-made Satellite Earth Station in West Jawa brings Indonesia closer, 
quicker communication with the rest of the world. 


You may not know it, but NEC has long been firmly established in Asia. NEC makes 
the majority of Asia's telephone switching systems, microwave and satellite commu- 
nications systems and submarine cables. NEC has supplied over 1,700 satellite 
earth stations worldwide, and the total length of NEC-built microwave communica- 
tions links equals about 55 trips around the earth. Your voice has probably been 
carried by NEC equipment. And NEC moves continually closer to you with a growing 
network of production facilities, service centres, and a commitment to working 


closely with customers everywhere. 
NEC 
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unsurpassed greed and blind self-interest. 


These very serious allegations are made 
without reference to any supporting facts. If 
Bowring is able to support them, he should 
do so immediately or he should withdraw 
them. WILLIAM KWAN 
Hongkong Woo, Kwan, Lee & Lo 


WM The Hongkong Government has never 
suggested that American lawyers be permitted to 
practise in Hongkong, merely that foreign law 
firms be permitted to hire locally qualified lawyers, 
to advise on Hongkong law. The abuses, corrup- 
Hon and restrictive practices in the Hongkong 
legal profession have been widely documented 
elsewhere, for example in the REVIEW of 6 Octo- 
ber. 


Lee’s debased currency 

Prime Minister Lee Kuan Yew’s treatment of 
the foreign press in Singapore has effectively 
e~ +d his role as a statesman of international 
£ re [No Lee-way on migrants, 1 Dec. 
'B8]. 

Reporters should no longer court his 
views on foreign affairs. This will pre-empt 
the need to apologise the following day for 
meddling in other countries’ domestic af- 
fairs. 

Montrouge, France CONNIE PENG 


King and country 


Kedar Man Singh's report Winds of dun | 


[15 Dec. '88] gives a wrong impression. The 
audience granted by King Birendra to ex- 
politician Ganeshman Singh in the presence 
of Prime Minister Marich Man Shrestha was 
just one of an occasional series of invitations 
to people representing different shades of 
opinion. 

As monarch of the Nepalese people, the 
king keeps open various channels of com- 
munication with the diverse segments of 
^ — lesesociety. 

igh’s speculation that the granting of 
an audience was triggered by recent events 
in Pakistan and Burma, as well as by the 
Sino-Indian dialogue, is far-fetched. The 
monarchy is the unifying factor that has 
cemented Nepal as a nation, and. none of 
these external developments has had any 
impact on Nepal. 
Kathmandu 


BHIM BAHADUR 


Give the guy a break 

The first order of business when I receive the 
REVIEW every week in the mail is to read 
TRAVELLER'S TALES. Like a shot of Bushmills, 
my favourite Irish whiskey, the column has 
a bite to it and usually puts a smile on my 
face. 

I am not smiling at the moment, how- 
ever. I take exception to the first paragraph of 
the 15 December 1988 column. There is no- 
thing humorous about the thought of a US 
nresident being ill or dvine while in office. 


Your remarks about vice-president-elect 


Dan Quayle are also in poor taste and 
amount to a cheap shot. The fact that Quayle 
elected to serve his country in a National 
Guard unit is not just cause to suggest that he 
lacks either courage or character. The fact 
that he was not in the regular army and did 
not go to Vietnam is not the point. The point 
is that he did serve honourably in the US mi- 
litary. 
I was in the US army and served in Viet- 
nam in 1965 and I can assure you that getting 
shot at is not an activity that I would recom- 
mend to Quayle or anyone else. 

I would be grateful if Derek Davies would 
remove his foot from his mouth so that I can 
maintain my impression of him as an astute 
commentator who has both feet planted 
firmly and impartially on the ground. 

Guam —. DANIELCOX 


Confusing labels 

In his otherwise informative article [An invi- 
tation to resign, 22 Dec. ‘88], Taipei corres- 
pondent Shim Jae Hoon makes reference to 
the "radical New Movement" faction of 
Taiwan'sopposition Democratic Progressive 
Party (DPP). 

Shim has previously compiled reports 
contrasting this "radical" group within the 
DPP to the “moderate” Formosa faction, 
whose leader, Huang Hsin-chieh, was re- 
cently elected DPP chairman. 

The use of these labels is quite mislead- 
ing. New Movement and Formosa are actually 
the names of opposition magazines former- 
ly published by key figures in the two 
groups. | 

The so-called "radical" periodical, New 
Movement (Hsin Chao Liu) takes its name 
from The Movement, a magazine published in 
the mid-1970s by opposition journalists and 
reform-oriented members of the ruling 
Kuomintang. 

The New Movement was published in the 
mid-1980s by the so-called "new genera- 
tion" of the opposition; that is, people in 
their 30s who became politically active fol- 
lowing the 1979 Kaohsiung Incident. They 
felt the opposition had to give greater atten- 
tion to social issues such as the rights of 
workers, farmers, indigenous people, and 
women, and to grass-roots organising. Op- 
position politicians had, they believed, con- 
centrated too much attention on winning 
elective office. 

In short, New Movement’s editorial posi- 
tion was remarkably similarto that of Formosa 
(Mei Li Tao), which during its brief life in 1979 
became the second most popular magazine 
on Taiwan. MARC ]. COHEN 
Washington Asia Resource Centre 
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Pseudonyms are accepted, but letters intended for 
publication in these columns must bear the writer's 
signature and address. 
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Save the rainforests 
has become a - 
fashionable slogan, 
popping up | 
everywhere. But 
who is supposed to 
do the saving and 
how much is 
enough? These 
questions resonate 
2 loudly, especially in 
.. Southeast Asia, endowed with the oldest 
. and mostbountiful rainforests in the tropics 
^ butalso suffering some of the highest rates 
-of deforestation in the world. The REVIEW 
delves behind the slogans to look at why the 
rainforests are being cut and the vying 
daims on forest land. Arts and Society 
editor Margaret Scott examines both the 
big-picture arguments to save the forests 
and the little-picture pressures to transform 
= them for agriculture or homes for a soaring 
populace. Correspondents: Michael 
Vatikiotis in Indonesia and Paisal _ 
Sricharatchanya in Thailand report on how 
government policies and the search for 
revenue influence the state of the forests. 


Page 34 ae epit Kevin. Orphin/The Stock House. : 





Regional Atfairs | 


South Asia: Summit 1 Talks d 

The recent rapport! between Indian aui: 
Pakistani prime ministers raises hopes of 
détente. 10 


ae Japan: Recruit Scandal 
The newly named justice minister 


S | m T 


SERICO SS EDO MEMMUME 
IN TELLIGENCE 


Timetable Talks 


Vietnamese Foreign Minister Nguyen Co 
Thach and his Chinese counterpart Qian 
Qichen will hold talks in the first half of this 
year to work out a timetable for the 
withdrawal of Vietnamese troops from 
Cambodia. The basis forthe direct talks was 
provided by a recent Chinese statement 
that Peking would gradually reduce its 
supplies to the communist Cambodian 
resistance faction, the Khmer Rouge, as the 
Vietnamese withdraw. Meanwhile, China 
finally has got its own back for a snub 
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countryside. Even as Hanos troops. 





withdraw, thousands of Vietnamese TA 
civilians settled in Cambodia go. about their 
businesshappily 16 | | 
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Two ex-prime ministers head a watchdog 





commission on human rights 20 


delivered by the Khmer Rouge during the 
Cambodian talks in Paris in November 
1988. Despite strong urging from Peking in 
October for the faction's leaders to attend 
the talks, the Khmer Rouge sent only a 
minor functionary, who was rejected by the 
Phnom Penh government Premier Hun 
Sen. The Chinese were so unhappy that 
they publicly chastised the Khmer Rouge. 
Early in December 1988 when Khmer 
Rouge leader Khieu Samphan finally 
arrived in Paris for a meeting with 
Cambodian resistance leader Prince 
Norodom Sihanouk, there was no 
welcoming Chinese diplomat at the airport 
— a courtesy routinely accorded to high- 
level Khmer Rouge visitors by Chinese 
embassies around the world. 
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The 1980 Kwangju massacre of hundreds 
of civilians, allegedly with US complicity, - 
continues tosourtiesbetweenthe /— 
governmentand the people. Buta televised 
inquiry, hampered by missing documents, 
fails to unravel the full story of the incident, 
which followed former president Chun's.. 
coup 24 
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Survey Suppressed 


The Hongkong General Chamber of 
Commerce has suppressed the results of a 
survey of its 2,700 members about the draft 
Basic Law, a mini-constitution for the 
territory when it reverts to Chinese 
sovereignty in 1997. The survey was 
completed in September 1988 and 
submitted to the Basic Law Consultative 
Committee (BLCC). It is understood a 
furious row over the survey broke out 
between then chamber director Jimmy 
McGregor and vice-chairman Vincent Lo, 
leader of a conservative group within the 
BLCC. Apparently, those who responded to 
the survey were non-committal on 
whether the future government should be 
based on a model suegested bv the 
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conservative group or follow a more 
democratic and liberal approach. This was 
not to the liking of certain influential people 
within the chamber, who had wanted the 
result to support the conservative 
approach, 


Red Ink Advances 


Although the structure of the Hongkong 
Futures Exchange has been completely 
revamped after its October 1987 collapse 


and subsequent rescue, and a modest level 


of trading is taking place, the exchange is 
going deeper into the red. Interest due at 
the end of 1988 on advances made by big 
brokers who were strongarmed into the 
rescue by the government — though 
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dealings — has only been paid in part. 
The outstanding debt has increased 
accordingly. 


Invitation Declined 


There has been no 
confirmation of Soviet 
Foreign Minister 
Eduard 
Shevardnadze's 
remarks in Manila in 
December 1988 that 
two Indonesian ships 
will call at the Soviet 
naval base in 
Vietnam's Camh 
Ranh Bay. Sources in Jakarta believe that 
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to an invitation that is unlikely to be 
taken up by Indonesia. Soviet sources 
suggested that Shevardnadze may have 
been misquoted. 


Recognition Factor 


Indonesia, which has recognised the 
Palestine state declared independent 
recently, will soon allow the Palestine 
Liberation Organisation (PLO) to open an 
office in Jakarta. Talks are under way in 
New York to arrange when the office will 
open and who will staff it. Previously 
Indonesia had not invited the PLO to open 
an office, a position that was thought to 
have reflected the government's mistrust of 
the organisation’s contacts with Indonesian 
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SOUTH ASIA 


Gandhi-Bhutto rapport may end the hostility 


A hint of hope 


By Salamat Ali In Islamabad 








he instant rapport between prime 
ministers Rajiv Gandhi and Benazir 
Bhutto of India and Pakistan at the 
29-31 December South Asian As- 
sociation for Regional Cooperation (Saarc) 
holds hope for the end of the hostility be- 
tween the two countries that began with the 
1947 partition of the Subcontinent and has 
taken in three wars since. 

In part, the new-found warmth has been 
put down to the two leaders’ age: Bhuttoisin 
her mid-30s and Gandhi in his early 40s, and, 
as Pakistani opposition leader -— 
Abdul Wali Khan pointed out, 
both were of a post-partition 
generation unencumbered by 
the bitter memories of their el- 
ders. The two met several times, 
sometimes privately with no 
aides present. 

Both leaders agree that there 
is a possibility for their countries 
to make a fresh start. At their 
joint press conference on 1 Janu- 
ary, Bhutto said "à momentum 
for peace" had begun. "We will 
go step by step," she added. 
Gandhi said that the recent 
agreements signed between the 
two countries marked the first 
major step forward since the 
Simla agreement in 1972 after 
the Bangladesh war of libera- 
tion. The two premiers are due 
to meet at least twice this 

ear. 

Although both countries signed a treaty 
not to attack each other's nuclear facilities, 
and have agreed to spare each other's airlines 
from double taxation and cooperate on cul- 
tural and education matters, some outstand- 
ing problems remain. 

Gandhi himself listed them as India's be- 
lief that Pakistan was abetting Sikh terrorism 
in India's Punjab state, the continuing mili- 
tary confrontation between the two armies 
on the Siachen glacier in the Himalayas and 
India's suspicion that Pakistan is acquiring a 
nuclear weapons' capability. Bhutto said the 
foreign, defence and home secretaries of the 
two countries had been instructed to settle 
these issues quickly when they meet in the 
next month or two. 

Differences also remain over Afghanis- 
tan, though they do not seem insurmounta- 
ble. India which has «innorted the Soviet- 





Bhutto and Gandhi: post-partition generation. 


backed Kabul regime, had invited Afghan 
President Najibullah for a state visit last year 
to keep pressure on Islamabad to change its 
Afghan policy which is to oust the com- 
munist regime in Kabul. 

But given the scheduled withdrawal of 
Soviet troops from Afghanistan by mid-Feb- 
ruary, irrespective of how the Kabul regime 
fares after that, and the current India-Pakis- 
tan thaw, Afghanistanis unlikely to remain a 
divisive bilateral issue for long. Bhutto said 
she and Gandhi agreed that the Afghan 
problem should be solved politically. 

Bhutto also said that Pakistan and India 
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are prepared to consider the possibility of a 
mutual reduction in military strength — 
though there seems little hope of that in the 
immediate future. Pakistan's defence expen- 
diture comes to some 776 of its GDP and after 
debt amortisation the national budget is left 
with little for anything else. India's defence 
expenditure is more than 3% of its GDP. 
When former Pakistan president Zia-ul 
Haq offered to discuss a mutual reduction of 
forces, New Delhi put him off by saying it 
also had long borders with other neighbours 
such as China which needed guarding and 
that Pakistan was not India's only concern. 
While the occasion of the Saarc summit 
proved positive for India-Pakistan relations, 
it also showed how easily relations in South 
Asia could be adversely affected at such mul- 
tilateral gatherings. In the inaugural session, 
the heads of state of Nenal Sri T anka Rhn- 





tan and the Maldives expressed grief at the 
death in an air crash last August of Zia, who 
in 1977 overthrew Bhutto's father, later had 
him hanged and had Bhutto herself detained 
for some time. 

Bhutto made no comment as a matter 
of protocol, but rumours in diplomatic cir- 
cles said that relations between her and 
President H. M. Ershad of Bangladesh were 
not exactly good. Ershad's warm meetings 
over golf with friends in the Pakistan 
army indicated that he considered the ar 
as the real repository of political pov 
according to some. 

: Sri Lanka's outgoing presi- 
* dent Junius Jayewardene also 
appeared to step on toes when 
he recalled that when Bhutto 
was in the opposition she had 
emphasised the need for demo- 
cratic institutions such as a free 
press, an independent judiciary, 

a strictly controlled bureaucracy, 

a military firmly subordinated to 

civilian rule, and security ser- 

vices kept on a very short leash. 
He went on, however, to 

imply that while his country had 

these institutions — and by 

Bhutto's reasoning should be 

free of tyranny — Sri Lanka was 

the only country where some 
citizens had taken to the streets 
not to demand elections but to 
oppose them. 

Bhutto let that pass, too, 

in the concluding session when 

Jayewardene once again recalled 
the sufferings of his countrymen at the 
hands of his political opponents and Ershad 
paid a glowing tribute to Zia, Bhutto de- 
parted from her prepared text to recall the 
death sentences passed by Pakistan military 
courts on those who wished no more than to 
have a free life. 

She then went on to praise the contribu- 
tions of two assassinated Bangladesh presi- 
dents, Sheikh Mujibur Rahman and Ziaur 
Rahman, India's Indira Gandhi, also assassi- 
nated in 1984, Sr Lanka's Sirima Ban- 
daranaike, once prime minister and now an 
implacable foe of Jayewardene's ruling 
party, and her own father, Zulfikar Ali 
Bhutto. 

Bhutto's cabinet colleagues and party- 
men, exasperated at the praise of Zia under 
whose rule they had suffered, were pleased 
she had retaliated Riit in fme Rhiitto micht 


not like to be reminded of her lack of forbear- 
ance, observers said. She may come to realise 
that summits should be used for containing 
differences rather than accentuating them. 
Sri Lanka may not be a problem, for a new 
president is to take over, but Ershad is the re- 
maining representative of a de facto military 
regime in the Saarc and Bhutto will have to 
deal with him, they added. 

With the India-Pakistan thaw, however, 
hopes have risen for the first time that the 
Saarc could become an effective regional or- 
ganisation, especially in economic affairs. 
Until now, Saarc could not discuss coopera- 
tion in trade and industry because Pakistan 
feared Indian industry would smother its 
fledgling production capabilities. The In- 
dians have now decided to leave it entirely to 
Pakistan to select the items for bilateral trade 
and the fields of other economic cooperation. 

Trade within the Saarc amounts to less 
than 3% of the member countries’ total trade, 
and in the past five years India’s imports 

n Saarc countries have amounted to less 

n 1% its total imports. Its exports to the 


other Saarc members come to 28% of its total 
exports, however. 

Among the Saarc's other major decisions 
was the dedication of 1989 to combating drug 
abuse and trafficking. Member countries 
have agreed to share intelligence and exper- 
tise and also to adopt stringent measures and 
more effective laws to fight both. Pakistan’s 
proposal that they indicate areas of core in- 
terest in their respective economic develop- 
ment plans and consolidate them into a re- 
gional plan, called Saarc 2000 — with specific 
targets to be met by the end of the century — 
was also accepted. This will cover such areas 
as food, clothing, shelter, education and pri- 
mary health. 

In the political field, the summit resolved 
to support every effort to conclude a treaty 
prohibiting the proliferation of nuclear 
weapons, not just regionally, but globally. 
This, however, does not alter India's stand 
that it would not sign the nuclear non-prolif- 
eration treaty unless it was made applicable 
on a global basis to the current nuclear pow- 
ers as well. 





JAPAN 


New justice minister resigns over Recruit scandal 








By Charles Smith in Tokyo 


apanese Prime Minister Noboru 

Takeshita’s attempt to free his govern- 

ment from the taint of the Recruit Cos- 
mos scandal with a cabinet reshuffle back- 
fired disastrously on 28 December when one 
of the most important figures in the new 
cabinet, Takahashi Hasegawa, was found to 
have received donations from the Recruit 

up. Hasegawa’s resignation as justice 
uuidster only four days after his appoint- 
ment may have limited the short-term dam- 
age to the government's credibility but also 
stressed its vulnerability as investigations 
continue into the affair. 

That Takeshita was forced to go outside 
parliament to find a safe replacement for 
Hasegawa was another sign of how far the 
Recruit “cancer” has spread through politics. 
The new appointee, 78-year-old Masami 
Takatsuji, is a former Supreme Court judge 
noted for his hard-line rulings on politically 
sensitive issues. As justice minister he will 
need to be tough enough to stand up to pres- 
sures for restraint in probing the criminal as- 
pects of Recruit. 

The wrongdoing which forced 
Hasegawa to give up the Justice Ministry 
after the briefest tenure of office in post-war 
Japanese politics was not an offence in 
the strict legal sense or even a breach 
of normal political ethics. Like most MPs, 








Compromised cabinet 





Hasegawa relied for political funding on con- 
tributions from private companies in the 
form of regular monthly or annual subscrip- 
tions to legally registered political-support 
organisations. 

However, Hasegawa does seem to have 
been guilty of not terminating links with Re- 
cruit after the company be- 
came the focus of the July 
1988 scandal centred on pro- 
fiteering by individuals buy- 
ing pre-listed shares in its 
property subsidiary, Recruit 
Cosmos. Alternatively, he 
may have been to blame for 
simply not bothering to check 
on where and how his sec- 
retaries were raising money 
on his behalf. In either case 
he was clearly a poor choice 
for the man who was to be 
the "Mister Clean" in a re- 
vamped Takeshita cabinet. 

The  Hasegawa affair 
would have looked less em- 
barrassing if Hasegawa had 
not given a press conference immediately 
after his appointment in which he boasted 
that he could face reporters "totally free of 
any connection" with Recruit. Other politi- 
cians have managed to escape retribution by 
owning up promptly to involvement with 
the company, or at least by sticking to stories 








Hasegawa: vulnerable. 


The summit also agreed to expand mem- 
bership of the Saarc to all countries in the re- 
gion once its officials can come up with a suit- 
able definition ofSouth Asia. So far, the char- 
ter confines membership to India and six of 
its neighbours. Officials are unlikely to finish 
this particular task in a hurry without clear 
guidance from their political masters. In the 
past, New Delhi had lobbied for the inclu- 
sion of Afghanistan in Saarc in the face of ob- 
jections from Islamabad. Only after a new re- 
gime is installed in Kabul and Pakistan 
comes to terms with Afghanistan, can the lat- 
ter hope to join the South Asian body. 

Visa restrictions for member countries’ 
legislators and judges will also be abolished 
for travel within the region. Journalists, gov- 
emment officials and others may be included 
in this scheme in the future. 

The summit also agreed to study the 
global warming of the world which scientists 
predict will lead to the raising of the sea level, 
inundating vast areas of Bangladesh and 
perhaps totally submerging the Maldives as 
early as 20 years from now. kd 


that the media has been unable to refute. The 
survivors include Takeshita himself, who 
was quick to admit in the very early stages of 
the scandal that his secretary had profited by 
buying pre-listed shares. 

Chief Cabinet Secretary Keizo Obuchi 
also seems to have escaped disaster despite 
having been named as a recipient of con- 
tributions from Recruit at roughly the same 
time as Hasegawa. Obuchi has admitted to 
one of his support groups receiving money 
from Recruit but claims to have cut all links 
with the company after becoming aware of 
its involvement in insider trading. 

Obuchi's cool refusal to step down may 
make him the target of opposition attacks in 

parliament. But the two 
* main challenges now facing 

Takeshita are to recoup the 
loss in his popularity ratings 
and to force the 1989 budget 
through parliament in time 
for the new fiscal year start- 
ing on 1 April. 

The four main opposition 
parties seem determined to 
use Recruit as a weapon to 
block debate on the budget. 
The danger of this strategy is 
that MPs belonging to the rul- 
ing Liberal Democratic Party 
(LDP) are not the only poten- 
tial victims. MPs from the 
Japan Socialist Party (JSP) 
and the centrist Democratic 

Socialist Party have also been named in the 
Recruit affair, though only one opposition 
politician (from the JsP) has so far resigned. 
As a top LDP leader remarked recently, every 
single MP would have to resign if accepting 
donations from private companies comes to 
be seen as an offence. LI 
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By Robert Delfs in Peking - 


z C hina's inept and brutal handling of a 


dash between African and Chinese 
university students in Nanjing has 
caused an ugly but initially minor episode to 
escalate into a potential crisis for Peking's re- 
lations with African and other Third World 
countries. The Organisation of African Unity 
has already summoned the Chinese ambas- 
asador in Ethiopia to protest against the "ap- 
-= palling” situation, and one Peking-based 
aoe diplomat compared China with South Africa 
. . inits ill-treatment of Blacks. 
(07e The stone-throwing Christmas Day at- 
tack on the African students’ dormitory and 
-.. the demonstration by thousands of Chinese 
-.. who marched through the city's streets 
-chanting anti-Black slogans for four sub- 
sequent evenings have left an impression of 
virulent Chinese racism no amount of prop- 
z aganda will easily dispel. 
-. o China's international image will suffer, 
. regardless of who is ultimately judged re- 
sponsible for the original clash at Hehai Uni- 
-c versity. That incident, during which two 
_. African students and 11 university staff were 
|. injured — one Chinese seriously — began 
|." after two African students escorting Chinese 
women to a dance at the campus refused to 
produce identification or register their guests 
at the university gates. 
(o. “The way this was mishandled was out- 
-.. rageous," a Western diplomat said. “Any 
= country can have trouble with students but 
_.. you cannot allow lynch mobs to patrol the 
‘< streets of a city." 
|. . Police are believed to have used clubs and 
electric batons against some members of a 
- group of 135 African and other foreign stu- 
=> dents who had been sequestered at a guest- 
_ -house near Nanjing for five days. The stu- 
dents had been transferred to the guest- 
house by police after spending 24 hours at 
the Nanjing railway station, where they had 
sought refuge while trying to flee Nanjing 
after the attack on their Hehai University 
dormitory by a Chinese mob. 
— African diplomats in Peking are still try- 
ing to clarify allegations that police tortured 
African students during this incident. Two 
students — Boni Ludovic and Dieudonne 
Majnenou, both from Benin — were made to 
strip and electric prods were applied to their 
bare legs, other students said. Foreign jour- 
nalists trying to reach the guesthouse on 31 
December were stopped by a police 
roadblock several kilometres away. 
"We demand an explanation," Mamah 
s Gobo DAS a Benin MEE told journalists 


















€ Tunese students stone Black African colleagues 


acist mob mentality 


in Peking on 2 January. “Even in South Af- 
rica, this would be criminal." Other African 
diplomats also expressed anger, but re- 
served official comment. "I'm ready to go 
[with an official protest] right now," one 
said, "but I’ve been told to wait and see if the 
Chinese can come up with a satisfactory ex- 
planation." Chinese Foreign Ministry offi- 
cials were still not available to discuss the in- 
cident, African diplomats said. 

What is particularly tragic is that the 
Chinese mob's reaction to the initial incident 
was unnecessarily aggravated by the au- 
thorities. Their attempts to suppress accurate 
reports of the original incident and sub- 
sequent Chinese demonstrations, and their 
failure to counter misleading rumours, 
helped to inflame mob sentiment against 
African students. 

The crowds that marched through Nan- 
jing peers racist ee for four succes- 
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sive evenings believed that the Africans had 
killed a Chinese and, further, that local au- 
thorities would do nothing about it unless 
forced to take action under pressure exerted 
by mass demonstrations. 

In addition, Nanjing newspapers failed to 
report for four days that the seriously injured 
Chinese, a Hehai University emplovee, had 
not been killed as rumours had it. A local TV 
news broadcast showing weeping relatives 
of injured Chinese probably helped inflame 
sentiment against the Africans. 


ine attack on the univerisity dormitory 
was also motivated by rumours — this time 
by the false allegation that the African stu- 
dents were holding a Chinese woman 
against her will inside the dormitory. Police 
at the scene of the attack did not interfere 
with or later detain Chinese who were seen 
throwing rocks at the dormitory. 

The failure of police to respond effectively 
and even-handedly to the attack led to many 
dark-skinned, foreign students' decision to 
flee Nanjing. These included non-Africans 
and many Africans who could not have been 
involved in the Christmas Day incident. 

The decision of the Chinese authorities to 
forcibly transfer 135 African and other for- 
eign students, their supporters and friends 
from the railway station to the guesthouse 
and their sequestration there for five days 
was viewed asbizarre by observers here. The 
group included South Asians, Japanese, 
Europeans and Americans. 

The Africans were held against their will, 
with some trying to escape from a bus on | 
way to the guesthouse. Some of the n 
Africans who remained in the guesthouse 
were dark-skinned and feared that the Nan- 
jing mobs might mistake them for Africans. 
Others told visiting consular representatives 
that they would remain with the Africans to 
help protect them by their very presence. 

This apparently baffled Chinese officials. 
“I am sorry to say that there are some White 
people who don't want to leave — maybe 
wives or something," Hehai University pre- 
sident Liang Ruiji unwittingly told reporters. 

Clumsy attempts to persuade the stu- 
dents to “give up” the nine alleged "ringlead- 
ers" only reinforced fears that the authorities 
had already decided that the Black Africans 
would be made solely responsible for the 
original incident. Their display of solidarity 
in turn led to the decision by police to use 
clubs and electric prods against the students 
— whom authorities previously claimed 
were being held in seclusion at the guest- 
house only for their own protection. 

Anxiety over fraternisation betwe... 
Black males and Chinese women has been a 
key factor in this and other similar incidents 
— including an African Liberation Day 
dance in Tianjin in May 1986 that was be- 
sieged for five hours by angry, rock-throw- 
ing Chinese students and a demonstration 
by Chinese students at the Peking Language 
Institute on 3 January. The Peking protest in- 
volved alleged abuse by Black students of a 
Chinese woman on New Year's Eve. 

The 1,500 Africans studying at univer- 
sities in China have long courses of study — 
three to four years or more, in contrast to one 
to two years for most European, American 
and Asian students. The African students re- 
ceive larger monthly support stipends from 
the Chinese Government than do Chinese 
students and, like other foreign students, the 
Africans are generally allocated single or 
double rooms. Chinese students living in 
dormatories live six to eightto a room. a 


BURMA 


Thats get tough with fugitive Burmese students 


Less than welcome 


| been a clear shift in the attitude of the 
| Thai authorities towards the 
thousands of students who fled Rangoon 
and other towns in the wake of Gen. Saw 
Maung's takeover on 18 September 1988. In- 
itially, the refugees were treated with le- 
niency, and on 22 November 1988, the Thai 
authorities even granted them temporary 
asylum. But following a recent visit to Ran- 
goon by Thai army commander and acting 
supreme commander, Gen. 
xchaiyuth, on 14 December 1988, the 
authorities have begun cracking down 
on fugitive Burmese students in Thailand 
and immediately across the Burmese fron- 
her. 

On 21 December 1988, a reception centre 
was set up at the provincial airport at Mae Sot 
— and Thai as well as Burmese Red Cross of- 
ficials began processing students who had 
arrived from the border camps in prepara- 
tion for their repatriation. 

There are currently 5-6,000 students liv- 
ing in about a dozen camps in areas across 
the border which are controlled by Karen, 
Karenni and Mon ethnic insurgents. In addi- 
tion, hundreds of Burmese students are re- 
ported to be staying clandestinely in border 
towns such as Mae Hong Sen, Mae Sot and 
Kanchanaburi, as well as in Bangkok. Private 
relief agencies have provided the cross-bor- 
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der camps with medicines, blankets and 
other humanitarian aid. 

5o far, only 120-130 Burmese students are 
reported to have arrived at the reception 
centre in Tak and another 10-15 at a similar 
camp attached to the 11th Infantry Regi- 
ment's base at Bangkhen, a northern 
Bangkok suburb. Most of the students have 
been unwilling to return to Burma as long as 
the military suppression of dissidents there 
continues. 

Rangoon-based diplomats and Burmese 
sources claim that many students who did 
return were arrested after spending a few 
days with their families. While most of them 
have been released after interrogation, some 
have been summarily executed, the sources 
say. "Out of the 120-130 students at Mae Sot 
airport, the first batch of 80 was repatriated 
by air to Burma on 26 December 1988. De- 
spite earlier promises that the "absconding 
students" would be allowed back "uncondi- 
tionally,” Burmese military spokesman 
Kyaw Sann said on their arrival at Mingala- 
don airport that his government would 
"punish those found to have committed 
criminal acts." 38 students at the Mae Sot re- 
ception centre have refused to return to Ran- 
goon "until after a democratic election has 
been held." Another 20 escaped before the 


Thai police could round them up." The Thai 


authorities have not pushed the issue and 
say they may take into account the students' 
declaration. 


But many students, bothattheTakcamp — | 


and along the border, still fear that they will 
be coerced into going back to Rangoon. The 


Thai authorities view their relationship with - 


Rangoon as an extremely sensitive matter. 
The presence of thousands of dissident stu- 
dents along the Thai-Burmese frontier could 
exacerbate those relations, the argument 
goes. 

Meanwhile, the situation in the camps 
across the border has become tenser, part- 
ly because of the repatriation scheme, but 
also following recent Burmese military 
drives in the area. On 12 October 1988, 


Karen guerillas managed to recapture their 
former base at Mae Tha Waw, which had _ 


been overrun by government forces in Janu- 
ary 1984. : 

The Burmese army immediately launch- 
ed a massive counter-offensive, using 
thousands of troops from the 44th and 
77th Light Infantry Divisions, as well as 
regional units. Mae Tha Waw was bom- 
barded daily with 120-mm mortars and re- 
cently obtained 84-mm, Swedish-made Carl 
Gustaf rockets, which intelligence sources 
say were supplied by Singapore’s Chartered 
Industries in early October 1988. The Karens 
eventually were forced out on 21 December 
1988. 

Maw Tha Waw is located only about 20 
km north of Klerday, a major student base 
along the border and the headquarters of the 
Democratic Alliance of Burma, a front set up 
on 19 November 1988 and comprising 23 
ethnic resistance armies, underground stu- 
dent groups and other Burmese anti-govern- 
ment organisations, which have vowed to 
wage an armed struggle against Saw 
Maung's regime. Burmese troops are re- 
ported to be digging in on the hills close to 
Klerday and an attack may be imminent, ac- 
cording to intelligence sources. E 








The funeral of Khin Kyi — the widow of Burma's independence 
hero Aung San and the mother of Aung San Suu Kyi, the coun- 
try's most prominent opposition leader — in Rangoon on 2 Janu- 
ary did not become à violent display of anti-government senti- 
ments, as initially anticipated by some observers, but a remark- 
ably well-disciplined event. n 
A Rangoon-based diplomat who witnessed the more than 
100,000-strong, 9-km long funeral procession, said the order the 
marchers maintained was to show Burma's military rulers that 
chaos and anarchy would not be inevitable if the present, draco- 
nian security measures were relaxed. | 
This was the first time people had. marched in the streets of 
Rangoon since the military, led by Gen. Saw Maung, seized power 
on 18 September 1988 and gatherings of more than four people 
were banned. The procession was organised by the National 
League for Democracy (NLD) — the party of which Aung San Suu 
Kyi is general secretary — and students policed the event. 
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North-South Korean 


talks hit snag 

> After failing to mention the subject 
through six previous meetings, North Korea 
has thrown a spanner into North-South 
dialogue by demanding that the US-South 
Korea Team Spirit military exercise be 
included on the agenda of a full-scale 
parliamentary conference planned for some 
time this year. The Pyongyang delegation 
raised the issue during the seventh round of 
preparatory talks on 30 December. The US 
and South Korea have refused to call off the 
exercise, which they say is defensive in 
nature and important in ensuring the two 
armies can work together. Diplomats say itis 
further evidence of the North's efforts to try 
and use the South Korean dissident 
movement to undermine Seoul's position. 


Pact to resolve 
Thai-Lao dispute 


> One year after a bloody border battle 
which claimed heavy casualties, Thailand 
and Laos on 29 December signed an 
agreement to resolve the Ban Rom Klao 
territorial dispute. A joint technical group 
will be set up to survey and verify the 
disputed area. The agreement underscores 
improved bilateral relations following Thai 
Prime Minister Chatichai Choonhavan’s visit 
visit to Vientiane in November. 


Taiwan's Hakka protest 
over language rights 


> More than 3,000 members of Taiwan's 
Hakka minority on 28 December staged a 
peaceful protest to demand the abolition of 
an effective ban on the Hakka dialect in 
education and broadcasting. The protest, 
which included members of both the ruling 
Kuomintang and the opposition Democratic 
Progressive Party, was Taiwan’s first 
language-rights protest and the first 
organised demonstration by Hakkas. 
Taiwan allows only 10% of local television 
time to be used for broadcasts in local 
dialects. The time is used for programmes in 
the Taiwanese dialect, though on 1 January 
the nation's first Hakka dialect programme 
was aired by a local television station. 


Taiwanese legislators 

agree to cooperate 

> Legislators from Taiwan's ruling 
Kuomintang and opposition Democratic 
Progressive Party (DPP) on 30 December 
agreed tosummon three cabinet ministers to 
the Legislative Yuan to testify on the ejection 
of 10 of their deputies from a meeting of the 
national assembly on 25 December. The 
unusual cooperation was achieved at 


opposition legislators' request and in 
exchange for a promise the DPP members 
would not obstruct revisions to income tax 
and tariff laws. The opposition party claims 
the expulsion and detention of the deputies 
at ceremonies marking Taiwan's 
constitution day was illegal. No date has 
been set for the report by the ministers — 
Interior Minister Hsu Shui-teh, Justice 
Minister Hsiao Tien-tsang and Defence 
Minister Cheng Wei-yuan. 


Vietnam tones down 
constitution preamble 


> Vietnam's national assembly, in an 
attempt to signal Hanoi's interest in 
normalising relations with Peking and 
Washington, in late December amended the 
preamble to the Vietnamese constitution, 
deleting all references condemning France, 
Japan, the US and China for past actions in 
Vietnam. The revised constitution no longer 
mentions Hanoi's decade-long conflict with 
China and refers to its earlier war with the 
US as "the war against aggression." 


Social indicators 


INH AXOIH 





Asean: infant mortality 


Deaths of infants under age 1 year 
per 1,000 live births 
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Sources: World Population Data Sheet (1982-88) 
and World Development Report 1987 















Communist Youth League 
newspaper criticised 

> The China Youth News, the official 
newspaper of the Communist Youth 
League, has been criticised severely by party 
leaders for its aggressive and liberal 
reporting. In the past two years, the 
newspaper has carried many exclusive 
stories and investigative reports on various 
scandals, thanks to a group of dedicated and 
competent young reporters. Recent scoops 
included the only report nationwide of an 
aircrash in Shaanxi, despite a high-level 
order not to publish, and another on naval 
activity near sensitive South China Sea 
islands. Chinese Communist Party 
ideologues said the newspaper's editors 
were not "sensitive to China's situation" and 
have threatened to send them to the 
countryside to "learn at grassroots level .” 


India supports new 
Sri Lankan leader 


> In what has been 
diplomatically 
interpreted as a 
gesture of support for 
new Sri Lankan 
President Ranasinghe 
Premadasa, India has 
announced that two 
battalions of the 
Indian Peace-Keeping 
Force (IPKF), now 
deployed in Sri Lanka's northern and 
eastern provinces, will be withdrawn “in the 
coming few days." Premadasa, who has not 
been happy about the IPKF presence, 
suggested the withdrawal on 20 December, 
the day after he was elected, when Indian 
High Commissioner J. N. Dixit made a 
congratulatory call on him. The withdra 

of about 3,000 of the estimated 45-50,000 
troops in Sri Lanka, began in November 
1988 and would quicken as the situation 
improved, Dixit said. 





Premadasa. 


South Korea clamps 
down on protests 


> South Korean riot police stormed a Seoul 
university on 4 January and arrested 29 
students who had occupied the president's 
office for 10 days. The arrest of the students 
— who were protesting against plans to shift 
some courses from evening to daytime 
classes — reflected the government's 
determination to crack down on illegal 
labour disputes and student 
demonstrations. Earlier, police arrested 27 
strikers at an ammunition plant and more 
than 30 who clashed with workers who 

did not join a walkout at a computer- 
assembly plant. President Roh Tae Woo 

in a TV address last week that South Koi ca 
was undergoing the pains of 
democratisation and would not tolerate 
law-breakers because they harmed national. 
development. 


Peking art exhibition 
embarrasses nude models 

> An exhibition entirely of nude paintings 
in Peking sponsored by the Central 
Academy of Fine Arts has attracted up to 
10,000 viewers per day, willing to pay as 
much as 10 times the normal ticket price. It 
was only a year ago that a nude painting for 
the first time won a national award, 
legitimising the art form in Chinese 
painting. But the main controversy this time 
came from the models, who never expected 
their portraits to be hung in the national 
gallery. In deference to their wishes, five 
works were removed. 
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The capital bustles with activity — and reform 


Rising from the ashes 





By! Murray Hiebert in Phnom Penh 
C ambodia's capital has been busy in re- 





cent weeks preparing for the 10th an- 

niversary of the overthrow of the 
notorious Khmer Rouge, under whose reign 
in the late 1970s more than a million people 
are believed to have died. 

All day long, in a park near the Samakki 
Hotel, groups of government workers and 
students practise marching in preparation 
for a parade planned for 7 January, the date 
an invading Vietnamese army installed a 
new government in Phnom Penh. The piles 
of garbage that normally lie rotting on the 
city's side streets have been hauled away and 
many buildings have received their first coat 
of fresh paint since the Khmer Rouge forced 
an evacuation of Phnom Penh in 1975. 

Despite the guerilla war which continues 
to haunt the countryside, the capital is bustl- 
ing with economic activity. Hundreds of 
small private enterprises and shops, stocked 
with such imported goods as Japanese tape 





recorders and French champagne, have 
opened in recent months. A few local busi- 
nessmen have imported new BMWs and Mer- 
cedes into the country for the first time in 
more than a decade. People have begun sell- 
ing their rights to houses — all of which are 
still owned by the state — causing property 
prices in Phnom Penh to soar. 

A Soviet diplomatin the capital credits the 
economic revival to “silent perestroika,” a 
reference to recent steps by the Kampuchean 
People’s Revolutionary Party, Cambodia’s 
communist party, to grant a freer role to the 
private sector and to downgrade the role of 
the state and cooperatives in the economy. 
“For us, socialism means we have to improve 


Vietnamese economic refugees in 
Cambodia are likely to remain: 18. 


the living standard of the people,” a Cambo- 
dian official said. “We must try to develop a 
strata of businessmen to build our economy, 
while the state tries to protect the poorest 
people.” 

In July 1988, the party central committee 
introduced reforms allowing private 
capitalists to form joint ventures with the 
state and instructed the Planning Ministry to 
begin drafting an investment law to attract 
capital from overseas Cambodians and for- 
eign companies to help rebuild the economy. 
Despite the economic blockade imposed on 
the country by most of the capitalist world 
since the Vietnamese invasion, foreign resi- 
dents in Phnom Penh report seeing an in- 
creasing number of businessmen from 
Japan, Singapore, Hongkong, South Korea 
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and Thailand quietly visiting in recent 
months to explore business opportunities in 
logging, seafood, rubber, tourism and gems. 

A few foreign companies have already 
signed contracts. Okada Logging Co. of 
Japan is building the Prek Phneou sawmill 
on the outskirts of Phnom Penh at a cost of 
Y24 million (US$193,550). Okada officials ex- 
pect the sawmill, which will have a monthly 
capacity of 3,500 m3, to export ¥1 billion 
worth of logs annually to Japan after the fac- 
tory is completed in early 1989. 

An overseas Cambodian with residency 
status in both Singapore and Hongkong re- 
cently signed a joint agreement with Phnom 
Penh to complete the Cambodiana, a 250- 
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bed hotel-casino begun by Prince Norodom 
Sihanouk prior to his ousterin a coup in 1970, 
at a cost of US$10 million. Ironically, the 
Soviet Union had earlier signed a contract to 
build the hotel, but Phnom Penh cancelled 
the agreement in favour of the overseas 
Cambodian. “It was a wise step,” a Soviet 
diplomat said. "We don't know how to build 
five-star hotels." 

But most of Cambodia's recent economic 
development is concentrated in Phnom 
Penh and Kompong Som, the prosperous 
southern port city which trades with Singa- 
pore and Thailand. Some rural families are 
building new houses and buying mot 
cles, but life is still desperately poor for nius. 
Cambodian peasants. "The gap between the 
rich and the pooris growing, and the Khmer 
Rouge could try to take advantage of this 
again," a foreign aid worker said, referring to 
the Khmer Rouge's success in the early 1970s 
in exploiting the anger of poor peasants. 


e Wi have to fear only one prob- 
lem — the economy,” an offi- 
cial said, suggesting that he 

considered Cambodia’s backward economy 
to be a more serious threat to the survival of 
the government than a possible offensive by 
the Khmer Rouge guerillas after Vietnam’s 
pledged 1990 troop withdrawal. 

In an attempt to boost food production 
and farmers’ income, the government re- 
cently introduced several economic reforms 
in rural areas. Provincial authorities were 
given permission to trade abroad directly, 
rather than through the Trade Ministr +~ 
Phnom Penh, and most highway ch 
points have been lifted making it easier for 
farmers to move their products. The govern- 
ment increased its buying price for rice from 
Riel 2.50 (Riel 142:US$1) a kilogram to 
around Riel 7, perhaps in part to discourage 
farmers from selling rice to Khmer Rouge 
guerillas who pay about Riel 8. 

The party also halted its campaign urging 
farmers to form cooperatives in the hope that 
this would spur rice output. Most of the 
country’s full-fledged co-ops, which in- 
cluded about 12% of the farmers who held 
their land, draught animals and tools collec- 
tively, have been dissolved. Western aid 
workers report that about 70% of the coun- 
try’s peasants farm in traditional mutual-aid 
teams, which help each other during the 
busiest time of the rice planting season, 
while the remaining 30% farm privately. 

“We made mistakes following the Soviet 
Union and Vietnam,” a government spokes- 
man said. “The state didn’t need to collec- 


tivise [agriculture] . . . Socialism 
doesn't mean that the state has to 
monopolise land," he said, adding: 
“Ideology must fit the actual situa- 
tion. But the situation is changing too 
fast, and ideology is staying be- 
hind.” 

Thanks to the good rains in 1988 
and the new incentives for farmers, 
the current rice harvest could be the 
country’s best in nearly two decades. 
Cambodian officials and foreign re- 
lief workers estimate that grain pro- 
duction could meet about 90% of the 
government's goal of 2.6 million ton- 
nes, which would nearly equal the 
country’s production levels in the 
late 1960s before war and the brutal 
Khmer Rouge ravaged the country. 

Despite these recent economic 
improvements, Cambodia’s infrastructure is 
still beset with crippling problems. Most of 
the country’s roads are deteriorating, with 

ted funds for repairs, and very few rice- 
growing areas are irrigated, which means 
the country is almost totally dependent on 
rain for a successful crop. Phnom Penh's 
electricity and water supplies are frequently 
cut, hampering production in the country's 
fledgling industrial sector. 

High-level government officials have 
been meeting in Phnom Penh in recent 
weeks toevaluate the country’s performance 
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Phnom Penh market: ‘silent perestroika.’ 


during the past decade, and provincial chap- 
ters of the ruling party have held congresses 
in preparation for a special national party 
conference scheduled for early in the new 
year. Officials say these meetingsare discuss- 
ing new measures to stimulate economic de- 
velopment, including the possibility of re- 
turning land ownership to peasants for the 
first time since the Khmer Rouge na- 
tionalised it in 1975. 

The party conference is also expected to 
make significant personnel changes in the 
party leadership, government ministries and 


Khmer Rouge lies low as Vietnamese withdraw 


The war winds down 


KY ix months after Vietnam withdrew its 

) military high command and some 15- 

20,000 troops from Cambodia, resist- 

ance forces have not stepped up their attacks 

against the government in Phnom Penh, for- 
eign diplomats and relief workers say. 

Truck traffic carrying imported consumer 
goods along Highway 4 from the southern 
port city of Kompong Som to Phnom Penh 
has picked up in recent months. Foreign aid 
workers once again administer relief projects 
in Pursat in the west and Stung Treng in the 
north — provinces which largely had been 
off limits to foreigners since Khmer Rouge 
guerillas increased their activity against the 
Vietnamese-backed Phnom Penh govern- 
ment in the early 1980s. 

Incontrastto the guerillas in Afghanistan, 
who launched new attacks against their op- 
ponents in Kabul when the Soviet Union 
began withdrawing its troops from their 
country, the Khmer Rouge in Cambodia are 
“lying low or have reined themselves in" de- 
spite reports of large, new shipments of 
Chinese weapons to the resistance move- 


ment in recent months, diplomats say. A 
Cambodian official claimed the number of 
guerilla attacks was down by 50% in 1988. 

But other officials conceded that the 
Khmer Rouge continue to cause problems. 
Pres Samoeur, deputy governor of the north- 
western province of Kompong Cham, told 
the REVIEW that five Khmer Rouge regi- 
ments, including about 1,000 guerillas, still 
operated in remote areas of his province. 
Samoeur said they engaged mostly in politi- 
cal activities at night, in the name of Prince 
Norodom Sihanouk, to urge people not to 
sell rice to the government or join its army. 

The deputy governor also reported that 
the guerillas frequently ambushed buses or 
burned down government buildings, such 
as schools and hospitals, and that they had 
killed 7-8,000 people in the past 10 years, in- 
cluding 1-2,000 civil servants, such as ad- 
ministrators, teachers and nurses. A Cambo- 
dian newspaper editor said the Khmer 
Rouge had killed about 100 local officials in 
the country during the past year. 

Western diplomats in Bangkok estimate 


provincial administrations, officials 
involved in the discussions say. In 
August 1988, 11 ministers were 
ousted or transferred, including the 
ministers of the interior and defence 
and the armed forces chief of staff. 
Many new provincial and district 
leaders have also been appointed in 
recent months. 

Foreign observers here believe 
that Hun Sen, Cambodia's dynamic 
37-year-old premier, is trying to ap- 
point more competent technocrats 
who are loyal to him. "Hun Sen 
wants to get the right kind of people 
whocan deliver on the economy," an 
Asian diplomat said. "He also wants 
to show Sihanouk and Son Sann that 
he doesn't still have the prejudices of 
the past," he said, referring to the 
country’s two non-communist resistance 
leaders with whom Hun Sen had a non-pro- 
ductive round of talks in Paris in November 
about ending the conflict in Cambodia. 

“Many cadre who are ideologues are 
being moved,” an official said. “Before, if 
you understood Marxism-Leninism and 
were a good speaker, you were chosen. Now 
you have to show that you can produce,” he 
said. “When you open the door to foreign 
companies, you need to change some people 
not because they’re opposed to change, but 
because they lack ability.” LI 
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that the Khmer Rouge have 30-40,000 gueril- 
las, about half of whom are in Cambodia, 
while officials in Phnom Penh say the group 
has only 20,000 fighters, with about 8,000 
operating in the country. 

Diplomats in Cambodia, all of whose 
governments are sympathetic to the Viet- 
namese-backed regime, express more confi- 
dence now than they did six months ago that 
Phnom Penh's military will be able to with- 
stand a Khmer Rouge offensive after the 
Vietnamese leave. "They're doing much bet- 
ter than expected, although they still have 
serious problems," an Asian diplomat said. 
But an analyst in Bangkok said Phnom 
Penh's army “got banged up alot” by Khmer 
Rouge fighters when Vietnam began pulling 
back from the Thai border in June 1988. “But 
local militia are made up of sterner stuff,” a 
Western diplomat countered. 

To prepare for what Premier Hun Sen 
calls “people’s war,” local defence tasks have 
increasingly been turned over to village and 
sub-district militia, and many national army 
units have been turned over to provincial 
commanders. “Before, there were many de- 
sertions from the army because many people 
didn’t want to serve away from home,” a 
Soviet diplomat said. 

Aid workers report that provinces such as 
Takeo in the south no longer have any sol- 
diers from the national army and that Prey 
Veng in the east is defended only by 10,000 
local militia. “The militia know what they’re 


fighting for — to protect their families and 
their villages," another diplomat said. For- 


eign observers say the militia usually have : 


enough guns but are desperately short of 
ammunition in some areas. "They're forced 
to buy ammunition from the enemy," an 
East European diplomat said. 

Western observers in Bangkok estimate 
that Phnom Penh has a standing army of 
44,000 regulars organised into six loose divi- 
sions, with another 50,000 men serving in 
local militia units. But Vietnamese army 
spokesman Gen. Nguyen Van Thai claimed 
that Phnom Penh had “no less than 200,000 
troops, including militia." 

Vietnamese spokesmen and Western 
analysts also differ on their estimates of how 
many Vietnamese troops remain in Cam- 
bodia. Thai said in mid-December that Hanoi 
withdrew 32,000 troops from Cambodia in 
1988 and that 18,000 would be withdrawn 
in late December to complete a pledged 
withdrawal of 50,000 men by the end of the 

ear. 
f But Western diplomats in Bangkok doubt 
that Hanoi met its target and argue that Viet- 
nam withdrew only 15-20,000 prior to the 
December pull-out. Nevertheless, Thai in- 
sists that Vietnam had withdrawn 17,000 


troops in October and November 1988 in 
"small units which couldn't be detected" by 
Western intelligence. The military spokes- 
man said the 1988 pull-out would leave only 
50,000 troops out of an initial invasion force 
of 200,000, but Western diplomats estimate 
that the actual figure of remaining troops is 
70-90,000. 

A senior Vietnamese diplomat in Phnom 
Penh said Hanoi also had withdrawn its re- 
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Vietnamese migrants seem likely to remain 


Economic refugees 


anoi’s pledge to withdraw its oc- 
H cupying army from Cambodia by 

1990 has prompted some of the 
thousands of ethnic Vietnamese migrants 
living in Cambodia to consider returning to 
Vietnam. But others have no plans to leave, 
while new migrants continue to arrive. 

And despite charges by the Cambodian 
resistance that the Vietnamese have been 
sent to colonise the country, most appear to 
have come to flee Hanoi's policies rather than 
implement them. According to a Phnom 
Penh official, they provide a welcome pool of 
skilled labour. 

"Some Vietnamese are selling off their 
goods and their houses and going back to 
Vietnam," said one young Vietnamese 
woman who runs a coffee shop in the capital. 
"They're afraid what will happen after the 

soldiers leave." 

However, Doan Van Tu, 45, who runs a 
coffee stand in one of Phnom Penh’s bustling 
markets, wants to stay after the troops with- 
draw. “If the Cambodian Government lets 
me, I'd like to stay," Tu said. "That's my big 
hope.” 

Nguyen Thi Thai, 25, and her younger 
sister who arrived in Phnom Penh from 
Chau Doc in southern Vietnam three 


months ago and set up a market sandwich 
stand, are among the many Vietnamese citi- 
zens who have moved into Cambodia with 
few hassles and little official paperwork, de- 
spite official regulations controlling cross- 
border travel. One Vietnamese woman said 
she came up from Ho Chi Minh City three 
times a month without any papers to sell 15- 
20 cases of imported soft drinks and beer in 
Phnom Penh. 

“We're not sure if the [Vietnamese] civi- 
lians will stay or go after the Vietnamese 
troops leave," the Cambodian official said. 
“For us, it’s nota problem [if they stay]. If we 
wantto develop our economy, we need skill- 
ed workers." 

Some 500,000 ethnic Vietnamese lived in 
Cambodia before 1970, as merchants, skilled 
workers such as carpenters and electricians, 
fishermen on the Tonle Sap Lake and labour- 
ers in the rubber plantations of Kompong 
Cham. Many Vietnamese fled back to Viet- 
nam after Lon Nol's coup in 1970 and the 
communist Khmer Rouge victory in 1975 
when thousands of Vietnamese were either 
expelled from Cambodia or killed. 

Premier Hun Sen in mid-December 1988 
rejected the Cambodian resistance leaders' 
charge that Hanoi has sent more than 1 mil- 





maining military and civilian advisers in 
November and said Vietnamese experts 
would only be sent in for special, short-term 
assignments in the future. Ironically, sorne ^f 
the Vietnamese civilian advisers are bein; 

placed by aid workers from Western coun- 
tries. Relief agencies say they have received 
more requests in recent months to send tech- 
nical experts to help implement economic- 
development projects. m Murray Hiebert 


lion Vietnamese settlers to colonise Cam- 
bodia, and said that only 60,000 Vietnamese 
had come back. 

However, an Asian diplomat in Phnom 
Penh estimated that there were current- 
ly about 300,000 ethnic Vietnamese living in 
the country. Many of them lived in Cam- 
bodia priorto 1975 and speak Khmer, but, ac- 
cording to several ethnic Vietnamese inter- 
viewed in Phnom Penh, between one-third 
and one-half have come to Cambodia for the 
first time since the Vietnamese invasion in 
1979. 

A government official brushed aside con- 
cern about another possible violent flare -— 
of anti-Vietnamese sentiment in Camboc 

Most of the ethnic Vietnamese appear to 
be escaping Hanoi's policies, with many giv- 
ing reasons for leaving Vietnam which 
sound similar to those cited by "boat people" 
seeking asylum in other Southeast Asian 
countries. They list economic hardship, tight 
political controls and the lack of opportunity 
for their children. "In Vietnam, you have to 
work from dawn to dusk just to have enough 
to eat," said one Chinese Cambodian mer- 
chant who has worked in Vietnam. "In Cam- 
bodia, you have enough to eat and even have 
money left over." 

"In Vietnam, it's too difficult to do busi- 
ness because taxes are too high," said Tu, 
who left Rach Gia in the Mekong River delta 
last year to set up his coffee stand with his 
wife and four children. Tu pays Riel 1,460 
(about US$10) a month in rent and taxes and 
has already managed to save Riel 24,000, 
enough tobuy a house with onelarge room. 

E Murray Hiebert 
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Soviet-US face-off must end 


search for a new relationship with 

the Soviet Union in the Pacific may 

become a foreign-policy priority of 

MÀ US president-elect George Bush. 

Confrontation and sometimes open hostility 

have been prevalent in Soviet-US relations 

for many years. But more recently, the two 

countries have passed an initial stage of 

mutual understanding and have begun a 

quest to ease tensions — in their own in- 

 terests as well as those of the rest of the 
world. 

However, one should not under-rate the 
importance of the differences that remain be- 

en them or the difficulty of unsettled 
_ olems. One of these problems is Soviet- 
US relations in the Pacific — particularly the 
northwest Pacific — with the high level of 
nuclear confrontation between the two great 
powers there. 

In his July 1986 Vladivostok speech, 
Soviet President Mikhail Gorbachov made 
three suggestions aimed at easing nuclear 
tensions in the region. First, to refrain from 
actions that would further aggravate ten- 
sions and increase strategic confrontation. 
Second, to agree on a way of separating 
naval forces in general and, in particular, 
anti-submarine forces. Third, a reciprocal 
lessening or removal of the danger posed by 
sea-launched medium and shorter-range 
nuclear weapons to the territories of the US 
and the Soviet Union. 

These proposals were made firm and fur- 
ther developed in an interview Gorbachov 
granted to the Indonesian news- 





TT Merdeka in mid-1987. $^ o 
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vever, Washington has so , 


tar tailed to respond. To a certain 
extent, this can be explained by 
the US' advantageous strategic 
position in the northwest Pacific. 

TheSoviet Union believes itis 
necessary to avoid a build-up in 
the western Pacific of medium- 
range nuclear weapons — in- 
cluding the American-made, 
sea-launched Tomahawk cruise 
missile — and dual-purpose 
missile systems intended as 
“compensation” for reductions 
in other parts of the world. 
Soviet apprehension has been caused by the 
US approach to its military presence in 
the Pacific and the increase of its nuclear 
component there. This is, above all, a US of- 
fensive naval strategy based on a desire to 
ensure absolute superiority on the sea. The 
northwest Pacific has become the lead- 
ing area in the realisation of this doc- 
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By Vladimir Ivanov 


trine, whose purpose is to try and ensure the 
maximum of security to oneself at the ex- 
pense of the security interests of an oppo- 
nent. 

The US’ offensive naval strategy creates a 
situation utterly unsuitable in the search 
for acceptable bilateral confidence-building 
measures. One obstacle in this search is the 
US Navy. Confidence-building measures are 
a hindrance to its manoeuvres at sea, which 
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The Soviet Government believes 
it is necessary to avoid a build-up 
in the western Pacific of nuclear 
weapons intended as 
compensation for reductions in 


other parts of the world. 
2 

sometimes come close to provocation. In the 
past few years, US warships more than once 
invaded Soviet territorial waters, which 
could have resulted in dangerous incidents. 

What can be donein this situation? To my 
mind, we could begin with a small thing: to 
think over again the Soviet proposals. Some 
of them were criticised by those who consi- 


dered that mostof the proposals met only the 
interests of the Soviet Union and that their 
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USS Nimitz arrives in Singapore for the New Year. 


purpose was to deprive the US and its allies 
of their advantage. 

Even some leading international-affairs 
specialists saw some perfidy in Gorbachov's 
suggestion to limit the scope and the geo- 
graphical areas of anti-submarine activities. 
These critics noted that such a move could re- 
lease a certain number of multi-role Soviet 


submarines currently protecting the Sea of 
Okhotsk for possible use near US shores, as 
well as for breaking sea communications. 
These specialists have failed to take into con- 
sideration another Soviet proposal to with- 
draw nuclear warships and submarines to 
mutually agreed areas out of range of the 
other side's territory. 

What steps would help launch a real im- 
provement in the situation? Greater open- 
ness in the military field is of paramount im- 
portance. A US-Soviet agreement to disclose 
the presence of nuclear weapons on board its 
warships — particularly when warships call 
on the ports or approach the territories of 
other countries — could become a major con- 
fidence-building measure. Such a proposal 
was made by Soviet Foreign Minister Eduard 
Shevardnadze in mid-1988. 

Preliminary notification of impending sea 
manoeuvres and invitations for representa- 
tives of other states to attend them — on are- 
ciprocal as well as unilateral basis — could 
also help create an atmosphere of confidence 
and predictability. The reduction of naval 
exercises to a minimum would be an even 
more effective measure. 

In areas where opposing naval forces are 
in close proximity, agreements — particu- 
larly tri-partite or multilateral agreements — 
on preventing provocative or otherwise 
dangerous incidents could be of major sig- 
nificance. Gorbachov made such a proposal 
to the US and Japan in a speech at Kras- 
noyarsk in 1987. Regular, multilateral 
meetings of the region's naval 
chiefs would also be helpful. 

Negotiations on reducing the 
level of military confrontation, 
both on a bilateral and a multilat- 
eral basis, could become essen- 
tial for the improvement of the 
situation in the region. Gor- 
bachov made such a proposal in 
Krasnoyarsk. The idea behind 
his initiative is to help be- 
gin a multilateral discussion on 
the reduction of armaments in 
areas where the frontiers of the 
Soviet Union, China, Japan and 
North and South Korea con- 
verge. Of course, the parti- 
cipation of the US, whose troops are de- 
ployed in South Korea and Japan, is ex- 
pected. 

On more than one occasion, the Soviet 
Union has shown that unilateral measures in 
disarmament are possible. It is eliminating its 
RS10 (SS20) missiles located in Soviet Asia. 
Between 1984 and 1988, the strength of the 


Soviet Pacific Fleet was reduced by 57 ships 
and its activity was markedly restricted. In 
his address to the UN on 7 December 1988, 
Gorbachov stated that the Soviet Union had 
resolved to unilaterally reduce its armed 
forces by 500,000 men. This reduction con- 
cerns not only Europe but Soviet Asia as 
well. By agreement with Mongolia, a major 
contingent of the Soviet troops stationed 
there will return home. 

China has also shown its goodwill by un- 
ilaterally reducing the strength of its armed 
forces and military spending, and by con- 
verting arms factories to civilian pur- 
poses. 

In their bilateral relations, Pyongyang 
and Seoul, as well as Pyongyang and Wash- 
ington, have opportunities for unilateral 
measures that could lead to reciprocal steps. 
The withdrawal of US nuclear weapons from 
the Korean Peninsula might be of historicim- 
portance as a step in promoting the normali- 
sation of the situation there. All countries of 
the region are interested in that. 

The need for détente on the Korean 
Peninsula makes political confidence-build- 
ing measures most topical. For example, 
proper US guarantees could throw new light 
on 1984 proposals to remove troops and 
heavy weapons from the demilitarised zone, 
to give notification of any pre-planned man- 
oeuvres in North and South Korea and to 
admit observers to manoeuvres on a recip- 
rocal basis. 

In the final analysis, the main result of 
confidence-building measures would be an 
increased flow of information from both 
sides. This should preclude unilateral mea- 
sures that could exacerbate tensions. 

Soviet intentions in the military field have 
been set forth with sufficient clarity: above all 
not to increase the amount of any nuclear 
weapon in the region. This unilateral com- 
mitment could be of special significance. It 
can be interpreted as a unilateral Soviet re- 
straint in deployment of Tomahawk-type 
missiles on submarines and surface ships. 

In order to improve the situation in the re- 
gion, Gorbachov has suggested discussions 
on establishing a system to negotiate Asian- 
Pacific security. Soviet-US contacts, con- 
structive discussion of the Cambodian prob- 
lem by Indochina and Asean, direct talks be- 
tween China and Vietnam, and negotiations 
between North and South Korea could be- 
come the most important elements of that 
system. 

The development of regional relations of 
a new type could be discussed by the foreign 
ministers of all countries concerned. Pro- 
gress in this field will depend on progress in 
bilateral contacts — including summit con- 
ferences, the Sino-Soviet summit among 
them. a 


Vladimir Ivanov ts head of the Pacific Research 
Department of the Institute of World Economics 
and International Relations at the Soviet Academy 
of Sciences. 
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Ex-premuers turn human-rights watchdogs 


Tales of torture 








By Suhaini Aznam in Kuala Lumpur 


F ourteen months after 106 people were 








picked up in what police called a mas- 

sive security crackdown, two former 
prime ministers and other prominent public 
figures have joined lawyers to form a na- 
tional human-rights commission to 
safeguard, among other things, freedom 
from arbitrary arrest and the right to a fair 
and open trial. 

The move coincided with the 40th an- 
niversary of the Universal Declaration of 
Human Rights. It also coincided with the re- 
lease on 20 December of a report by the Lon- 
don-based human-rights organisation Am- 
nesty International on the detentions of the 
opposition politicians, public-interest group 
activists, unionists and church workers. In 
the report, a number of the detainees de- 
scribed mental, physical and psychological 
torture during interrogation. 

Malaysia's first prime minister, Tunku 
Abdul Rahman, is to head the commission's 
pro-tem committee, with another retired 
prime minister, Tun Hussein Onn, as one of 
two deputy chairmen. The other will be Raja 
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Newspaper report of the arrests; the Tunku: looking for safeguards. 


Aziz Addruse, president of the Malaysian 
Bar Council, the lawyers’ association. Other 
committee members include retired auditor- 
general Tan Sri Ahmad Nordin Zakaria, a 
university law lecturer, a newspaper colum- 
nist, a trade unionist and the heads of several 
social groups, some of whose members had 
also been detained without trial under the In- 
ternal Security Act (ISA). 

The government seems receptive. When 
the idea was first mooted in early December, 
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Deputy Prime Minister Abdul Ghafar Baba 
said that there would be no obstacles to its 
formation and that the government too 
wanted to protect human rights and national 
security. Param Cumaraswamy, the head of 
the Bar Council's committee on human 
rights, argues that it would be most ironic if 
Malaysia, now one of the world's guardians 
of humanity as a member of the UN Security 
Council, should refuse to safeguard human 
rights in its own country. 

The Amnesty International report repro- 
duced excerpts from affidavits filed by four 
detainees, plus numerous accounts culled 
from others describing the first 60 days of 
terrogation in solitary confinement. In mus. 
cases, personal belongings were removed. 
Several men were left in their underwear for 
days. Detainees slept on concrete floors oron 
thin plywood planks. No reading material 
was initially allowed. 

Interrogation techniques were alternated 
to humiliate and frighten the detainees and 
to identify their weaknesses. Verbal abuse 
was common. Some were threatened with 
physical harm to themselves or to their 


spouses. Others werestripped naked during 


L 


interrogation, or forced to crawl on the floor, 
collecting cigarette butts purposely scattered 
there. One was repeatedly made to walk 
blindfolded so that he would bump into 
walls. 

One detainee, a convert to Christianity, 
recalled that “various attempts were made... 
to coerce or to induce me to renounce Chris- 
tianity and to convert back to Islam against 
my will." On one occasion a police inspector 
"forced me to strip naked and to enact the 
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crucifixion of Jesus Christ. He also forced 
me to crawl on the floor [naked] for about 10 
minutes." 

Another recalled: "The police officers 
stamped on my toes and fingers causing ex- 
cruciating and prolonged pains." He was 
subjected to the "cold-treatment" — stand- 
ing naked or semi-naked before a cold blast 
of air-conditioning, once after an officer had 
doused him with cold water. Having strip- 
ped him, "a police officer then rolled up a 
bundle of newspapers, lit up one end and 
threatened to burn my genitals," though he 
stopped short of actually doing so, noted 
Amnesty. 

A third detainee described the long hours 
of interrogation as "almost non-stop for 24 
hours in the first four days of my arrest with 
hardly any rest." Sitting on a plastic stool, he 
was "forced to write for more than 80 hours 
[in four days] on events in my life, some of 
which occurred more than 13 years ago." 
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Generally, conditions were better at the 
camp in Kamunting, where detainees were 
sent after interrogation and the detention or- 
ders signed, noted the report. Some 89 de- 
tainees have been released and the remain- 
der were no longer held in solitary confine- 
ment, though family visits were still re- 
stricted and mail censored. 

Under the constitution, ISA detainees 
can make representations to an advisory 
board, which can only make recommenda- 
tions to the king as to whether they should be 
released. The king's decision is final. But, 
noted the report, many detainees believe the 
board's “role as a constitutional safeguard is 
illusory and that it is designed purely to set 
the seal of legitimacy" on detention. 

Similarly, most detainees do not seek 
legal redress — the only avenue being 
through writs of habeas corpus — by plead- 
ing wrongful detention. They and their 
families are afraid that any legal action "could 


That foreign minister announces surprise trip to Hanoi 


Making up 


esponding to a combination of 
H favourable diplomatic developments 

in the region and mounting pres- 
sures at home for a rapprochement with In- 
dochina, Thai Foreign Minister Siddhi Savet- 
sila is visiting Hanoi on 9-12 January. His 
prime objective is to “quicken the peace pro- 
cess" in Cambodia; the trip is also designed 
to normalise bilateral Thai-Vietnamese rela- 
tions and prepare for an expansion in eco- 
nomic ties after the Cambodian conflict is re- 

ed. 

The sudden announcement of the trip 
took diplomatic observers by surprise. Since 
Thai-Vietnamese relations were marred by 
the latter's invasion of Cambodia in 1978, 
Siddhi has been considered a hardliner on 
Vietnam. His forthcoming trip will be the 
first by a Thai foreign minister since current 
deputy prime minister, Bhichai Rattakul, 
visited Hanoi in 1976 when he was foreign 
minister. 

Prior to Siddhi's announcement, Prime 
Minister Chatichai Choonhavan said he in- 
tended to visit Vietnam in 1989 as part of his 
policy to befriend Indochina. Under normal 
circumstances, an advance trip by the for- 
eign minister to lay the groundwork for a 
subsequent prime ministerial visit would be 
standard procedure. But given the subtle 
rivalry between the two men, Siddhi's move 
is seen in part as an attempt to stay one step 
ahead of Chatichai. 

The trip has been in the works for some 


time. Siddhi has met his Vietnamese coun- 
terpart, Nguyen Co Thach, in Bangkok three 
times since mid-1988. In response to Thach's 
invitation at the last meeting in August, he 
promised to visit Vietnam within six to eight 
months. According to a ministry spokes- 
man, he decided on the January mission 
after being convinced that the withdrawal of 
Vietnamese troops from Cambodia in mid- 
December 1988 was "genuine." 

Given scepticism in Western circles over 
the exact number of troops involved, Sid- 
dhi's tacit acceptance that Vietnam had fulfil- 
led its pledge of pulling out 50,000 troops in 
1988 represents a signal of his enthusiasm for 
improved relations with Hanoi. 

Foreign Ministry officials say Siddhi's trip 
is justified by positive developments in re- 
cent months, which all point to the prospect 
of an early resolution to the Cambodian con- 
flict. For a start, the Thais no longer doubt 
that Vietnam is serious about withdrawing 
from Cambodia. 

Of equal importance in Bangkok's view is 
the recent understanding reached between 
the Soviet and Chinese foreign ministers that 
all remaining Vietnamese troops should be 
pulled outby the end of 1989. These develop- 
ments apparently prompted Siddhi to tell a 
newspaper interviewer that ^we have al- 
most reached the end of the tunnel . . . we 
can see the light." 

A senior official conceded that there may 
be an element of rivalry in the Thai leader- 
ship. "But we are not rushing to Vietnam 
simply because of that. The timing is really 


jeopardise their chances of obtaining an early 
release," noted Amnesty. Of the two freed 
by the courts, Karpal Singh, the opposition 
Democratic Action Party member of parlia- 
ment, was redetained hours after his release, 
and the government is appealing against the 
release of Jamaluddin Othman, a Muslim 
converted to Christianity. 

- In summation, Amnesty expressed con- 
cern that Malaysian authorities "have re- 
peatedly interpreted non-violent activities 
and views of individuals as constituting a 
threat to national security." The government 
failed to show that any of those detained had 
used or advocated violence. 

Amnesty was also concerned about the 
home minister's discretionary power to de- 
tain, since it could result in arbitrary deten- 
tions "for purposes of harassment or intimi- 
dation, to facilitate oppressive and illegal in- 
terrogation, or to silence non-violent critics 
and opponents of the government." " 


opportune for a serious Thai-Vietnamese 
dialogue and we have to seize the opportun- 
ity.” Chatichai, meanwhile, said his trip 
would follow that of Siddhi, though the exact 
date has yet to be fixed. 

The Thais do not believe they can orches- 
trate the shape of a Cambodian settlement. 
Rather, Bangkok believes it must act in con- 
cert with other key players — namely Viet- 
nam, China and the Soviet Union. Since 
Bangkok enjoys access to all of them, Thai of- 
ficials feel they are in strong position to influ- 





Siddhi: positive developments. 
ence a settlement format that can best 
safeguard Thai interests. This boils down to 
the establishment of a neutral and non- 
aligned Cambodia, which poses no threat to 
Thailand and its other neighbours. 

Siddhi's delegation will also include sev- 
eral prominent businessmen who are key 
executives in his Social Action Party. Their 
presence reflects a growing interest in the 
Thai business community in increased trade 
with Vietnam as wellasinvestmentthere. m 


IN DU NE SIA 








ince its Baton congress at the end of 
à October, Indonesia's pre-eminent po- 
| litical group, Golkar, has been beset by 
J Proline One member of the newly elected 
< executive board has had to resign and ques- 
` ton marks hang over other Golkar officials 
 whoare suspected of having leftist links. Far 
.. from diffusing the power struggle that pre- 
= ceded the congress, the party's new leader- 
< ship appears plagued by further disputes 
GS and uncertainties. 
^. In a recent interview published in the 
:. news magazine Tempo, the new party chair- 
. man, Wahono, spoke candidly about the 
«headaches his new job has given him. On the 
current anti-communist campaign, he said 
he had difficulties understanding how 
the term “ideologically clean" was defin- 
ed. | g 
ooo oo The term re-entered the contemporary 
: political vocabulary in March amid the con- 
troversy over the nomination of Vice-Presi- 
dent Sudharmono, which was opposed by 
elements in the armed forces. But what 
. ; ; began asa campaign directed at one man has 
|». Since mushroomed, affecting officials at the 
_ national and regional level. There is some bit- 
5. terness about this among senior officials and 
^. private citizens who have risen to promi- 
.  nence under the staunchly anticommunist 
New Order, and some of whom suffered 
. under former president Sukarno, who ac- 
“>. commodated the communists in his admin- 
gue istration. | 
oy 2s Wahono, who was one of current Presi- 
uA dent Suharto's closest aides during the 1965 
_ abortive communist coup, called for harder 
^. legal definitions of involvement in com- 
-. munist or leftist activities. He added that the 
-. present situation “can no longer be toler- 
9s : ated. ji 
5 -Apart from the new chairman's discom- 
: fort at seeing Golkar, which was set up in the 
. mid-1960s to counter the growing influence 
of the Indonesian Communist Party, em- 
“broiled in allegations of leftist connections, 
_ the full composition of the party's leadership 
— has yet tobe finalised. While the congress de- 
2x cided the party chairmanship and the execu- 
< tive council, the Golkar power structure for 
: the past five years has been overseen by a 
= council of advisers (DPP) headed by Suharto. 
This council has yet to be formally ap- 
; pointed. 
- “We assumed the president would ap- 
t^. point the council soon after the congress,” 
-> said a senior Golkar official. The delayed de- 
.. cision has left two key aspects of Golkar's 





















Golkar s new leadership faces a sea of troubles 


ewe feuds 


structure vague. First, what role will Suharto 
play in Golkar, and second, will he appoint 
someone to run the council on a day-to-day 
basis with theoretical authority over the 
chairman and the DPP. This post, head of the 
daily presidium, was previously held by re- 
tired general Maraden Panggabean. 

Speculation has been most intense con- 
cerning the appointment of the head of the 
daily presidium. One view is that outgoing 
Golkar chairman Sudharmono, could get the 
job. This would enable him to continue as- 
serting considerable influence over the party 
and would significantly enhance his power. 
But according to Golkar sources, this now 
seems unlikely, since one achievement of 
the congress was to wrench Golkar away 
from the vice-president and diminish his 
power base. 

Then in mid-November, reports began to 
circulate in Jakarta that Suharto had reor- 





Suharto: speculation. 


ganised the Golkar council of advisers, giv- 
ing himself more direct control over the party 
by abolishing the daily presidium. Instead, it 
was said, Suharto had appointed 12 deputies 
of equal standing to assist him as supervisor 
of the council. 

Although Golkar sources confirm the 
substance of these reports, they remain puz- 
zled as to why the new format has not been 
officially declared. “The president is either 
showing a measure of indifference to Golkar 
or is being statesman-like,” said one senior 
Golkar official. If true, observers regard the 
new set-up as the kind of balancing act typi- 
cal of Suharto. 

Another view is that the president is in no 
hurry to set things in tablets of stone. "He is 
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quite happy to let Wahono, with whom he 
has a close relationship, run Golkar for the 
time being,” said one source, adding that this 


has given the party’s executive council much 


more freedom of action than before. By this 
logic also, Suharto gives himself the option 
of intervening at a later stage to appoint 
a new council when it is politically ex- 
pedient. 

There are those who view the recent spate 
of security-related issues as more than just a 
coincidence. Allegations of the presence of 
pork fat in processed food, the growing 
problem of violence among students, as well 
as the infiltration of alleged communists in 
the bureaucracy are all issues that could 
jeopardise internal security. 

It is perhaps both a measure of Suharto’s 
cautious style and an indication of the 
emergence of competing forces around him 
that has left Golkar so exposed after its na- 
tional congress. Asked in mid-December 
why he thought the anti-communist cam- 
paign was being conducted, Wahono 
plied: "There are so many issues in our ov- 
ciety now, pork fat, student fights, etc. They 
might be interrelated or not, but I have noau- 
thority to talk about it.” 

It has been left to the Coordinating Minis- 
ter of Political and Security Affairs Sudomo 
both to infer political motives from these inci- 
dents and diffuse tensions arising from 
them. In a year-end press conference, 
Sudomo described the pork-fat rumours and 
student violence as “serious,” but no threat 
to stability. 

It now seems likely that under pressure 
from the Interior Ministry, the government 
will seek to establish new regulations gov- 
eming political ane in the near fu- 
ture. 

Speculation on the succession and in- 
tense jockeying for position are expected to 
intensify in the run-up to the next elections 
due to be held in 1992. This has been encour- 
aged by Suharto’s own claim in his forthec— 
ing autobiography that his installation f. 
fifth term as president in March last year 
“was the last one forme.” Suhartosaysinthe 
autobiography, to be published in February, 
that he will be 72 when he “resigns” in 1993. 

Meanwhile, doubts about the army’s un- 
qualified backing for Suharto in his putative 
last term were laid to rest by armed forces 
commander Gen. Try Sutrisno, who reaf- 
firmed the military's support for the govern- 
ment in mid-December. “There are no inde- 
pendent power bases in Indonesia,” said 
Sutrisno. “In this government everyone 
cooperates together as one team under the 
leadership of President Suharto, whois head 
of the government and head of state.” 

Sutrisno’s description of Suharto as the 
only “captain” leading the Indonesian 
“ship” followed the retirement from the 
armed forces of Gen. Benny Murdani, long 
regarded as the second most powerful man 
in the country and now serving as defence 
minister. B 
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That's right ... you can win millions by picking your own numbers playing Lotto 6/49—-Canada’s most popular 
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49. Your numbers are entered in the Lotto 6/49 
computer system and if they match the six 
winning numbers chosen in the draw—you win 
the grand prize. Or if you have only 3, 4 or 5 
numbers correct you win one of thousands of 
secondary prizes available. 


HOW CANI PLAY? 


Complete the attached order form and send it 
to Canadian Overseas Marketing along with 
the necessary payment. Your numbers will 
automatically be entered for the specified 
length of time. You may select from 1 to 6 
games for 10, 26, or 52 weeks. Each game 


ORDER TODAY! 
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any currency your wish and confidentially 
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winner could be you. 
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SOUTH KOREA 1 


Kwangju massacre under spotlight in hearings 


A festering wound 








By John McBeth in Seoul 
T he lid remains on the full story behind 








the May 1980 bloodbath in the South 

Korean southwestern city of Kwang- 
ju, despite two months of intermittent tele- 
vised public hearings and 22 witnesses. 
Holes in Defence Ministry records, con- 
tradictions in testimony, memory lapses and 
stone-walling by key witnesses, and the re- 
fusal of former presidents Chun Doo Hwan 
and Choi Kyu Hah to give evidence have 
confounded legislators' investigations. 

Indeed, the only thing that has become 
clear is that no one is prepared to accept re- 
sponsibility for the 10-day confrontation be- 
tween mainly elite special forces troops and 
anti-martial law demonstrators, in which at 
least 192 people died and 852 were injured 
and which opened wounds in the volatile 
Cholla region that still fester today. 

The opposition says the main purpose of 
the continuing hearings is to determine who 
ordered troops to open fire. Officers in- 
volved in the incident insist there was no ac- 
tual order, that their soldiers fired their 
weapons in self-defence. Perhaps a more im- 
portant issue is why special forces were even 
given the task of sensitive civilian duties. As 
one source put it: “They are trained in crowd 
control, but they are also trained to eat 
snakes. The two just don't go together." 

South Korean military officers say the 
special forces are used because they are 
mobile and free of the constraints of the US- 
controlled Combined Forces Command 
(CFC). But there were clear pointers to their 
behaviour long before Kwangju — during 
the Pusan-Masan disturbances in early Oc- 
tober 1979 and in incidents at Seoul's 
Songkyungkwan University and the 
Yongdongpo Railway Station on 17 May that 
year when indiscriminate beatings left large 
numbers of people injured. 

Although it has been obvious for some 
time, the assembly inquiry has underlined 
the fact that the roots of the uprising lay in 
president Park Chung Hee's 26 October 1979 
assassination, the political vacuum left by his 
death and the subsequent 12 December coup 
— apparently a struggle between two com- 
peting generational factions in the army 
rather than what the coupmakers later de- 
scribed asa “patrioticact to save the nation.” 

Chun, then head of the powerful Defence 
Security Command (DSC), engineered the 
coup, supported by current President Roh 
Tae Woo and a plethora of officers, many of 
whom had forged links through the so-called 
Hana Hoe (One Association) or Il Shim Hae 


Americans say they are blamed un- 
fairly for Kwangju massacre: 26. 


(One Heart Association) — a secretive frater- 
nity of high-flying Korean Military Academy 
(KMA) graduates which existed through the 
1960s and into the early 1970s. 

Cholla-born Kim Dae Jung, leader of the 
opposition Party for Peace and Democracy 
(PPD), who barely escaped execution after 
being falsely accused of inciting the incident, 
was unable to provide proof after he asserted 
before the hearings that Chun himself or- 
dered the troops to use Kwangju as an exam- 
ple in crushing nationwide resistance to the 
17 May expansion of martial law. 

Then special forces commander Chung 
Ho Yong denied allegations he directed the 
blood-letting, claiming he was outside a 
chain of command which appears, in any 
event, to have been badly compromised. A 
classmate of Roh and Chun, the former 
home affairs and defence minister proved as 
elusive to pin down as the missing military 
records of the incident itself and the minutes 


Vd 
av 





OR E 
ET AN 


* Aro A 


Students surrend 


of a crucial 16 May meeting of army chiefs 
that decided on the martial law move. 

Still, if opposition assemblymen have not 
been able to find a smoking gun, the unpre- 
cedented exercise has given South Koreans 
their first comprehensive insight into events 
which set back democratisation for eight 
years. 

Perhaps the biggest embarrassment has 
been disclosures that 77 officers and men 
were awarded medals and citations for “dis- 
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er after an army raid in May 1980. 


tinguished service" in Kwangju, among 
them Chung (now a senior lawmaker of the 
ruling Democratic Justice Party, DJP), Park 
Jun Byung (then 20th Division commander, 
now a DJP politician and former party secret- 
ary-general) and Choi Sae Chang (then 3rd 
special forces Brigade commander, now 
chairman of the Joint Chiefs of Staff). 

Other recipients at the 20June 1980 award 
ceremony were the respective commanders 
of the 7th and 11th special forces brigades, 
Sin U Sik and Choe Ung, the latter a class- 
mate of Park who retired in 1986 and is cur- 
rently ambassador to Pakistan. Elements of 
the 7th, 11th and 3rd brigades have 
held responsible for most of the bloods 
from 18-21 May, with squads roaming the 
city beating and bayoneting civilians. 

Most accounts suggest that the worst 
fighting came on 21 May when demonstra- 
tors seized weapons from police and army 
reserve installations. Chung Ho Yong told 
the hearings that even in the name of demo- 
cracy such an act was wrong, but Kwangju 
citizens say the move was forced on them, 
first by the brutality of 7th Brigade troops 
and then by 11th Brigade rangers when 
they opened fire on demonstrators out- 
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side the South Cholla provincial office. 

Researchers say there were three occa- 
sions when the situation could have been de- 
fused, beginning with the initial confronta- 
tion between students and a small special 
forces squad outside Kwangju's Chonnam 
University on 18 May, hours after the troops 
had entered Kwangju and other cities to 
quell campus unrest. 

Armed with clubs and rifles, but initially 
no ammunition, the troops apparently had 


orders to prevent demonstrations of any 
kind. In a recent series of unprecedented in- 
terviews with Chosun Monthly reporter Cho 
Gap Jae, they said they became enraged 
when the students pelted them with rocks. 
"Seeing my fellow soldiers being killed or in- 
jured, I could feel the animal stirring inside 
me," one participant said. 

Although dozens of armed dem- 
onstrators were killed later in the day at- 
tacking an army command post in Kwangju 
Prison, the special forces probably inflicted 
the heaviest casualties when they shot their 
way out of the city centre on the 
late afternoon of 21 May as more 
than 200,000 people surged into 
the streets. 

Brigade commander Choe 
Ung said his men only began to 
shoot back after coming under 
machinegun fire from surround- 
ing rooftops. But a published ac- 
count by one soldier says the 

d, outnumbered troops had 
c«ilier killed the driver of a bus 
which tried to break through 
their positions and also a lone, 
unarmed man who taunted 
them. 

The special forces had by 
then been joined in the city by 
elements of the 20th Division, a Seoul-based 
unit normally attached to the US-controlled 
crc. But even those reinforcements were in- 
sufficient, and the army was finally forced to 
withdraw from Kwangju on the evening of 
21 May before retaking it six days later. 

The 20th Division has been portrayed up 
to now as the key force in the final phase of 
so-called Operation Chungjong (Loyal 
Heart) on 27 May. Army records indicate, 
however, that the infantrymen merely aug- 
mented the special forces and were in fact 
responsible for only four of the estimated 30 
deaths. The remainder of the victims were 
"led by ranger assault squads after refusing 

deals to lay down their arms. 

In all, 164 civilians are said to have been 
among the victims. Kwangju dissident 
groups continue to challenge the official 
death toll. Kim Dae Jung claimed during the 
hearings that there were more than 1,000 
deaths but later acknowledged the figure 
was based on a January 1987 estimate by 
William Gleysteen, then US ambassador, 
that the number was “no more than 1,000. . . 
maybe more than 200, but less than 1,000." 

Observers were puzzled why Kim would 
use a US estimate, particularly when Gleys- 
teen made it clear his embassy could not 
come up with a verifiable figure. Over the 
past few months, in an effort to nail down 
unreported cases, opposition and human- 
rights groups have compiled more than 700 
additional reports of casualties, including 10 
dead, 101 missing and 581 injured. 

Just how that will affect the official toll is 
uncertain. Opposition sources said a 
number of the dead were drifters whose 
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Kwangju students mourn their dead. 


bodies were not claimed by relatives at the 
time. But they also talk of a secret site where 
the army secretly buried others. 

Then defence minister Choo Yong Bok 
and martial-law commander Lee Hee Sung 
— neither of them Chun loyalists — were 
either unable or unwilling to shed any new 
light on the incident, leaving the impression 
they were merely powerless figureheads. 
With Chun staying away from the hearings, 
much of the heat has fallen on Chung Ho 
Yong. Ina full day of often barbed testimony, 
he blamed the violence on what he called 


“excessive protests” and the fact that his sol- 
diers — all trained in behind-the-lines gueril- 
la warfare — “didn’t know how to retreat.” 
But he disclaimed personal responsibil- 
ity, saying the airbone units had been passed 
to the operational command of the Kwangju- 
based 31st Reserve Division and the Combat 
Arms Command (CAC), the overall martial- 
law authority in the Cholla region. Chung 
claimed the order to open fire was given by 
31st Division commander Chung Uang, 







now a PPD lawmaker. Chung Ung denies it, 
saying he was forcibly retired because he had 
opposed the use of military force. 

Chung Ho Yong acknowledged he was 
in the city on frequent occasions but he said it 
was only to offer advice and to see to the wel- 
fare of his men. Asked to explain why he re- 
ceived the highest commendation for his role 
in the incident, Chung replied: “I was going 
backwards and forwards to Kwangju so 
often that they probably gave it to me for my 
hard work.” 

Yun Hung Jong, the CAC and Cholla mar- 
tial-law commander who was 
abruptly relieved of his post on 
22 May 1980, appeared to con- 
tradict Chung’s assertion that he 
was not directly involved. De- 
scribing the use of the special 
forces as “totally unnecessary,” 
Yun said Chung (Ho Yong) had 
interfered in the operations and 
he hinted at the existence of 
dual chains of command — a fac- 
tor which lawmakers are now 
being urged to explore in more 
depth. 

While independent obser- 
vers do not find accidents un- 
usual in such a confused situa- 
tion, some assemblymen point 
to two separate clashes between rangers and 
locally based army units (which accounted 
for at least 12 of the 23 soldiers killed during 
the Kwangju incident) as evidence of a sec- 
ond line of authority. 

The opposition contends it may have 
been a repeat of the 12 December coup when 
Chun circumvented the normal chain of 
command by employing his own Dsc chan- 
nels — a pervasive network of intelligence 
officers going down to battalion level. 2 
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SOUTH KOREA 2 


Army struggle behind Park s assassination 


The classmates’ coup 


sealed his position as Korea Military 

Academy (KMA) Class 11 leader in 
1961 by organising a march of KMA graduates 
in support of Park Chung Hee’s 16 May 1961 
coup. Sources said Chun, current president 
Roh Tae Woo and five other officers had 
formed the core of the secretive Hana Hoe 
(One Association) grouping several years 
earlier and over the next decade kept recruit- 
ing the best and the brightest from successive 
KMA classes. 

"They were born to the purple," a source 
said. "They enjoyed all the perks of prestige 
and money at a time when people didn't 
have much." | 

As a battalion commander in the Presi- 


| npe president Chun Doo Hwan 


dential Security Service in the mid-1960s, 
Chun maintained direct links with Park, one 
ofthe few pre-KMA generals the younger offi- 
cers admired. Educated under a new four- 
year curriculum, the new breed of soldier 
generally looked down on his older col- 
leagues as corrupt and inefficient. 

Park was no fool. Although the pre-KMA 
generals formed his natural constituency, his 
need to control the younger graduates is be- 
lieved to have led to Yun Pil Yong, a two-star 
general, becoming the nominal patron of 
Hana Hoe. 

In 1973, however, Yun was sacked as 
head of Seoul-based Capital Security com- 
mand for allegedly over-stepping his author- 
ity and all fraternity meetings were ban- 


ned. It now appears Hana Hoe disappeared 
with him, but not the affinities that had been 
built up during its existence — some of 
which Chun was later to call on to form the 
core of his own power base after the De- 
cember 1979 coup. 

When former airborne captain Cha Ji 
Chol was appointed security chief of the 
presidential Blue House in the mid-1970s — 
exercising a power over the military that was 
almost extraordinary — he appeared to take 
over Yun's former role as a minder. “Who- 
ever was to bea future leader of the army had 
to have some service there [in Cha's Blue 
House office]," a former South Korean intel- 
ligence man said. 

The assassination of both Park and Cha 
on 26 October 1979 saw the struggle between 
the older and younger generations come 
bubbling to the surface. Insiders claim only 
one or two of Chun's closest aides were 
aware of his real ambitions, but they are con- 
vinced the trigger for the 12 December coup 
was a move by then martial-law commander 
Chung Seung Hwa to shunt Chun, by then 
chief of the powerful Defence Security Com- 
mand (DSC), into the East Coast Defence 
Command. 

A retired Class 11 officer said there were 
also indications Chung would have relieved 
Roh as 9th Division commander. As it was, a 


regiment of the 9th Division was moved to 
Seoul from the Han River estuary to provide 
backing for Chun's power grab. Other key 
players in the hastily planned affair were: 
Park Hee Do (later to become army chief of 
staff), and the commanders of the Seoul- 
based 30th and 33rd Security Regiments, 
Chang Se Dong (later head of the Agency for 
National Security Planning (NsP, formerly 
KCIA) and Kim Jin Yong (currently Capital 
Garrison commander). 

In his assembly testimony, Chung Seung 
Hwa acknowledged he had suggested 
Chun's transfer but claimed that then de- 
fence minister Roh Jae Hyon decided to 
wait until after the trial of Kim Jae Kyu, the 
KCIA director later executed for Park's 
murder. Chung agreed the coup plot must 
have been hatched at short notice — appa- 
rently after his intentions were leaked by an 
aide. 

Chung, who was detained at gunpoint 
and later spent several months in jail, called 
the power play a mutiny by a small, ambiti- 
ous group of officers and said they should all 
have been executed or sentenced to heavy 
jail terms. He dismissed claims by the coup 
leaders at the time that they had moved 
against him because he was implicated in the 
assassination conspiracy and had tried to 
block the investigation. 
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Americans say they are blamed unfairly for Kwangju 


Taking the rap 


or many South Koreans, the US was as 
F responsible for the 1980 Kwangju kill- 

ings as their own leaders. It is a dog- 
matic attitude, cemented into place by Wash- 
ington's dominant role in South Korean for- 
tunes and misfortunes over four decades, its 
support for a succession of dictatorial re- 
gimes — and a litany of suspicions. It often 
overshadows the fact that the blood-letting 
was an all-Korean tragedy. 

"What the South Koreans have never 
been able to face is that Kwangju was about 
Koreans killing Koreans,” said an Ameri- 
can official with long experience on the 
peninsula. Added a senior Western dip- 
lomat: "The US has been crucified over this 
for the past eight years. It's a bum rap." 

US officials privately assert that it suited 
the purposes of all parties to make the US 
part of the Kwangju dogma — the govern- 
ment because it had a cynical interest in un- 
dermining US criticism of domestic policies 
and ensuring that Washington shared the 
burden of guilt, and the opposition because 
the Americans were an easier target to snipe 
at than a repressive military regime. 

South Koreans who retain an overly in- 


flated view of Washington's influence say 
the Americans should have made a move to 
stop the killings. Asked how they could have 
intervened short of military force, an un- 
thinkable option in the US view given wor- 
ries over possible North Korean interven- 





Gleysteen: part of the decision. 


Even if it was simply a case of Chun pro- 
tecting his career and involving his fellow 
officers at the last moment, the fact the coup 
occurred in a power vacuum and in cir- 
cumstances which left the perpetrators open 
to treason charges, meant there was clearly 
no going back. As it was, Chung was among 
40 pre-KMA officers removed from service 
and in the months that followed, Chun's 
power grew, culiminating in his appoint- 
ment on 15 April as concurrent chief of the 
KCIA. 

It was a development which left few 
doubts about his ultimate ambitions. Stu- 
dents demanding an end to martial law spill- 
ed into the streets and by 15 May the demon- 
strations had, perhaps predictably, built to a 
pitch. 

Assembly testimony indicates that the 
decision to expand martial law two days later 
was simply another deliberate step in the 
consolidation process. It is for this reason the 
opposition is curious why the Defence 
Ministry has been unable to find the minu 
of the 16 May meeting of military comman u- 
ers that decided on the move, which was 
later rubber-stamped by civilian president 
Choi Kyu Hah's cabinet in a conference room 
surrounded by armed troops. 

Kwangju was just around the corner. 

m John McBeth 


tion, a senior editor said: "That's their prob- 
lem." 

For years, South Koreans believed the 
20th Division, the unit detached from the 
US-controlled Combined Forces Command 
(CFC) caused all the bloodshed. But it is now 
clear the unit was responsible for only 10 of 
the 192 deaths. Like the Seoul-based Capital 
Garrison Command and the 2nd Army, the 
three 2,000-strong special forces brigades 
whose actions were the most reprehensible 
have never been part of the CFC. 

According to army records and then co™ 
mander Park Jun Byung, the entire 20th D 
sion was transferred to South Korean control 
at the time of president Park Chung Hee's 
October 1979 assassination. The division's 
60th Regiment was subsequently returned to 
the CFC, but the two otherregiments, the 61st 
and 62nd, remained under the South Ko- 
reans. 

Both those regiments were sent into 
Seoul in a show of force on 15 May 1980. The 
following day, the South Koreans requested 
the detaching of the 60th Regiment for duty 
in Seoul as well. CFC commander Gen. John 
Wickham was on leave in the US at the time 
(he did not return until the evening of 18 
May 1980) and the request is believed to have 
been approved by his South Korean deputy, 
Gen. Paek Sok Chu. 

Although the permission of the US com- 
mander was not required for the division’s 
subsequent deployment in Kwangju, the 
real sensitivity lies in the fact that the South 
Korean Army did confer with US authorities, 





after its forces had been driven 
from the city, about what to do if 
negotiations failed. The South 
Koreans said they intended 
sending the special forces back 
in, but Wickham and then US 
ambassador William Gleysteen 
called it ^a dangerous idea." 

In his first comprehensive 
statement on the issue seven 
years later, Gleysteen indicated 
he was in some ways a player in 
decision-making. "I had to do 
some very serious thinking 
about this because I was 
bothered by the idea of the army 
going back into Kwangju," he 
said. "I thought hard about it 
and decided that it was a reason- 
able necessity for the [South] Ko- 
rean Government. They could 
not indefinitely havea city in insurrection. So 

proposed no objection to the use of the 

h Division." 

The division's log indicates, however, 
that the 20th Division was given orders to 
move on 20 May, even before the consulta- 
tions took place — an indication, some 
sources say, that Wickham and Gleysteen 
were either roundly hoodwinked or, were 
deliberately drawn into the process. 

As it was, the 61st Regiment arrived in 
Kwangju at dawn on 21 May, the 62nd Re- 
giment five hours later and the 60th Regi- 
ment in the early evening. (The South Ko- 
reans mobilised the 30th Reserve Division 
to fill the role of the 20th Division, a 
mechanised infantry unit whose wartime 
mission would be to meet and blunt a North 
Korean strike into the Munsan Corridor, 
north of Seoul.) 

The Americans were also not aware until 
five years later that the 20th Division was 
sent to Kwangju to augment the special 
forces, not to relieve them. Indeed, during 

final assault on 27 May, it now appears 
_..h Division troops merely occupied parts 
of the sullen city, while ranger teams (in in- 
fantrymen's uniforms) were assigned to cap- 
ture the two or three rebel strongpoints still 
holding out. 

Although the command authority of all 
South Korean forces, both inside and outside 
the CFC, remains with the South Korean 
Government, it is the involvement of the 
20th Division and also a lack of protests from 
Washington, muted in large part by local 
censorship, that South Korean dissidents 
point to in claiming US culpability for the in- 
cident. 

Distracted with a strong protest over the 
17 May arrest of Kim Dae Jung and other op- 
position leaders, Gleysteen only received the 
first reports from Kwangju on the evening of 
19 May — reports which the South Korean 
Army initially denied. Even after that, he 
now says, “we were frustrated by our limited 
influence and ignorant of what was going 


"n 


on. 


Students armed with M-2 carbines face tanks. 





There were, in fact, only two authoris- 
ed observers in the city — US Cultural 
Centre director David Miller and an air 
force intelligence sergeant at the nearby 
Kwangju Airbase. Neither of them was able 
to move freely. Holed up in the house of 
a local staffer, Miller was told not to 
go outside because of fears he would be 
taken hostage — a consideration sharpen- 


ed by the Iran hostage crisis. 
The Americans will always 
have trouble explaining their 
support for then Defence Sec- 
urity Command chief Chun Doo 
Hwan, though unknown to 
South Koreans an obviously 
angry Wickham refused to meet 
Chun until two months after the 
12 December 1979 coup — and 
then grudgingly in his own CFC 
office. US officials maintain they 
were left with the choice of either 
accepting the new ruling struc- 
ture in 1980, simply because it 
was the only established order, 
orbacking away and sending the 
wrong signal to North Korea. 
Particularly ^ controversial, 
however, was US President 
Reagan's decision to receive 
Chun as his first foreign guest at the White 
House on 2 February 1981, barely eight 
months after Kwangju and five months after 
Chun's inauguration. The Americans saw 
the meeting as a quid pro quo for the life of 
Kim Dae Jung, but its message of endorse- 
ment and the way the relationship grew after 
that only served to reinforce dissident per- 
ceptions. m John McBeth 
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New title for lottery fails to halt criticisms 


Name stakes 








By Michael Vatikiotis in Jakarta 
he Indonesian Government has again 
| changed the name of its state-spon- 
sored lottery in a move to defuse criti- 
cisms that it is a form of gambling with harm- 
ful effects on society. It is the second time the 
lottery, originally introduced in 1985 as Por- 
kas (a corruption of the English word “fore- 
cast") has been renamed. Predictably, the 
announcement provoked criticism from 
those who object to the scheme on religious 
and socio-economic grounds. 

The lottery has been relaunched as a 
“Philanthropic Donation with Prizes." It re- 
places the "Sports Contribution with Prizes" 
and the "Social Contribution with Prizes," 
which replaced Porkas exactly a year ago. 
The government-issued licence for the tote is 
valid for one year only, but so far every year 
the Department of Social Affairs, which 
supervises the lottery, has renewed the li- 
cences for private companies to distribute 
and sell the tickets. 

Ever since its introduction, the lottery has 
been under fire from the Muslim establish- 
ment, which regards the tote as an unam- 
biguous form of gambling. The government 


made gambling illegal in 1981. "For us it is 
gambling and therefore haram. But the gov- 
ernment has a different view," said a senior 
official of the Islamic educational organsia- 
tion, Muhammadiya. In a country where the 
government is wary of antagonising the 
Muslim establishment, many have been sur- 
prised by its weak response to an issue on 
which almost all Muslim organisations are 
agreed. 

Ministers and senior officials have gone to 
some lengths to prove that the lottery, which 
can earn the winner of a lucky ticket up to 
Rps 1 billion (US$581,395), is not a form of 
gambling. Coordinating Minister for Political 
and Security Affairs Sudomo recently asked 
lottery ticket distributors to ensure that 
people understood they were only making 
“a donation to social projects" when buying 
a ticket. One former minister even argued 
that similar lotteries are allowed to operate in 
other Muslim countries, including Malaysia, 
where Islam is the official religion. 

More recent criticism, however, has fo- 
cused on the social and economic impact of 
the tote on lower-income groups. Members 
of parliament, prominent academics, stu- 
dents and the press have all expressed con- 


eu cern over the past year about how the lottery 















= can be an excessive drain on low incomes. 
Prices of lottery tickets range from Rps 1,000 
to Rps 5,000 — a significant proportion of the 
average monthly wage of between Rps 40- 
60,000 in urban areas. 

. Businessmen have complained that 
money being spent on the lottery is putting a 
- brake on expenditure on domestically manu- 
.factured products. Companies producing 
. confectionery and fast food have reported a 
~ fall in demand, which they attribute to the 
. lottery. | 

:- Inrural areas where the tickets are sold il- 


crimes and social problems that can be traced 
to the lottery. “The victims are the poorest 
people,” said one commentator. “They 
. dream of winning a billion rupiah.” A former 
= governor of Jakarta, R. Suprapto put it more 
bluntly: “From whom are the funds col- 
lected?” he asked in October, “They come 
_. from low-income people. For whom and for 
- . whatare the funds used for? To finance sport 
-<x Catering to the middle class.” 


egally, there is said to have been a rise in. 


The spiralling amount of money raised by 
the scheme is enough to indicate its popular- 
ity. In 1987 the lottery brought in Rps 221.2 
billion. In 1988 this figure is expected to reach 
Rps 962.4 billion. The Philanthropic Dona- 
tion with Prizes will bring in a projected Rps 
34 billion per month. 

The government defends the lottery as a 
useful source of funding for sporting and 
other community-oriented events. But some 
regional officials disagree with this appraisal. 
The lottery is already banned in the strict 
Muslim province of Aceh, while officials in 
Nusa Tenggara Barat, Bali and Central Java 
have made attempts to limit the sale of tic- 
kets. In an apparent concession to those re- 
gions which find the lottery a burden, under 
the new scheme each province will have 
the right to decide whether tickets can be 
sold. 

The lottery issue has provoked some of 
the most fiery criticism ever aimed at the 
New Order government. Moreover, it has 
fostered horizontal links across institutional 
lines that were previously underdeveloped. 


Observers were struck, for example, by the 
support lent to students protesting against 
the lottery by the rector of Gajah Mada Uni- 
versity, Koesnadi Hardjasoemantri. He ac- 
companied a delegation of students to the 
Jogyakarta provincial government office at 
the end of December, where they presented 
a petition calling for the lottery to be barred 
from the city. 

The government's reluctance to with- 
draw the lottery in the face of all the protests 
has been attributed to the tote’s link with in- 
fluential personalities. But increasingly 
weighing against the sizeable revenue gen- 
erated by the lottery is the government's ina- 
bility to control illegal “numbers” operations 
using state-lottery tickets and mounting evi- 
dence that the lottery has a deleterious im- 
pacton society. Even with the possibility that 
the forthcoming budget will raise govern- 
ment salaries by 3075, in line with inflation, 
many are wondering how much longer offi- 
cials can say in defence of the lottery that ^ 
money is needed for "sports developm« 
and aid for social welfare activities." u 





SINGAPORE 


— Lion City rocks to the pops from Batam 


A day at the Zoo 


A n Indonesian radio station, broadcast- 
| A ing mostly Western popular music, 
(ox X has become such a hit in Singapore 
that the Singapore Government has 
_. launched a station of its own in competition. 
c During the recent festive season, radiosin 
_ . Singapore's department stores, taxis and pri- 
< Vate cars blared not the sedate sounds of the 
“government-owned Singapore Broadcast- 
Ang Corp. (SBC), but the throbing rock of the 
“The Amazing FM: Zoo 101.6.” 
- The Zoo broadcasts from Batam Island, 
- located only 20 km south of Singapore. Offi- 
cially known as PT Ramako Batam, the sta- 
-tion broadcasts English-language pop music 
-almost continuously. Its disc jockeys are 
amed after animals and include Julie 
'eacock, Henry Kangaroo and Jo Monkey. 
> The Zoo began broadcasting in Sep- 
‘tember 1988 and became so popular so fast 
-that SBC, concerned about advertising rev- 
-enues as well as the impact of the Zoo on lis- 
ners, launched its own version on 1 Janu- 
ary. Called Radio Ten, the Singapore station 
will also concentrate on pop music, minimis- 
g the kind of propaganda and phone-in 
programming aimed at housewives that 
made SBC so dull that Singaporeans turned to 
the Zoo in droves for relief. This is despite the 
fact that the Zoo's few announcements and 
=- news broadcasts are in Bahasa Indonesia — 






















a language few Singaporeans understand. 

Sources said the government considered 
jamming the station but abandoned the idea 
because it would have interfered with the 
Zoo'ssignals to other Indonesian islands — a 
situation that would almost certainly have 
led to diplomatic problems with Jakarta. The 
fact that the Zoo is owned by Bambang 
Rachmadi, whose wife Yanti is the daughter 
of Indonesian Vice-President Sudharmono, 
probably played a part in Singapore's deci- 
sion. Rachmadi also owns three other radio 
stations, located near Jakarta. Sources in Sin- 
gapore said Sudharmono will officially de- 
dare PT Ramako Batam open later this 
year. 

At stake in the looming commercial battle 
between the two new rivals is an estimated 
5912 million (US$6.18 million) spent annu- 
ally by advertisers in Singapore on radio 
commercials. So popular has Zoo become 
that itis daring to charge S$350 per 30-second 
spot in prime time, compared with $$210 
charged by sBC. Radio Ten plans to charge 
5$300 


Such well-known international com- 
panies as Coca Cola and Polaroid have al- 
ready begun advertising on the Zoo. And 
they have been joined by some Singapore- 
based department stores, including C. K. 
Tangs. Advertisers, who have complained 
for years about the limited number of adver- 
tising channels available to them, are en- 


thusiastic about the Zoo. They estimate that 
60-70% of Singapore's radio audience is lis- 
tening to the Zoo, with an even higher pro- 
portion of listeners under 30 years of age tun- 
ing into the Indonesian station. 

The advertisers doubt Radio Ten will cap- 
ture the Zoo's audience any time soon, as- 
serting that the Indonesian station's success 
has been at least as much due to its ebullient 
disc jockeys as to its music. They say that the 
SBC's disc jockeys do not measure up and 
that even if Radio Ten were to find some 
lively new ones, they would not be allowed 
the artistic freedom to develop into interest- 
ing personalities. “Just look at the name they 
have chosen — Radio Ten — how is that 
going to compete with a colourful name like 
the Zoo?" one advertiser said. (Perhaps 
heeding such criticism, Radio Ten is soor 
change its name to Perfect Ten.) 

The Zoo is not the only or the first chal- 
lenge to the Singapore Government's efforts 
to control what news and music its people 
hear. The BBC World Service, which has a 
relay station inSingapore, is listened to by an 
estimated 8% of adults in Singapore. But the 
BBC attracts mostly an older, sedate audience 
interested mostly in news and commentary. 
In any case, the BBC does not accept advertis- 
ing and thus poses no commercial threat to 
the sBC. 

Another challenge to the SBC monopoly 
came in 1983 when TV3, a private channel 
operating in Malaysia, officially known as 
sistem Televisyen Malaysia Bhd, began 
broadcasting from Johor. TV3 was only able 
to secure an ultra-high frequency channel, 
whereas SBC, like most stations around the 
world, broadcasts on a very high frequency. 
This meant that viewers in Singapore 
needed special antennas to receive TV3. 

About 85% of Singapore's population 
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7 Asia, the world’s most dynamic market place is home to more than half of man- 3 
kind. Every day events occur here which not only shape the destinies of its more 
than 4 billion population but affect the entire world as well. 


The Asia 1989 Yearbook does more than just cover these events — it compiles, ana- — — 
lyses and interprets them for the reader. No businessman or scholar can afford to ignore - 
them. Nor can any professional or anyone who has dealings with or an interest in this excit- 


Asian capital and other areas of interest throughout the region. This leading 
team of writers, analysts, experts and research staff contribute (as they have 
regularly for 30 years) to keep the Asia 1989 Yearbook on top of events. To 
give you Asia minus the mystery, minus the myth. To give you Asia as only 
the Far Eastern Economic Review can. 


SOME OF THE FEATURES YOU'LL FIND ... 

The Asia 1989 Yearbook offers completely revised chapters — covering 
another historic year in Asia, and analysing US involvement in the region 
and you will also find familiar chapters and features as well: a portrait of The 
Entire Region, The Power Game, Population & Food, Development 
Banks, Asian Finance, Asian Investment, Commodities, Energy, Aviation, 


Shipping, Fishing, Trade & Aid, the Pacific, Asian & Pacific Organisations, D 


and much more. 


As in the past, the Asia 1989 Yearbook has an abundance of charts, tables d 


and graphics to illustrate the material, including a full military profile of 
each regional country. E 


The main body of the book contains chapters on 31 countries, ranging from oe a 


Afghanistan to Japan, from China to New Zealand. 
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lives in government-built public housing, 
and the authorities refused to install the spe- 
cial antennas or allow residents to put up 
their own in common areas. Althou gh it is 
possible to put suitable antennas in indi- 
< vidual flats, the restrictions nevertheless se- 
. verely limited TV3's audience. The govern- 
3 ment-guided Straits Times newspaper re- 
. fused to carry TV3's programme offerings, 
. though it carries those of the Malaysian Gov- 
. ernment's Tv stations. 
. . _TV3's greatest potential in Singapore lay in 
its broadcasts of Hongkong-produced, Can- 
tonese soap operas. The sBC also runs the 
soap operas, but dubbed in Mandarin — a 
move geared to a government policy of en- 
couraging ethnic Chinese to speak Manda- 
. rin. It is estiamtated that only 5% of the Tv 
- viewing public watches Tv3. 
. ^. Singapore's advertisers have not flocked 
= to TV3 because of its small market share and 
|... advertising rates based on coverage of 
_ Malaysia as well as Singapore. Thus, only 
those companies selling goods and services 
_.. in both countries can advertise their products 
.. economically on Tv3. The Malaysian Gov- 
== emments insistence that all commercials 
“aired in Malaysia must be produced local- 
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ly is another factor working against TV3. 

As in the case of the Zoo, 1V3's efforts, 
however stymied by the Singapore Govern- 
ment, probably would not have succeeded 
in any degree had it not been for political con- 


nections. It is controlled by the United 
Malays National Organisation, the domin- 


ant partner in Malaysia’s ruling National 
Front coalition. 
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US Justice Department reports on trtad links 


| Chinese crime pays 


BET By Review Correspondents 


ncreasing US concern about the role of 
Asian Americans in organised crime has 
In been highlighted by a recent report by 
55. the US Justice Department s criminal divi- 
>. Sion. Compiled to help law enforcement in 
= othe US rather than for publication, the report 
pays particular attention to the role of 
|. Chinese organised-crime groups in extor- 
^ tion, gambling and drug racketeering in 
~ major US cities and notes their links back to 
< Asia, especially Hongkong. 
= The report says the Asian Americans 
-have followed other organised-crime groups 
. in consolidating their power by corrupting 
- public officials and institutions. Alongside 
traditional tong (Chinese society) organi- 
~~~ sations, which had developed illegal in- 
—. terests but confined their activities to the 
-.. Chinese community, much more sophisti- 
` cated crime businesses have sprung up. 
. . The report identified by name a number 
“of individuals and organisations said to be 
active in organised crime in US cities. They 
included the Ong Leong Tong, most active in 
-New York, which — until he apparently left 
the US in 1985 — was headed by a former 
'^ Hongkong police sergeant, Eddie Chan Tse- 
E chiu. Chan migrated to the US in the mid- 




















1970s having allegedly made huge sums 
from syndicated corruption. The Hongkong, 
Government in 1976 offered an amnesty toa 
number of police allegedly guilty of earlier 
corruption. The Ong Leong Tong is cur- 
rently said to be active in cocaine trafficking 
and smuggling of aliens, among other 
things. 

However, the most organised group, ac- 
cording to the report, is the San Francisco- 
based Wah Ching (Youth of China) group 
which dominates the US West Coast. It has 
recruited heavily from ethnic Chinese ref- 
ugees from Vietnam. The leader is 37-vear- 
old Vincent Kun Jew, also known as Chau 
King Keung. Itis said to have affiliations with 
Hongkong's Sun Yee On triad, one of the 
best-organised crime groups in the territory. 
The dragon head (senior office-bearer) of 
Sun Yee On, a solicitor's clerk named Heung 
Wah-yim, was jailed in Hongkong for seven 
years in 1988 for his triad activities. 

The tongs and gangs include smaller 
groups involved in the usual organised- 
crime activities, including heroin trafficking, 
loansharking, illegal gambling and legal 
casinos. They also dominate the Chinese en- 
tertainment industry, controlling booking of 
visiting artists and marketing of Chinese vid- 
eos. The report said that Jew had become 
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The Singapore Government may be will- 
ing to tolerate the Zoo to a point. But if the 
station begins broadcasting cigarette adver- 
tisements, all forms of which are banne ` ` 
oingapore, the situation could change 
far, Singapore-based tobacco companies 
have refrained from using the Zoo, but it is 
possible that associated companies based 
elsewhere may do so. a 


profitably involved with Hongkong TV 
Video Programs Inc., the exclusive licensee 
of the largest Hongkong video exporter, 
Hong Kong Television Broadcasts, after 
pressuring its proprietor. 

The report also notes the role of local 
Chinese and Hongkong banks as channels 
through which funds from illegal businesses 
are passed. It quotes a US-based executive of 
Hongkong's Liu Chong Hing Bank referring 
to its US operation as "Chinese laundering.” 
Other banks noted for the volume of cash 
transactions that are said to be an indication 
of money laundering by clients, include 
Hang Seng, a Hongkong Bank subsidiary, 
and Overseas Trust Bank, taken overby > 
Hongkong Government in 1985 after it „o. 
into difficulties. 

The report expresses some concern about 
migration of triad members and capital from 
Hongkong to the US with the approach of 
1997 — when the territory reverts to Chinese 
sovereignty — but notes that the rank-and- 
file triads are not rich or easily moved, and 
says that some of their rackets are now exclu- 
sive to Hongkong conditions. The US crime 
organisations, despite their Chinese origins, 
are now organised to meet specifically 
American conditions and maintain only in- 
formal links with Hongkong, the report 
says. 

The report is also light on specifics on 
Hongkong. An appendix to the report men- 
tions three people who are said to appear in 
the report: Heung Wah-yim, and Macau/ 
Hongkong gambling bosses Stanley Ho and 
Yip Hon. However, for reasons which are 
not clear, the latter two are not mentioned in 
the text of the report as made available. m 
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Travellers Tales 


he ghosts of Christmas Past, Pre- 

sent and Yet-to-Come are still stalk- 

ing the trading rooms of banks, 

merchant banks, brokers and other 
financial houses since so much steam went 
out of the markets (except Japan’s, of course) 
in the aftermath of the crash of October 1987. 
Axes are still falling as the markets them- 
selves meander sideways in thin trading and 
thinner fees. 

Brokers nervously carry lists of their 
clients home with them as insurance policies 
which might attract future employers. The 
spirit of Scrooge is alive and well, and the fi- 
nancial world is peopled with Bob Cratchits 

ı Tiny Tims at home muttering, “God 
vivoS US, everyone." 

After one such recent bloodletting, in 
which a very large number of staff hired by a 
very large corporation back in the over-en- 
thusiastic, greedy days of the Bull were "let 
go,” its disgruntled victims circulated a bitter 
(and, it must be admitted, somewhat 
scatological) memorandum about their pre- 
vious employers, whom they decided to dub 
“Shiticorp.” It read: 

MEMORANDUM 
TO: ALL STAFF 
FROM: SHITICORP 
RE: REVISED RETIREMENT POLICY 

As a result of the reduction in money budgeted 
for Divisional purposes, we are going to cut down 
on our number of personnel. 

Under the plan, older employees will go on 
early retirement, thus permitting the retention of 
younger people who represent our future plans. 

Therefore, a programme to phase out older per- 

iel by the end of the current year via retirement, 

be placed into effect immediately. The program 
will be known as RAPE (Retirement Aged Person- 
nel Early). 

Employees who are RAPED will be given the op- 
portunity to work other jobs within the system. 
Provided that they are being RAPED, they can re- 
quest a review of their employment records before 
actual retirement takes place. This phase of the op- 
eration is called SCREW (Survey of Capabilities of 
Retired Early Workers). 

All employees who have been RAPED or 
SCREWED may also apply for a trial service. This 
will be called SHAFT (Study by Higher Authority 
Following Termination). Progress Policy dictates 
employees may be RAPED once and SCREWED 
twice, but may get the SHAFT as many times as the 
company deems appropriate. 

Ifany employee fills the above requirements, he 
will be entitled to get HERPES (Half Earnings of Re- 
tired Persons Employment Service). HERPES is 
considered a bonus plan as the employees can no 
longer be SCREWED or RAPED by the company. 

THE MANAGEMENT 


It is now and always has been the policy of the 
company to ensure employees are well trained 
through our Special High Intensity Training 
(SHIT). We have given our employees more SHIT 
than any other company in this area. If an employ- 
ee feels he or she does not receive SHIT on the job — 
see your immediate Supervisor. Our management 
are especially trained to assure you that you will get 
all the SHIT you can stand. 


The increasingly idiotic, meaningless and 
expensive custom of exchanging Christmas 
and season’s greetings cards at this time of 
year resulted in the usual deluge, not only 
from distant family and friends who use the 
custom as a way of keeping tenuously in 
touch — short of having to write a letter; they 
also come from people one meets regularly, 
even daily, and a depressingly large propor- 
tion of them are not from people at all, but 
from firms who want one’s business. I don’t 
know which is worse: receiving a card from 
the Ying Yong Trading Company with a 
couple of business cards stapled within, or 
trying to decipher an unreadably scribbled 
name in the hope of deciding whether it was 
sent by a corporate nonenity or an intimate 
friend. 

One of the most curious I received this 
year showed a group of aboriginal boys in 
Arnhem Land, Australia, displaying a dead 
goanna after a successful hunt. 

The goanna is an unattractive reptile 
whose name was used to conceal the identity 
of one of the alleged big crooks involved in 
one of Australia’s many corruption scandals. 
So, though it was hardly Christmassy, the 
theme was appropriate as the card came 
from a former REVIEW colleague who con- 
tinues to be a successful investigative jour- 
nalist. The card, featuring a photograph by 
Penny Tweedie, was issued by Survival In- 
ternational, an organisation devoted to the 
rights of threatened tribal peoples, whose 
sympathies were obviously with the aborigi- 
nal boys rather than the dead goanna. On 
the other hand, I am sure some wretched 
animal rights society, staffed by people who 





love beasts more than humans, would get 
much more excited about the threats to the 
reptile than to the hunters. 


Blackly humorous mistakes continue to 
be made about the latest of mankind’s 
plagues. Recently the Bangkok Post published 
a photograph of an enormous sphinx being 
towed into Australia’s Sydney harbour in 
preparation for an operatic performance. 
The caption read: 


This 14-metre replica of the Egyptian Sphinx was towed 
on Thursday by a harbour barge to a Sydney football 


stadium where it will be the centrepiece for performance 
of the opera AIDS in December. — Reuter 


It was suffering from a bad attack of the 
Aida. Another publication, Fast, is rather 
technical being put out by Airbus Industries 
and circulated to airlines using their aircraft. 
A headline ona recent article added nothing 
to the comfort of passengers, segregated or 
not: 


The AIDS 
Tae liz Er 


South African Airways 
Airbus A300 


And I wonder what went through the 
minds of the men who had to find a name 
under which a new mineral water produced 
in Bogor, Indonesia, could be marketed? 
Whatever it was, they came up with: 








One of the region’s best-known pro- 
ducts, Tiger Balm, is popularly supposed to 
cure almost every ailment, and I am sur- 
prised that no one yet has claimed that it 
cures AIDS. A similarly named but uncon- 
nected Hongkong product, Dragon-Tiger 
Oil, has no medicinal pretensions. The in- 
structions read simply, if confusingly: 

This is a solution to keep your Sexual Inter- 
course period longer and more funny. How to use 
Apply oil to the head of penis, until about 15 mi- 
nutes, thin, 90 ahead. The Dragon-tiger oil is 
proned to have no side effects. 

All the best for 1989. I hope you have fun 
and that your sexual intercourse does not 
turn out to be more funny. * 


: dioxide and burned-out forests can 
= nolonger remove it. 


^. sides without them become unstable. 
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. Race against time to salvage region's natural heritage 






outheast Asia's rainforests, the most 
bountiful in the world, are disap- 
| pearing. Unless the destruction is 
ALZ stopped, by the year 2010 most will 
have gone or been seriously damaged. Rain- 
forests, which girdle the world's equatorial 
regions, once covered 10% of the earth's sur- 





- face, nurturing its richest cornucopia of 


plants and animals. Now, the total area has 
been reduced by one-third. 

In much of Southeast Asia the rate of de- 
struction has been faster than elsewhere. 
There were 2.49 million km? of virgin forest 
_ in the region outside of Papua New Guinea 
in 1900, but only 602,222 km? remains. 
| Just as the rate of degradation of the 
55. world’s rainforests has reached record levels 
(about 200,000 km? is destroyed or degraded 
every year), evidence is accumulating that 
they areassets which the world needs. Scien- 
tists and economists have only recently 
begun totally the consequences of deforesta- 
tion. The genetic pool, forinstance, is rapidly 
diminishing. Biologists estimate 10,000 
species vanish each year. The chances of 
breakthroughs in medicine resulting from 
the use of jungle plants vanish as well. 
ze Then, there is the weather. Scientists be- 
5... lieve deforestation has contributed to the 
_ current gradual warming of the earth's atmo- 
... Sphere, partly caused by an increase in levels 


> Of carbon dioxide. Trees are one of the main 
. . agents for removing carbon dioxide from the 
<- atmosphere, giving out oxygen in return. 
<- When rainforests burn, there is a double 


jeopardy. Burning trees let off carbon 


D Then there is more obvious and 
> localised havoc. Loss of forest cover 

can cause erosion, sparking floods 
and mudslides and the silting of riv- 
= ers. Rainforests have a remarkable 
< capacity to absorb rainfall. Steep hill- 


Replanting often ends in failed crops 
or crops being washed away by 
;. heavy rains, as recently happened in 
-. southern Thailand. 

: The Washington-based World Re- 
.. Sources Institute (wR!) contends that 
. more than 1 billion people are 
- "periodically disrupted by flooding, 
5^ fuelwood shortages, soil and water 
.. degradation and reduced agricul- 
. tural production caused directly 





Rather belatedly the Thai Govern- - 
ment calls for action on preserving the 
dress alie maache Hood damage - 
. 40. The Indones ernment has | 


lling logging practices - 
terests in the in- _ 


or indirectly by the loss of tropical-forest 
cover.” | 

There are also direct economic losses. The 
World Bank estimates that about 200 million 
people depend on the tropical forests for 
their livelihoods; their future prospects 
dwindle along with the forests. Meanwhile, 
tropical forests generate US$8 billion in ex- 
port revenues a year — but from a rapidly 
dwindling resource. 

Already, Thailand has gone from an ex- 
porter to an importer of timber, and the 
Philippines' timber trade is down to a trickle. 
If the current rates of deforestation continue, 
WRI predicts that by the year 2000, the 33 net 
exporter countries will drop to below 10, and 
export earnings will shrink to about US$2 bil- 
lion at current prices. 

Saving the tropical forests has become a 
global issue. But are these forests the pat- 
rimony of whichever country happens to 
possess them to cut or keep? Or are they dif- 


ferent, say, from tin or diamonds — aunique 


resource that the international community 
can claim it has the right to preserve? 
In recognition of the fact that something 


4981 





forests 


must be done by the international commun- 
ity, two global initiatives have emerged: the 
International Tropical Timber Organisation 
(ITTO), created to attack the problem through 
the logging industry, and the Tropical Fores- 
try Action Plan (TFAP), a task force made up 
of the United Nations Development Pro- 
gramme, the World Bank, the Food and Ag- 
riculture Organisation and the World Re- 
sources Institute. TFAP is calling for US$8 bil- 
lion to implement its tropical country-by- 
country blueprint for promoting both con- 
servation and development. 

Yet, these two ambitious schemes s 
to be accomplishing little. Beneath all the 
good intentions there is a bitter standoff be- 
tween those with rainforests and those with- 
out them. The funds from international 
agencies and bilateral aid projects going to 
these initiatives and investments designed to 
slow the rate of deforestation have doubled 
in the past three years to US$1 billion. But the 
rate of deforestation has never been greater. 

Deforestation has many causes and slow- 
ing the destruction requires global and na- 
tional actions. There is the big picture, in 
which sweeping structural changes are 
needed to increase the price of timber pro- 
ducts to reflect their replacement cost rather 
than their extraction costs and create finan- 
cial incentives for conservation. Then there is 
the local picture, in which tropical countries 
need tore-evaluate land-use decisions. There 
is a growing consensus that producers have 
undervalued their forests and must cha-~~ 
their policies, especially those regulating 
timber industry. 

At the moment, ITTO can merely 

g air the big-picture schemes of what 
? should be done. There is talk of con- 


uu ses 9 s er countries, mostly rich nations, 


subsidising forest preservation or of 
revamping the timber trade and in- 
creasing prices. But the reality is that 
tropical countries need timber export 
earnings, land to plant cash crops and 
land to settle rising populations. 
These are the factors that determine 
the rate of deforestation. 

Tropical countries (in theory, at 
least) can choose to leave their re- 
maining forests untouched. Few if 
any have this luxury, for the land 
transformed to other uses can pro- 
vide cash, jobs and a home for an 
ever-growing populace. Or forests 
can be cleared, the timber turned into 
immediate cash and the land turned 


into agricultural plantations. Or, countries 
can follow a middle course: extracting eco- 
nomic value from their forests through log- 
ging, but conserving them at the same time. 
However, this requires long-term planning 
by governments and a willingness to enforce 
strict logging rules to keep settlers out of pro- 
duction forests. 

At present, very little forest is under sus- 
tainable-yield management, according to a 
study presented at a recent ITTO meeting in 
Yokohama. 

Tropical forests have the capacity to re- 
generate naturally. Unlike logging practices 
in the temperate zones, where the (relatively 
fast-growing) conifer forests are cleared and 
then replanted, tropical forests theoretically 
can be selectively logged with only the 
largest trees extracted, left fallow fora time so 
that they can regenerate and then be re-en- 
tered and logged again. 

Foresters debate how much time should 
elapse between logging, but most say 45 

rs or more. Some of the largest tropical 
«ud wood trees take up to 100 years to ma- 
ture, but if enough undamaged trees are left 
behind by loggers, a 45-year lag time should 
be sufficient to allow another batch to ma- 
ture. If logged properly, a production forest 
retains most of the diversity of its plant and 
wildlife. It also continues to act as a buffer 
against erosion and climatic change. Some 
degraded forest will eventually regenerate, 
but much will noteitherbecause of encroach- 
ment or because so many trees have been re- 
moved that only coarse grass will grow. 


ut out of 828 million ha of tropical 
production forest (the area specifi- 
cally allotted to the logging indus- 
try) less than 1% is being managed 
in a way that could broadly be considered 
sustainable, the study, headed by British 
forester Duncan Poore, found. "The techni- 
cal solutions are known," says Poore. "The 
failures are political, socio-economic and 
nagerial.” 

The study notes: “With the exception of 
Papua New Guinea, all the forests under 
concession agreements within the region 
are, at least nominally, under management. 
There is, however, a very great difference be- 
tween theory and practice.” 

The best example found in South- 
east Asia was in areas of Peninsular 
Malaysia. Other places that are par- 
tially successful include: Mae Poong 
forest in Thailand; the Jengai Forest 
Reserve in Trengganu, Malaysia; 
Sabah Foundation in Sabah, 
Malaysia; Nasipit Lumber Co. in 
Nasipit, Philippines; and operations 
of Padeco in Sumatra, Indonesia. 

Poore's report provides support 
for calls for policy changes made by 
Robert Repetto of WRI in a study of 
government timber policies, entitled 
The Forest for the Trees?. Repetto ar- 
gues that tropical countries should 





E L2 


Logging in Malaysia: competing claims. 


abolish tax credits which promote conver- 
sion of forest into agricultural land; sharply 
increase royalties for timber which can be 
used to promote sustainable management; 
and that concessions should be auctioned 
competitively and given for longer periods 
of time. 

The problem and the potential solutions 
revolve around land use. Now that it is har- 
der to refute the economic and environmen- 
tal value of forests, the task of deciphering 
which of the competing claims on the forest 
makes the most economic sense has become 
crucial. With increasing urgency, tropical 
countries must address the question: how 
much of their remaining forests should they 
keep and do the tropical countries have a 
duty to the rest of the world to keep them? 

"| worry about the greenhouse effect 
too," says one of the Brazilian delegates to 
the ITTO meeting. "But why is it the tropical- 
forest countries that have to pay the price to 
try to dosomething aboutit?” This sentiment 
is heard again and again in countries with 
rainforests. When it comes to carbon 
dioxide, the complaint is an apt one: most of 


Tropical timber projections 1980-2020 
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the increase is due to the combustion of fossil 
fuels by rich nations. "Environmentalists are 
always talking about our moral duty, but 
people can't live on moral duty," saysa fores- 
try official from Malaysia. 

Traditionally, governments in Southeast 
Asia have viewed the jungle as valueless in 
its natural state; a rubber plantation or wide- 
scale planting of other cash crops seemed a 
better use of land. In Indonesia and Malaysia 
it was a colonial agricultural system that first 
transformed large swathes of forest into tree- 
crop plantations. More and more of the 
jungle was needed as populations soared. 
Conversion to agricultural uses — both con- 
version instigated by government master 
plans and informal conversion by migrants 
— remains the prime cause of deforestation. 

Many experts now say more attention 
should be given to such factors as soil quality, 
the topography of the land, the environmen- 
tal consequences of clearing the forest and 
the economic value ofa sustainably managed 
production forest in the equation of what is 
the highest use of land covered with forest. In 
many places the conclusion has been that the 
clearing of the jungle has gone too far. 

In Peninsular Malaysia, however, con- 
version to plantation crops, which accounts 
for almost 90% of the deforestation in the 
past decade, has been a success. Jobs and 
wealth have been created, and more than 1 
million ha of cash crops, such as rubber and 
oil palm, have been planted. But this has 
been achieved at the price of the forests: 30% 
of the natural forest was lost between 1910 
and 1980, and since 1985 an estimated 1.4% 
of the remaining forested lands are being 
cleared each year. 

Malaysia’s model cannot be easily 
mimicked. Often, alternative uses of the 
forest — especially cash crops — have not 
produced the yields envisioned by govern- 
ment planners. In parts of Kalimantan and in 
the Philippines, there are examples of forest 
conversion for agriculture where the invest- 
ment to promote and subsidise agricultural 
settlements has surpassed the yields. Often, 
this is because the soil beneath tropical forest 
is thin and lacks nutrients. The rainforest 
floor is a tangle of growing and dying plants 
and animals feeding off each other; this layer 
of biomass acts as the forest's topsoil. 
But when the forests go, the quality of 
the soil left behind varies. 

Some scientists estimated that 
95% of the topsoil under the remain- 
ing rainforests cannot sustain 
monoculture crops. Rubber trees, 
though, do not leech the soil of nut- 
rients and often flourish on land once 
covered with rainforests. Penin- 
sular Malaysia’s rubber plantations 
are proof, but successful agricul- 
tural plantations require exten- 
sive planning and large initial in- 

vestments. 
Even if governments in the re- 
gion tried to reduce the forests delib- 
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use, deforestation caused by mig- 
rants invading the forests would re- 
main. Indigenous forest dwellers 
usualy cause minimal damage 
to the forest. Poverty drives the 
landless agriculturalists into 
the forest. They burn trees and 
squat on cleared land, and when 
that is exhausted burn some 
more. 

Government prevention of en- 
croachment may not be diffi- 
cult in Sarawak or Sabah, where 
population pressure is minimal, but 
would be political dynamite in parts 
of the Philippines. 

Prospects for protecting the remaining 
forests from encroachment cannot be sepa- 
rated from prospects for reforming the log- 
ging industry. Migrants often follow the log- 
ging roads and find degraded forests easier 
to clear. Also, logging companies cause 
much more damage than they need to in ex- 
tracting logs because it is cheaper and they 
can get away with it. Tax policies can reduce 
this. For example, it is less of a problem in 
Sarawak than Sabah because Sarawak im- 
poses heavier royalties on smaller trees and 
more valuable species. 

Forest concessions have been the cur- 
rency of politics in many places; rosters of 








Projected exports of logs and processed wood 
from developing countries 1980-2020 


those with interests in logging companies 
and concessions in Sarawak or Sabah or even 
Kalimantan read like a roster of who's whoin 
the political elite. This makes it tough for 
forest departments to enforce the rules. 
Foresters advocate 70-year concessions, but 
most in the region are only for 10 or 20 years. 
In some areas, such as Kalimantan, huge 
plywood and processing industries have 
sprung up which are not merely profitable 
for investors, but employ alot of unskilled la- 
bour., | 
Historically, development has often been 
associated with the replacement of forest by 
agriculture capable of supporting much 


larger populations. Most of Western 
Europe was covered with forest at 
one time and environmental prob- 
lems in the developed world result 
more from industrialisation than 
from the destruction of forests, 
which mostly occurred before the In- 
dustrial Revolution. The question, 
then, for Southeast Asia is not how 
much traditional forest is "needed," 
but how to prevent short-term 
needs, whether of commercial log- 
gers, government treasuries or of 
land-hungry peasants, from im- 
pinging on the best long-term eco- 
nomic advantage from appropriate 
land use. 

A forester from Sabah says the tropical 
countries will alter the rate of deforestation, 
but at their own pace. “Time,” he says, “will 
itself reduce the rate of logging. As develop- 
ment climaxes, land use stabilises. And as 
levels of education rise, then people in the 
producer countries will care about cons 
tion themselves. Soon, Malaysians wu uc 
calling for preservation themselves and that 
is when it will be appropriate.” 

As for the attitudes of the rich consum- 
ers, one Indonesian delegate to the ITTO 
meeting was blunt: "If you of the First World 
want to preserve the rainforests? Fine, you 
pay for it." n 


333 ANY? 


had become a game of finding someone to blame for how little 
things have changed since ITTO's previous get-together. 
In Yokohama, it was Japan's turn to be the culprit. Motokatsu 


Unequal to the task 


When the UN-sponsored ITTO made its debut in 1985, it was 
touted as the best hope for slowing deforestation because of its 
global connection to the producing and consuming side of the in- 
dustry. More than half-way through its five-year lifespan, op- 
timism over its effectiveness is scarce. 

It will lapse unless its 42 member countries extend it after 1990. 
The organisation rests on the assumption that the only way to 
save the forests is to make them profitable and sustainable. Once 
. the timber industry is on a long-term, prosperous footing, ITTO 

. thinking has it, governments will have the financial incentive to 

. endthe other causes of deforestation. Commercial logging is re- 

 Sponsibleforonly about 25% of deforestation, but provides a gate- 
-. : way into the forests for the poor and the landless. 

~~ ITTIO's record so far has been dismal; the organisation has been 

_ sapped by the search for funds and fractious rivalry with TEAP, 


_ Which is promoting its own plans for both the conservation and’ 


^ development of tropical forests. Within ITTO, producers have 
-. been pitted against consumers over who should make the first 
-. move. It has been divided over whether it should be a funding 
agency or a forum for setting policy. Perhaps most importantly, 
effectiveness has been hindered by an informal boycott by Japan- 
. ese traders. ITTO's failings were on display at its gathering in 
_. Yokohama in November 1988. 

- .. Delegates from producer and consumer countries attended. 
They included loggers and traders, diplomats and conser- 
.: Vationists, and each on arrival was handed a stack of reports 
. measuring 7 in. high. "They're worth a tree at least,” a delegate 
. quipped. Another, from Brazil, commented that ITTO meetings 


Watanabe of the Japan Foreign Ministry endured the grumbles di- 
rected at his country: Japan consumed tropical timber as though it 
was in limitless supply; Japanese traders were the bullies of the 
marketplace, keeping prices down; Japan was unwilling to give 
money to global initiatives. Watanabe also endured the wrath of 
conservationists for Japan’s reliance on tropical timber while pre- 
serving its own temperate forests, which cover 68% of the coun- 
try. Japan more or less controls the trade in Southeast Asia, which 
leads the world in selling logs and timber products. The other e 
porting regions are South America and Africa. EE 

If ITO expects to influence the timber trade, it needs the partici- 
pation of Japan's trading houses and plywood manufacturers. 
Japan pushed to have trTO headquartered in Yokohama and is the 
organisation’s biggest financial backer. But the support stops with 
the Foreign Ministry. 2 | 

To survive, the timber industry needs to fulfil three require- 
ments: prices for tropical-timber products need to be raised to re- 
flect the true cost of replacement; the timber-processing industry 
in producer countries needs to be developed so that it benefits 
from the value added, and there must be radical changes of gov- 
ernment policies and logging practices. - 

ITTO has made little progress in these areas. The only novel de- 
velopment in Yokohama was a proposal to place a voluntary levy 
on timber imports, put forward by timber traders in Britain and 
the Netherlands. In the abstract, the levy proposal is part of the in- 
novative — some would say desperate — thinking to give conser- 
vation a sensible economic footing. 

But it was hard to find any backers in Yokohama. Not only 
would Japanese traders have no truck with it, delegates from In- 
donesia and Brazil scotched theidea. u Margaret Scott 
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IMAGINATION AND INGENUITY — 
FREE TO SOAR 


We're not just a steel company any more. 
NIPPON STEEL is taking off in new directions 
to meet the needs of a changing world. 
Building on our strong foundation of research 
ability, human resources, market knowhow, 
and the wealth of experience we have 
developed in designing. building, and operat- 
ing our major steel facilities, we are currently 
advancing into new areas of promising and 

expanding enterprises and technologies. 
Steelmaking and $teel-related engineering and 
construction will remain our mainstay, but you 
will see us às a full-range supplier of industrial 
> materials, and a corporation involved in 
f> a wide spectrum of new businesses, including 
such fields ās electronic equipment, informa- 

3X tion processing, and telecommunications. 

F- We are the new NIPPON STEEL — and we 
a is plan to be part of your future — whatever your 
requirements are and wherever you may be. 
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Thai Government finally decides to preserve forests 





By Paisal Sricharatchanya in Bangkok 


he consequences of decades of forest 
| destruction in Thailand were brought 


into focus in late November 1988. Vil- 
lages in southern Thailand were washed 
away in flash floods or buried in mud and 
logs, leaving at least 350 dead. Although 
there is debate on how far logging was to 
blame, in the aftermath, the nation has 
turned its attention to what should be done 
to preserve what remains of the forests. 

There is a Thai saying that fences are 
erected only after the buffaloes are stolen 
— an apt metaphor for this belated call 
for remedial action. Thailand no longer is 
a net exporter of timber, as most of its 
neighbours still are; indeed, it is 
now an importer. 

When faced with the choice 
of whether to keep large swaths 
of the country as forest or con- 
vert it to other uses, Thailand 
often decided it could not afford 
its forests. Now, many are look- 
ing at the environmental legacy 
of such choices and concluding 
that other choices will have to be 
made. 

According to Royal Forestry 
Department (RFD) statistics, the 
forest cover shrank from 66% in 
1950 to a little over 29% in 1985. 
Based on satellite surveys, the 
figure took into account exten- 
sive patches of rubber planta- 
tions, particularly in southern 
Thailand. What exactly remains 
of the natural forests today is a subject of de- 
bate; Agriculture Minister Sanan Kachorn- 
prasart says these amount to only 19.196. 

Responding to popularangerin the disas- 
ter-hit provinces, the government an- 
nounced an indefinite suspension of all log- 
ging in the southern region. It promised this 
was just the first step which would eventu- 
ally lead to a revocation of all logging conces- 
sions in 12 of the region's 14 provinces. 

In a related move that was designed to 
placate a mounting public outcry for a 
nationwide ban on logging, the government 
was expected to promulgate an emergency 
decree which would limit logging zones and 
impose rigid control through amendments 
to the forestry, national parks and wildlife- 
conservation acts. Timber concessions in 
other parts of Thailand hit by severe de- 
forestration would also be revoked. 

But these actions fell short of the expecta- 
tions of an emotional and politicised lobby 
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Too little, too late 


including students, environmental groups 
and village vigilantes from areas where forest 
destruction is especially advanced. 

The “politically neutral” Palang Dharma 
Party of popular Bangkok Governor Cham- 
long Srimuang also entered the fray. He de- 
nounced corrupt MPs involved in logging 
and demanded a complete logging ban. 

The enormous vested interests associated 
with the timber industry explain why the 
government stopped short of doing this. At 
least three ministers in the current cabinet are 
involved in timber-related businesses while 
a large number of MPs are understood to be 
bankrolled by provincial timber interests. 

"What we have seen in Thailand is a com- 
plete failure in the entire system of forestry 
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Village encroachment on forests: negative impact. 


protection," asserted RFD deputy director 
general Phairot Suvanakorn. “We need an 
entirely new approach. Forests will have to 
be treated strictly as such; any trespassing or 
illegal settlement must be prohibited." 

Until the suspension in southern Thai- 
land, there were 301 logging concessions 
throughout the country, most of which were 
granted in 1972. All carried a 30-year lease. 

Adverse environmental impact would 
have been minimal if the logging procedures 
had been strictly observed. Each of the con- 
cessions was divided into 30 plots; the con- 
cessionaires were to fell systematically only 
the large trees on a one-year-per-plot basis 
whereby at the end of the lease, smaller trees 
in the initially logged plots would have 
grown enough for re-logging. 

But because of rampant corruption 
among forestry and other local officials, the 
scientific logging procedures were ignored. 

In what gradually developed into a 
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nauonwiae pattern, any jungle trails opened 
up by the logging companies soon attracted 
villagers. They first felled the smaller trees 
and later cleared the grounds for cultivation. 

Much of the damage during the floods in 
the south was caused by hundreds of 
thousands of trees and logs that were swept 
down from the hills by floods. The blame 
was initially put on those who allegedly fell- 
ed the trees illegally and left them behind. 

However, RFD officials subsequently con- 
cluded that some 90% of the affected timber 
in fact comprised uncut trees — roughly half 
of which were young rubber plants — which 
were uprooted by torrential downpours. 

Logging aside, the villagers themselves 
were partly to blame for transforming slopes 
too steep for them into rubber plantations 
and fruit orchards. Experts say that a natural 
forest would have been able to absorb about 
50% of the rainwater. The absorptive capa- 
city of the undergrowth of a rainforest is put 
at 20 times that of a rubber plantation. 

In the worst-hit province of Nakho 
Thammarat, entire villages were wasiucu 
away by the floods or buried under mud. 
SERS Although the type of crops 
might have differed, the pattern 
of over-logging has been no dif- 
ferent in Thailand’s other re- 
gions. Partly as a result of popu- 
lation pressures about 8 million 
ha of forests were destroyed dur- 
ing 1961-73, which translated 
into a 680,000-ha annual aver- 
age. The pace quickened to 1.16 
million ha in each of the succeed- 
ing four years. 

The result has been a 
wholesale transformation of 
what used to be a forested land- 
scape in the upper Central Plains 
and the northeast into cultiva- 
tion grounds for important cash 
crops such as tapioca and maize. 

What has contributed tc *-- 
encroachment is a longstarx 
government policy gradually to extend land 
titles to the landless who had first trespassed 
and later settled down in degraded forests — 
a political consideration that ran counter to 
conservation. 

In the final analysis, a logging ban — be it 
in the south or nationwide — is only the start 
of the task to preserve Thailand's remaining 
forests. As Phairot put it: “The sort of en- 
vironmental awareness generated by the 
southern disaster is a positive development. 
But the crux of the problem remains how the 
government could effectively resolve the 
rural folks' socio-economic needs." 

The fact remains that the forest per se is 
not an end in itself. If other uses can generate 
more output and employment without 
damaging the environment, it is hard to 
argue conservation for conservation's sake. 
What is clear, however, is that some forest 
destruction has had serious negative im- 
pact. & 






VANVHO.VHVHOIHS TVSIVd 


ENVIRONMENT 3 


Indonesia juggles timber money and conservation 
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By Michael Vatikiotis in Jakarta 
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ndonesia's tropical forest is the most val- 
[= in Asia. It is also, according to a 

growing chorus of environmentalists, 
one of the least protected. More than half of 
Indonesia or about 150 million ha is covered 
with forest, but 900,000 ha of this is being de- 
forested every year. There are signs of anew 
official awareness of the need for conserva- 
tion and forest management. 

Land clearance for settlement and ag- 
riculture has long been mainly responsible 
for the destruction of tropical forest in the re- 

i. But concern is now focusing on com- 
ee cial logging. Half of the forest cleared can 
be attributed to logging. | 

The World Bank's 1988 country report, 
which for the first time included a separate 
section addressing environmental issues, 
said that "actual exploitation levels are be- 
lieved to be substantially above reported 
levels, and overlogging and damage to exist- 
ing stock is widespread." A recent report by 
the World Resources Institute estimated that 
12.596 of Indonesia's remaining productive 
forest will be logged out in the next decade. 

The problem, says Emil Salim, state 
minister for the environment, is how to 
translate this into actual policy. "Foreign 
countries only see the need to preserve the 
forest. Here I have difficulties," Salim said re- 
cently. "How much do we need to pre- 
serve?" The minister said that while most In- 
donesians understand the need to preserve 
forest areas to prevent erosion and control 
flooding, "the most difficult issue is in the 

ervation of genetic resources because in 
genetic resources have no value." 

With the largest forest area in Southeast 
Asia, Indonesia also has almost 60% of the 
productive forest in the region set aside for 
commercial logging. What has happened to 
the production forest here provides a win- 
dow on the difficult balancing act between 
reaping economic benefits from the forests 
and conservation. 

Government controls over logging ac- 
tivities were first imposed in the late 1960s — 
early in the era of exploitation of timber re- 
sources. For instance, selective logging 
standards were imposed, which required 
that only trees of more than 50 cm in diame- 
ter could be felled. However, like so many 
timber policies, there were unintended con- 
sequences, and over the years this has also 
meant that companies have logged over a 
wider area to find enough of the larger trees. 

Then in 1985, Indonesia placed a ban on 
exports. This was seen as a means to capture 





value added by requiring the processing of 
logs into plywood or other timber products, 
which fetch a higher price. It also was seen as 
a way to slow the rate of deforestation be- 
cause the same amount of revenue was to 
come from a smaller number of trees. 

In reality, though, this measure has 
proved less effective as a measure of conser- 
vation and more useful as a stimulus to deve- 
lop processing plants for pulp and plywood, 
thus creating badly needed jobs. 

There has not been a substantial reduc- 
tion in logging rates. For example, the outly- 
ing province of Maluku in eastern Indonesia 
exported 1.14 million cm of raw logs, worth 
US$145 million, in 1980. Almost the same 
amount will be logged to produce the esti- 
mated 400,000 cm of plywood that will be ex- 
ported from the province this year. Local offi- 
cials in the Maluku capital, Ambon, admit 
that theban on raw log exports has done very 
little to conserve the forest. If anything, the 
proximity of timber-rich islands such as Hal- 
mahera and Seram to Japan and Taiwan, has 
stimulated the development of new logging 
ventures. 


T Barrito Pacific is a major operating 
P company in Maluku. Its plywood mill 

at Sidangole on Halmahera island 
consumes 19,000 cm of the high-grade 
hardwood such as Meranti, Mersawa and 
Agathis, each month to produce 11,000 cm of 
plywood for export. 

But the benefits of timber exploitation on 
this scale for the local economy are not 
wholly apparent. Local residents in the re- 
gency of Ternate in North Maluku com- 
plained that they do not see enough of the 
profits from plywood exports. Up to 40% of 
the employees in Barrito's mills come from 
Java, which means that wages are remitted 
outside the province, though the local ad- 
ministration does take a royalty fee. 

According to Salim, the political decision 
to implement conservative forest manage- 
ment has already been taken. However, the 
search for non-oil exports facing Indonesia in 
the post oil-boom era has dealt conserva- 
tion efforts a major blow. This is reflected in 
the exponential growth in timber exports 
which stood at US$1.61 billion in 1986-87 and 
reached US$3 billion in 1988. The forestry 
sector currently accounts for about 15% of 
total exports. 

Although illogical in the long term, short- 
term economic necessity appears to be ac- 
celerating the rate of forest exploitation. Offi- 
cially, the government imposes five cate- 
gories of boundaries to control the level of 


exploitation. They are: conservation and na- 
tional parks, watershed protection, limited 
production, regular production and conver- 
sion (to agriculture). At present, according to 
government figures, 20% of the forest is sup- 
posed to be completely protected. However, 
according to an independent survey, 1776 of 
the area in the protection forest category 
either has been logged or encroached upon 
by farmers. 

Outside the protected areas (and perhaps 
encroaching on them as well) environmental 
experts believe the forest is being destroyed 
at a frightening pace. They say that the sys- 
tem of concessions adopted by the govern- 
ment — the parcelling of land on short leases 
to private entrepreneurs — is mostly to 
blame. The concessions, or HPH, cover 56 
million ha on leases averaging 20 years. — 


Loggers pay a replanting levy of about E 


US$4 per m3. But critics say the sum is too lit- 
tle to finance replanting. "The underlying as- 
sumption was that the HPH holders would 
be professional logging companies. ‘This is 
not the case,” said one local businessman. 
Most of the 544 concession-holders. are re- 
tired military or former government officials. 
Added to this list of inadequacies is the poor 
level of supervision of the concession areas. 
There is only one officer per 20,000 ha of 
forest. 

In the face of serious denudation of the 
forest reserves, the government has come 
under internal and external pressures to im- 
plement stricter management policies. 
Foremost among those exerting pressure is 
the World Bank. Its recently established en- 
vironment unit selected Indonesia for a 
country environmental report. The bank has 
provided US$35 million for a forest resource 
inventory. 

The influence of Indonesia's environ- 
ment lobby has been remarkable in a country 
with only a limited tolerance for pressure 


groups. There have also been changes at the _ P 


Forestry Ministry, with the appointment last 
March Hasrul Harahap as minister of fores- — 
try. Harahap moved to "improve discipline 


and intensify supervision" of concession - E 


holders. However, implementing reforms is 
easier said than done. Nothing more has 
been heard ofa proposalin Augustto abolish 
eventually the concession system and trans- 
fer logging to state enterprises under strict 
control. E 
In December, Harahap said almost 2000f — 


the 544 concession holders violated regula- < 


tions that stipulate selective tree cutting and 
payment of a levy for replanting trees. 
The key question is how the bureaucracy 


can fight the commercial interests that domi- _ a 
nate the forestry sector. “Our problem,” says - 


Salim, “is that we deal in the future, while In- 
donesia’s priorities are in the short term.” A 
local businessman put it more bluntly than — 


this: “Frankly we are a profit-oriented com- B 
pany, and if that means destroying the envi- < 
ronment within the legal limit, then we will 


do it." "o 
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Weve earned our reputation 
as ano-problem port 
by hiring the worlds 

top movers and shakers. 


For several years now, shippers have been pinning care and attention it deserves. It's a spirit of coopera- 
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the no-problem port label on The Ports of Virainia. tion that keeps cargo tonnage increasing here year 
We don't mind. The truth is, we've worked hard for it. after year. 
In the past four years, 18 of the world's top shipping And as the industry comes to realize we're the true 


lines have moved to The Ports of Virginia. They came Mid-Atlantic load center. we expect to be even busier. 
because they can count on us for excellent service dayin — But that's okay, the people around here know how to 
and day-out. They came because our people had the handle it. 

initiative to invent the country's first and fastest dual- 


hoist cranes. And they came because we work nights "FA The Ports of Virginia 


and weekends to keep our customers satisfied. 4 4 Were the Natural Mid-Atlantic Load Center. 
And shippers are equally satisfied. When their cargo Virginia Port Authority. 600 World Trade Center. Norfolk. VA 23510 
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BOOKS 


Tracking the New Order 





Foreign Investment and Government 
Policy in the Third World: Forging 
Common Interests in Indonesia and 
Beyond by Robert B. Dickie and Thomas A. 
Layman. Macmillan Press. £35 (US$65.55). 


With the beneficial change in the tax treat- 
ment of dividends and other measures 
aimed at stimulating a largely moribund sec- 
urities market announced in October, the 
Jakarta Stock Exchange (JSE) has become the 
latest flavour of the month among regional 
bourses. 

With pioneers like T. C. Coombs sniffing 
about in anticipation of an opening to for- 
eigners and bigger, more mainstream 

<erage houses in hot pursuit, this labori- 

ly titled analysis of the evolution of In- 
donesia’s capital markets will be welcome in- 
deed. 

Forging Common Interests is a concise, 
reasonably readable look at the Suharto gov- 
ernment's efforts to juggle the twin goals of 
making Indonesia grow through an open- 
door foreign-investment policy while assur- 
ing that the fruits of economic gain are distri- 
buted more equitably. 

It is also remarkably even-handed, es- 
chewing the nationalist righteousness that 





mars many structuralist works while steer- 
ing clear of the free-market zealotry that 
characterises much of this decade’s develop- 
ment literature. 

The book looks at how foreign-invest- 
ment regimes governing the petroleum, 
minerals and timber sector have progressed 
over the past two decades. It gives Indonesia 
high marks for flexibility and for innovation 
in developing production sharing contracts 
that were both equitable from a nationalist 
viewpoint and did not alienate the foreign 
partner. 

While focusing primarily on owner- 
ship rules, the regulatory and legal environ- 
ment and on taxation, Forging Common In- 
terests also takes on more sensitive issues like 
corruption and the demands of local 
partners whose actions appear to be above 
the law. These long-standing problems, it 
points out, remain the most dangerous 
threat to the success of Indonesia’s economic 
strategy. 

The book also lays out in great detail the 
development of Indonesia’s banking system 
and latterly, the resurrection of the JSE in 
1977. It is these first and last sections of the 
240-page volume that are the most com- 
prehensive and interesting. 


This is to be expected given Dickie and 
Layman’s professional bias. The authors are, 
respectively, a securities lawyer turned col- 
lege professor and the director for Asia 
Pacific of a Washington-based institute that 
is owned by, and does leg work for, aconsor- 
tium of international commercial banks. 

Forging Common Interestsis atits best track- 
ing how the New Order government viewed 
the private-sector share market as a vehicle 
for income redistribution and how, by giving 
the government a central role in the pricing, 
underwriting and distribution of securities, it 
ended up with the worst of both worlds. 
Until the capital market reforms announced 
in November, the JSE served neither as an ef- 
ficient means for divying up the wealth gen- 
erated by the (mainly) multinational corpora- 
tions listed on its boards, nor a preferred 
place for companies to raise capital for expan- 
sion. A welter of regulatory and tax disincen- 
tives only now being disassembled saw to 
that. 

Forging Common Interests nonetheless ar- 
gues that the Suharto government has had 
its heart in the right place with its non-con- 
frontational approach to foreign companies 
and its occasionally ham-handed efforts to 
put pribumi (indigenous Indonesian) in- 
terests first. It argues that for Jakarta to do 
better, it should concentrate more on im- 
proving its institutional and legal structures 
and less on trying to provide incentives to 
"guide" decisionsin the desired direction. 

m Jonathan Friedland 
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Kerala’s Christians 





The Blood Weddings: The Knanaya of 
Kerala by Richard Michael Swiderski, New Era 
Publications, Madras, Rs 100 (US$7). 


Jemand for spices and timber, as well as 
.. ,vod harbour stimulated trade 2,000 years 
ago between Kerala, India’s southwestern, 
cosmopolitan state and other lands. The 
trade brought peoples of different faiths, and 
Christianity and Islam came to Kerala. Nu- 
merically, Christians developed more in this 
part of India than anywhere else and more 
than one-fifth of Kerala’s total population of 
29 million is Christian. It is traditionally be- 
lieved that Apostle Thomas converted Hin- 
dus of Kerala in AD 52. However, historians 
agree that Christians have lived in Kerala 
since the fourth century. 

The book being reviewed is a comprehen- 
sive study of the history and traditions of the 
Knanayas, a small Christian group presently 
numbering 1.5 million. They arrived in 
Kerala in AD 345 from Syria under the 
leadership of a merchant called Thomas of 
Cana, to carry the true faith to India; there 
were 400 of them and they were enjoined to 
avoid intermarrying or even mixing with the 
^natives." They have retained their character 


and preserved the same cus- 
toms for over 1,600 years. 

On their arrival the 
Knanayas enjoyed aristocra- 
tic privileges awarded by the 
rulers of the time and so iso- 
lated themselves from other 
Christians of the land, often 
displaying bitter antagonism 
towards them. To maintain 
their purity they married 
only among themselves; 
their wedding ceremonies, 
which last for over a week, 
are elaborate and archaic, af- 
firming their ideal of “pure” 
blood. Once a person marries 
outside the community he or 
she ceases to be a Knanaya 
Christian. 

Their crisis of identity has 
gone to the extent that some / 
of them struggle to maintain 
asenseofuniqueness by link- 
ing themselves with Jewish, Armenian and 
other Near Eastern communities. Their 
singularity, that is the right to a special 
name, resides in their own claim, whereas 





Bride in Kerala. 


they are not ethnographically unique in 
the way normally expected of a culture. 
In contemporary times they have always 
projected themselves as 
a pre-eminent socio-eco- 
nomic upper class. They are 
very possessive about their 
West Asian origin and pure 
blood. 

This well-researched and 
analytical work critically 
explores the historic claim on 
the identity of the group in 
its varied and often self-con- 
tradictory aspects. The au- 
thor, who has researched 
ethnic groups of plural 
societies including those in 
America and Israel, clearly 
and objectively brings out 
the innate feelings and 
strong desire of the many 
Knanaya whom he inter- 
viewed, to assimilate them- 
selves into the mainstream of 
Catholicism. If that is not 
achieved, he feels that those 
who are obsessive about 
their insular purity might just end up as 
members of an ethnic group among the very 
many in contemporary India. 

= K. Kunhikrishnan 
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he contraction of Japan’s massive 
trade and current-account sur- 
pluses — one of the government's 
EN" key economic policy objectives 
. — has stalled and may be about to go 
into reverse. Many Tokyo-based forecasters 
. now expect the trade surplus to hover some- 
© where near the 1987 level of US$94 billion 
. during the current fiscal year (ending in 
. March) and to rise slightly in fiscal 1989 as ex- 
ports continue to boom and imports lose 
more of their momentum. 

A minority, including the OECD and the 
prestigious Japan Economic Research 
Centre, sees the fiscal 1989 trade surplus ris- 
. «ing to more than US$100 billion, the highest 
* level since the post-revaluation year of 1986. 
^^. An increase of this order could cause re- 
|: newed frictions between Japan and the US, 
. s even if the surplus continues to shrink as a 
«v percentage of GNP, as most economists still 

believe is likely. 
~ The government-run Economic Planning 
Agency (EPA) is still officially committed to 
the target of trying to reduce the trade 

. surplus by US$10 billion during the current 

fiscal year, but officials admit privately that 
<=> this has become impossible. For fiscal 1989, 
_ «Officials say they will have to find some basis 

on which to argue that a fall is likely in both 
== the current-account and trade surpluses, if 
>= only to shield Japan from overseas criticism. 
The official EPA projection for 1989, to be 
> published late in January, may argue that, 
. while exports are likely to remain strong, the 
~ growth potential for Japan's imports is 
- higher than private forecasters realise. Thisis 
. because of increased awareness by consum- 
< ers of bargains available on European quality 
— products and mass-produced goods from 
~ East Asia. 
^^. Japan’s US dollar-denominated trade 
~ surplus began falling below year-ago levels 
-in the second quarter of 1987 in belated re- 
_ sponse to the 1985 Plaza Agreement which 
initiated a 50% revaluation of the yen against 
. the US dollar. From the summer of 1988, 
< however, the process went into reverse as 
. import growth lagged while exports began to 
< show much of their pre-Plaza dynamism. 
. Export volume in the July-September 
` quarter jumped by 5.7% from the previous 
. quarter and by 7.4% from year-ago levels. In 
.. October there was a lull, caused partly by 
-etwo national holidays. But November 
proved to be an exceptionally lively month 
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Japan's trade surplus seems set to rise again 


Doomed to suceess 


for exporters with the volume of shipments 
up 10.476 over 1987 levels. Imports also grew 
fast in November — by 12.5% in volume 
terms — but this was slower than in the sec- 
ond and third quarters of 1988, when the 
year-on-year growth reached 19.8% and 
15.1% respectively : 

Part of the slowing in import growth, ac- 
cording to Kazuo Nakamura, an economist 
at Dai-ichi Kangyo Bank (DKB), has been due 
to a slackening in demand for products such 
as steel, cement and petrochemicals, all of 
which poured into Japan in greatly increased 
volume during the early months of 1988 
when bottlenecks developed in Japan's own 
manufacturing capacity. 

Another "problem" on the import side 
during the late summer and autumn of 1988 
was lower oil prices. At US$15 a barrel, 
Japan's crude oil imports are some US$3 a 
barrel less than the government estimated 


Japan’s trade volumes 


% growth from year earlier — Exports Imports 


“Fiscal years from Apit to March 








Source: Ministry of Finance 


when it drew up projections for the 1988-89 
trade balance. A fall of US$1 a barrel in the 
price of crude saves Japan about US$1.2 bil- 
lion a year in import payments, the EPA esti- 
mates. 

A recovery in oil prices now seems to be 
under way but economists say the impact of 
this on the 1988 and 1989 trade figures may 
be counteracted by a fallin the volume of fuel 
imports, as Japan’s industrial production re- 
turns to normal levels after the exceptionally 
high growth recorded in the third quarter of 
1988. 

Exports, meanwhile, appear to be riding a 
wave of industrial investment in the US, 
Western Europe and the East Asian newly 
industrialised countries (NICs). This includes 
the demand for machinery and equipment 
generated by Japan’s own investment in 
offshore manufacturing facilities. 

Machinery exports accounted for more 


INH AMS 


than two-thirds of dollar-denominated ex- 
port growth in the second and third quarters 
of 1988, according to a survey by DKB. The 
survey also shows that industrial compo- 
nents, including semiconductors and car 
parts, contributed strongly to growth of ex- 
ports, but consumer durables, a traditional 
pillar of Japan's overseas sales, were weak. 
This contrasts with the years up to and 
including 1986 when consumer goods 
provided much of the thrust behind ex- 
rts. 

The dominance of machinery expor 
total Japanese export earningsin the past few 
months is a sign that Japan is responding to 
world economic conditions, rather than de- 
liberately launching an export drive, accord- 
ing to Noriki Hirose, a senior official at the 
EPA's domesticresearch division. Hirose says 
Japan and West Germany are the only two 
countries capable of supplying world mar- 
kets with some of the more sophisticated 
types of machinery, including automated 
machine tools and robots, that are in demand 
by factories in Western Europe and the US. 

Japan should not be criticised for re- 
sponding to this type of demand, especially 
as no one is blaming West Germany for ex- 
panding its exports, Hirose argues. But he 
and other officials fear that Tokyo's non- 
membership of a regional trade bloc, may 
make it increasingly vulnerable to charges of 

"anti-social" trade behaviour. 


he boost given to exports 
machinery and components by .... 
transfer to offshore locations of 
some of Japan's own manufactur- 
ing capacity could be temporary, or could 
even produce a reaction in the form of ship- 
ments of finished goods back to Japan. Plans 
by Honda to export to Japan atleast 7,000 US- 
made passenger cars during its 1988 busi- 
ness year and by Mazda to start similar ex- 
ports to Japan in 1989 are cited as examples of 
the possible boomerang effect of Japan's 
offshore manufacturing investment. But 
most analysts seem to believe that the turn- 
around will be gradual. 

Japanese motor manufacturers are still in 
the throes of building manufacturing capa- 
city in the US, where some 880,000 units of 
passenger car making, capacity are due to 
come on stream in 1988, followed by another 
1.3 million units in 1989. Even when all Ja- 
panese car makers have their US opera- 
tions in place, exports of parts and com- 
ponents are likely to continue, accord- 
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ng to Kazuo Nakamura, a DKB economist. 

The changeover from assembly to manu- 
acturing by Japanese car companies in the 
JS (and by electronics companies in the East 
Asian NICs) will require a second wave of in- 
/estment in components manufacturing 
which will generate still more exports of 
nachinery. That should mean at least 
another year or two of strong capital goods 
exports — always assuming that economic 
-onditions remain reasonable in Japan's 
overseas markets. 

The prospect that the trade surplus will 
mark time in dollar terms in fiscal 1988 and 
grow in 1989 may not mean that the process 
of shifting Japan's economy trom an export- 
led to a domestically led growth pattern has 
gone into reverse. According to most ana- 
lysts, net exports as a component of GNP will 
still show a contraction during the coming 
year, even if the nominal trade surplus ex- 
pands. 


However, the negative pull may be much 
smaller than in 1988 while the positive thrust 
from domestic demand is also likely to slac- 
ken. This means that Japan will once again 
become vulnerable to charges that it is not 
doing enough to readjust its imbalances with 
the outside world. 

Japan's dilemma in the face of a resurgent 
trade surplus is that there are no more quick 
fixes available to government policymakers. 
The government managed to defuse ten- 
sions with the US in 1987 by unleashing a ¥6 
trillion (US$47.7 billion) reflation package 
which included tax cuts and a big public 
works programme. To do the same again in 
1989 would merely force up prices in key sec- 
tors like the construction industry, where la- 
bour is now very scarce. 

Monetary policy is another area where 
the government has no room to manoeuvre. 
With the Bank of Japan's discount rate at a 
historic low of 2.576, any further cuts seem 
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POLICIES 


Peking tries to reduce Guangdong 's privileged position 





Beggar thy 


By Elizabeth Cheng in Changsha - 


C hina's inland provinces, which feel 


winning privileges from Peking previously 
reserved for the southern province of 
Guangdong and other coastal areas. On the 
other hand, the special economic zones 
(SEZs), most of which are in Guangdong, are 
losing some of their policy 
benefits in the wake of cries of 
1 — rcompetition. 

om the start of the year, the 
SEZs have had their right to retain 
100% of their foreign-exchange 
earnings cut to 80%, narrowing 
the gap with other less 
privileged areas. At the same 
time, the rights of some inland 
provinces to retain foreign-ex- 
change earnings, notably 
Hunan, have been expanded, 
further reducing the disparity in 
treatment. 

The move follows a chorus of 
protests last year bv inland authorities to Pe- 
king about Guangdong's use of “unfair” tac- 
tics to increase its exports at the expense of its 
neighbours. They claim the southern pow- 
erhouse is using its easy access to foreign ex- 
change, which it can legally swap for ren- 
minbi at rates almost twice the official ex- 
change rate, to cbtain "cheap" local cur- 
rency. It has then used these funds to buy up 
and divert through its own traders goods 





The tiger and cubs 


neighbour 


which would otherwise be credited as ex- 
ports from the less-developed provinces. 
Many inland provinces, resentful of 
Guangdong’s policy-generated wealth, are 
also retaliating by demanding that Guang- 
dong pay for its supplies with chronically 
scarce foreign exchange. In trying to indus- 
trialise rapidly, often at the expense of grain 
production, and while exporting much of its 
own food output, Guangdong has placed it- 


self in a vulnerable position vis-a-vis other 
coal and grain-rich provinces. 

Guangdong has been buying supplies 
from the less-prosperous provinces with 


renminbi, while earning hard currency with 


its own exports. But many of these provinces 
which have adopted Guangdong as a 
growth model have also become mercenary, 
charging Guangdong more than they would 
other buyers. 


out of the question and an upward drift of in- 
terest rates is decidedly more likely. The 
policies that might work to increase imports 
include rationalisation of the distribution 
system and farm import liberalisation, but 
neither seems likely to be tackled with 
enough urgency to produce much impact on 
the 1989 trade figures. 

The irony of Japan's problem is that the 
surplus could eventually disappear of its 
own accord without any official attempts at 
import promotion. Johsen Takahashi, chief 
economist at Mitsubishi Research Institute, 
believes that Japan may be running a cur- 
rent-account deficit in five to seven years, 
mainly as the result of the hollowing out of 
Japanese industry through relocation of 
manufacturing capacity to neighbouring 
Asian countries and to the US and Europe. 
Before that happens, however, both the 
surplus and the tensions it generates could 
well get worse. EJ 


The neighbouring provinces of Guangxi, 
Hunan, Jiangxi and Fujian have been the 
most affected by Guangdong’s buying 
power. Even Fujian, which has similar policy 
privileges to Guangdong, has complained 
bitterly of Guangdong exporters using 
“cheap” renminbi to buy up Fujian-made 
goods then exporting them at lower prices 
than Fujian traders. But Guangdong enter- 
prises are not the only source of the competi- 
tion. Many traders in Canton and the SEZs 
have their roots in other provinces. 

Last year, an investigation by Hunan 
showed there were 130 Hunan enterprises in 
Shenzhen, six of which were joint ventures 
with Guangdong firms. These 130 firms 
were either state-owned or offshoots of 
Hunan’s foreign trade commission. 

Hunan is China's grain basket and the 
country's largest exporter of live 
E pigs. But as it has no coastline, 
5 it exports most of its goods 
$ through Canton and Shenzhen, 

while a small portion is ex- 
ported through Shanghai. Over 
the years, many of Hunan's 
authorised exporters have set 
up offices in those places 
while many of Hunan's state 
enterprises have moved part 
of their factory operations 
there to take advantage of 
more generous investment con- 
cessions, particulady in the 
SEZS. | 

Hunan vice-governor Yang Huiquan in- 
dicated that such firms were largely respon- 
sible for the heavy outflow of goods from 
Hunan to Guangdong last year — up 5076 
from the 1987 level — thus robbing Hunanof 
the foreign exchange it could have earned if 
the goods had been exported directly. (Pro- — 
vinces are entitled to retain a fixed proportion 
of their foreign-exchange earnings for their 
own use — 25-80% depending on the pro- 








vince and the level of foreign 
earnings.) 

Yang estimates the province 
sold more than US$400 million 
worth of goods to Canton and 
Shenzhen in the first half of 1988, 
equal to the direct exports of 
Hunan in the same period. The 
commodities included grain, 
livestock, and industrial raw 
materials. 

In fact, the drain on a number 
of items, including live pigs, rice 
and steel, became so great that 
the Hunan government, 
alarmed by possible shortages 
within the province, put up bar- 
ricades at the border with 
Guangdong at various times 
during the year in a bid to stop 
the outflow, but without much l 
success. Thus, direct exports for 1988 are ex- 
pected to show only a marginal increase over 
1987 to about US$650 million, Yang told the 
REVIEW. 

Neighbouring Guangxi has had an even 
more difficult time. Guangxi’s direct ex- 
ports recorded a sharp downturn last year 
because of massive sales of local produce to 
Guangdong, said Wang Yinyu, vice-chair- 
man of Guangxi's Office of Economic Deve- 
lopment Zone. Full year exports are esti- 
mated to have dropped 20% from 1987's 
US$540 million. This contrasted with a 20% 
increase in direct exports in 1987 when prices 
were more stable, he told the REVIEW. Pri- 
mary products account for 60% of Guangxi's 
exports. 

An official source in the provincial capital, 
Nanning, disclosed that in 1987 a branch of 
the Ministry of Foreign Economic Relations 
and Trade in Yulin, a Guangxi town near the 
border with Guangdong, sold the latter more 
than US$100 million worth of goods meant 
for export because Guangdong merchants 
were able to offer better terms 
than authorities in Guangxi. 

But Wang noted that the pro- 
fiteering was not just one way. 
Guangxi traders were also guilty 
of taking advantage of China's 
double-tier pricing system by di- 


verting cheap fixed-price goods GUIZHOU HUNAN 
from Yunnan and Hunan, e Hengyang 
though this was done on a much Guiyang 


smaller scale. 

Although Guangx has a 
coastline, which includes Beihai 
(one of China's 14 open coastal 
cities), it remains one of the four 
poorest provinces in China, 
partly because it has been slow to 
industrialise while infrastructure 
development has long been neg- 
lected, partly because of its 
status as a frontline region in the 
Vietnam War. 

Only recently was a modern 
seaport built at Fangcheng, near 


China's southern rivals 
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Workers from other provinces making handbags in Dongguan. 


Beihai, which has a domestic airport open to 
rather infrequent flights. But because the rail 
and road systems linking Fangcheng to key 
points in the province are still inadequate, 
Guangxi continues to export most of its pro- 
duce through the inland river port of 
Wuzhou and through Guangdong’s Zhan- 


jiang port. 
( cash-rich traders are able to offer 
neighbouring producers a much bet- 
ter price for their goods than local authorities 
and consumers can. Itis common forGuang- 
dong traders to drive their trucks across the 
border to Hunan or Guangxi villages and 
pay cash for pigs, grain or other crops. 
Periodically, the Hunan and Guangxi 
governments have retaliated by erecting cus- 
toms barriers at key traffic routes across the 
common borders or levying a “production 
support fee” on key items, such as tin, steel 
and other minerals or food in short supply. 
The fee varies according to the type of com- 


uangdong’s allure is obvious. Its 











Changsha © 
JIANGXI 






GUANGXI 






GUANGDONG 
Cantone, Shenzhen 






Wuzhou 






Nanning 
© 






Yulin e 





~ 


i Hongkong 









q 
ONVL AONV 





SOUTH CHINA SEA 


modity and is calculated on the 
basis of how much the province 
has invested in the production of 
the item. 

However, in a bid to smooth 
ill feelings, Hunan and Guangxi 
separately concluded coopera- 
tion agreements with Guang- 
dong last year. Hunan has ag- 
reed to facilitate the supply of 
grain and other essentials in re- 
turn for Guangdong investment 
in infrastructure development, 
Yang said. Similarly, Guang- 
dong has agreed to provide 
Guangxi with technological ex- 
pertise in return for the right to 
exploit mineral resources and 
the use of communications 
routes. 

At the retail end, price diffe- 
rentials between provinces can be very 
sharp. For example, a kg of pork costs — ' 
Rmb 5.60-6.00 (US$1.50-1.61) in Chan. 
Hunan’s provincial capital, compared with 
around Rmb 9 in Canton, while a kg of rice 
costs around Rmb 2.30 in Nanning com- 
pared with more than Rmb 4 in Canton. 

On the other hand, consumer goods such 
as TV sets and refrigerators are cheaper in 
Canton than in Changsha. In general, living 
costs in Changsha are still lower than in Can- 
ton though prices for some items, especially 
pork, are rising at a faster rate than in Canton 
and other major cities, largely because of 
Guangdong's impact. 

Wang said that as long as there is a dual 
pricing system, there will be traders trying to 
cash in on margins and when such activity 
disrupts local supplies, provincial govern- 
ments would have to resort to border restric- 
tions to protect local consumers, even if such 
restrictions are against central government 
orders. Such restrictions have not been fully 
effective, he declared frankly, and the solu- 
tion lies in abolishing the - 
tier system. 

As one step to try to ease the 
provincial disparities, two of 
Hunan's counties as well as the 
municipality of Hengyang bor- 
dering Guangdong have been 
declared an open economic zone 
following pressure from resi- 
dents to be given more au- 
tonomy to compete with Guang- 
dong. Yang said the zone will 
have the power to approve pro- 
jects of up to Rmb 30 million 
each, up from Rmb5 million pre- 
viously, and foreign invest- 
ments of US$5-10 million. 

Although such policy 
privileges alone will not be 
enough to lure foreign investors 
or improve local economies, 
they do indicate a new willing- 
ness to compete with Guang- 
dong on its own terms. wi 
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Malaysian entrepreneur Loy survives on feline luck 


Ahead by a whisker 


atuk Loy Hean Heong, managing di- 
D rector of Malaysia's largest finance 
company and overseer of a seven- 
nation corporate empire now offering every- 
thing from fried chicken to credit cards, is 
often likened to a cat by his business as- 


sociates. The energetic Loy is proud and - 


fierce when crossed, they say. He can also be 
flamboyant — strutting and preening him- 
self while his businesses teeter on the brink 
of one disaster or another. 

Most of all, they say, the Chinese-Malay- 
ntrepreneur has an uncanny way of 
Lo cing back from financial setbacks that 
would ruin most businessmen. "Loy has 
nine lives and he seems intent on using every 
one of them up," says a long-time observer. 

Starting off in the 1950s by purchasing 
British rubber plantations and parcelling out 
the land to smallholders, Loy used heavy 
gearing, a keen instinct for making the right 


The MBf group's future rides on young 
Malaysians spending more: 49. 


allies and seat-of-the-pants timing to first 
build — and then sell during the height of re- 
cession — a rubber band and adhesive tape 
conglomerate. Through the 1970s and 1980s, 
he has used the same modus operandi to 
construct an eclectic property and finance 
concern. 

At various times, Loy’s flagship MBf 
Holdings (MBfH) has ventured into — and 
sometimes out of — carpet production, plan- 
tations, advertising, construction, and travel 
services. It has had four separate names, en- 
gaged in all sorts of rights issues and sub- 
sidiary spin-offs and has seen its share price 
rocket to over M$10 (US$3.69) a share and 
free-fall to its current level of 49 M cents. 

The feline attributes are useful ones to 
keep in mind when looking at the survival 
over the past three years of the 51-year-old, 
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Perak-born entrepreneur's conglomerate. 
MBfH reported in September a third straight 
vear of negative cash flow and multi-million 
dollar losses. The 34%-owned, M$2.2 billion 
asset MBf Finance (MBfF), the traditional 
source of most of the group’s income — and 
the core of Loy’s ayes — saw its after-tax 
profit slip to only MS1.5 million on a loan 
book of M$1.5 billion. The reason — heavy 
provisioning for loans made during a decade 
of exponential growth and, until the Pan- 
Electric affair of December 1985, ever-ex- 
panding profitability. 

In past scrapes, Loy has relied on the mar- 
ket or on his bankers when the operating pic- 
ture looked so bleak. But this time the share 
prices of the two companies have plummet- 
ed throughout the year, losing 30-4075 of 
their value, and in the case of MBfH trading at 
below par. A rights issue for MBfH first 
mooted in mid-1987 and designed to allow 
the group to retire part of M$200 million in 
loans outstanding has been put on indefinite 
hold. With interest payments already eating 
up an estimated 58% of MBfH operating rev- 
enue, a trip to the bank is out as well. 

Loy claims that the worst is over and that 
his companies are poised to return to profita- 
bility. An emphasis on consumer finance, 

through boosting MBfF's loan book and the 
issue by MBfH of 30,000 Master Cards; on fast 
food, through the franchising of an Ameri- 
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through the purchase of two Malaysian 
secondary schools, leave the group well 
positioned for the future, he maintains. MBfH 
appears to be spending huge sums on adver- 
tising its Master Card and its Grandys chain 
of restaurants to achieve a strong footing in 
the future. 

Strategic vision is one thing, cash flow is 
another. And that appears scarce among 
Loy's companies. In 1986, the six operational 
divisions of MBfH recorded losses. In 1987, 
only finance and insurance returned to mod- 
est profitability, leaving overall group funds 
applied outweighing funds earned by al- 
most exactly M$53 million for the second 
year in a row. No team of loyal managers, at 
least at MBfF, is in place to engineer a turn- 
around. Since 1986, the firm has been hit by a 
string of senior staff defections. 

MBfH's ability to weather three years of 
losses without going under appears predi- 
cated on several interconnected factors, 
suggest analysts (few of whom take the com- 
pany seriously), Loy's business associates 
and competitors. 

The first of these is the tremendous 
weight pulled by a loan book that at its peak 
totalled about M$2 billion. Some 60% of 
MBfFs outstanding loans, according to 
former company employees, were lent on 
the basis of property and, more often, share 
collateral. The value of these underpinnings, 
which formed the basis for a doubling of 
loans made between 1982 and 1984, fell prey 
to the 1985-86 recession. 

One senior investment banker says that 
until Pan-El, MBfF provided a virtually open 
line of credit to a substantial number of 
prominent customers of five Kuala Lumpur 
brokerages, most notably OSK & Partners. 
Loy himself has also been an active 
sharemarket player. He was said to have 
taken heavy positions at the time of the Pan- 
El crisis. 

When by mid-1986 the dust cleared from 
the crisis which saw Malaysian 
speculators crushed under the weight of 
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Loy; MBf headquarters in Kuala Lumpur: tough in the face of adversity. 


HUKE IULIVVadlU SLUCK CONUACIS — MBIF Was 
carrying delinquent loans of about M$200 
million. Timely recognition of these non-per- 
forming loans would have been unlikely to 
have proven a threat to Malaysia’s financial 
system as a whole. 

Competitors who have been squeezed by 
Bank Negara’s (BN, the central bank) nor- 
mally hard and fast 12-month provisioning 
rule argue that MBfF has been singled out for 
special treatment. They maintain it is not the 
number of MBfF's customers, but who they 
are that have made the difference. “Loy has 
advantages over many important people," 
complains the head of a rival finance com- 
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pany. "He can be very tough in using those 
advantages." 

Loy admits that BN has been "very good 
to us, very fair" in its demands for rapid pro- 
visions against potential loan losses. Indeed, 
notes to MBfF's year-end 1987 accounts dis- 
dose some unusual accounting practices 
which, the company says, "do not fully com- 
ply" with BN guidelines. Although it is im- 
possible to ascertain the extent of MBfF's pro- 
visions to date, Loy insists that the worst has 
been faced and that the finance company 
will, unlike many of its competitors, manage 
to eke out a small profit. 

Part of Loy's toughness in the face of ad- 
versity appears to derive from the backing he 
has built up from one of Malaysia's royal 
families. The chairman of MBfH and MBfF is 
Tunku Abdullah Ibni Almarhum Tuanku 
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Abdul Kahman, a stalwart of the Negri Sem- 
bilan royal family and a close associate of 
Prime Minister Datuk Seri Mahathir 
Mohamad. Tunku Abdullah was mooted as 
a potential finance minister in 1987. Tunku 
Abdullah’s debt to Loy stems back to 1974 
when the entrepreneur's Pacific Develop- 
ment Credit bought out and revived the then 
nearly bankrupt Malaysia-Borneo Finance. 

Until last July, the Negri Sembilan royal 
family held 38% of MBfF shares through 
Melawar Nominees. It then sold 90% of 
those shares to the publicly listed Malaysian 
Assurance Alliance (MAA), which is also 
chaired by Tunku Abdullah. Since then, ac- 
cording to brokers, MAA has disposed of ad- 
ditional MBfF shares in a cash-raising exer- 
cise. Despite this, says the senior investment 
banker, the financially hard-pressed Tunku 
Abdullah and Loy “remain dependent on 
one another.” 

Finally, and most fortuitously, Loy ap- 
pears to have managed to help keep part of 
MBfH's estimated M$23 million in annu 
terest payments up to date by selling v./ 
pieces of a property portfolio devalued by 
M$16.6 million during the last fiscal year and 
by tapping into Australia’s capital markets 
via a merchant banking subsidiary. This can 
only go so far. Property prices have re- 
bounded, but MBfH’s building bank includes 
only apartment blocks in Kuala Lumpur and 
Penang, the group’s headquarters tower, 
and a money-losing retail centre in Singa- 
pore called Orchard Place. Similarly, the 
merchant bank, which had a modest turn- 
over of M$1.1 million last year, can only be so 
useful. 

Bankers familiar with the state of group fi- 
nances say that only a rights issue can pro- 
vide the financing necessary to get Loy out of 
his current difficulties. They maintain that 
underwriters could be found, primarily 
among the 15 banks — most notably Arab- 
Malaysian Merchant Bank and Bank 
Bumiputra Malaysia — which provide 
cash for Loy's property and share bi 
spree in 1982-85 and which remain greatly 


exposed. The problem, they say, is ironically 


Loy himself. 

A rights issue organised by D&C Mitsui 
Merchant Bankers and set to raise M$55 mil- 
lion through the issue of 183.2 million new 
MBfH shares priced at 50 M cents each was set 
to go at the beginning of the year. To make 
the issue attractive, D&C Mitsui structured 
the offer so that shareholders would pay 
only 30 M cents on acceptance, with the dif- 
ference being made up through MBfH’s M$74 
million share-premium account. Loy balked, 
arguing that a higher price could be ob- 
tained, and rather flamboyantly entered into 
a deal in August to buy two local secondary 
schools for M$22 million over four years. 
That deal, which has yet to be closed, has put 
the rights issue in abeyance. “He missed his 
opportunity,” said one banker close to the 
deal. “He should have completed the rights 
while he had the chance.” s 
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Group s future rides on young Malaysians spending 


Banking on youth 


—*"inancing the aspirations of young 

4 Malaysians through the sale of Master 

Cards and consumer finance loans 
will be the cornerstone of MBf group's 
growth, according to Loy. But while Loy 
characterises the play on booming consumer 
spending as less risky than MBf's past con- 
centration on share and property lending, 
sceptics abound over whether the current 
course is any safer. There is also some ques- 
tion whether MBfF has abandoned other 
practices which have caused the institution 
some of its recent troubles. 

As for the consumer finance thrust, 

er MBf employees point out, MBfF — and 
„~ ..iareholders — are carrying much of the 
risk stemming from the sale of 30,000 new 
credit cards in 20 months despite having no 
control over credit quality. The Master Card 
franchise is held by MBfH and is run jointly by 
the group parent and by Malaysia Borneo Fi- 
nance (Australia), a Sydney-based merchant 
bank that has no link to the group's Malay- 
sian finance company. A former American 
Express vice-president who works for MBfH 
has primary responsibility for the card opera- 
tions. 

Under current arrangements, MBfH's 
three credit cards — the Master Card Gold 
card, the Master Card, and the Credi-Card, 
which is aimed at lower-income borrowers 
— offer automatic credit lines ranging be- 
tween M$3,000 and M$10,000. The credit is 
extended by MBfF and MBf Card Services, 
which is 72%-owned by the Australian mer- 
chant bank. Credit analysis on the card cus- 
tamars is done not by the bankers who are 

ng the money but by MBfH. 

According to Loy, MBfH is "very strin- 
gent" in its credit checks. He insists the 
group's two affiliated financial institutions 
are not carrying undue risk. Bad debt, he 
says, is negligible. 

Nonetheless, say former MBf executives, 
the structure of the card operations is worri- 
some. They point out that the huge growth 
of theoperation since April 1987 belies claims 
of credit stringency. They also note that MBfH 
appears tobe relying on the Master Card and 
its automatic 20% interest-charge credit lines 
as a core business for future growth, unlike 
other card franchisees such as the Hongkong 
and Shanghai Banking Corp. and Bank 
Bumiputra. 

MBfH is using the credit card to pull in cus- 
tomers for MBfF in what appears to be a mis- 
guided effort to make up for slumping loan 
demand, according to one Kuala Lumpur 
banker. In the last fiscal year, total loans ex- 
tended declined by 1.8% compared to 


growth of 10.3% in the previous year. 
This was at odds with the industry as a 
whole. While no figures are yet available for 
1988, Loy says that loan demand is improv- 
ing, in part because of the huge publicity 
campaign launched on behalf of the Master 
Card. 

Despite Loy's claims that a lesson had 
been learned through undue reliance on 
mortgage lending, there is evidence that 
MBfF is still doing risky business in that area. 
At least two loans, totalling M$45.9 million, 
were made in 1988 to business groups long 
associated with MBfH. 

On 21 April 1988, MBfF lent M$22 million 
to Mudaya to jointly develop a Kuala Lum- 
pur lot with Abra Development. The chair- 
man of Mudaya is Tunku Zubir T. Nasir, a 
member of the Negri Sembalan royal fam- 
ilv, whose office is at Melawar Holdings, 
until last July the majority owner of MBfF. 
Several of the other Mudaya board members 
are also related to Tunku Abdullah, the 
chairman of both MBfH and MBfF. Since 
Mudaya was taken over by Tunku Zubir in 
February 1988, all of the company's records 
have been witnessed by the company secret- 
ary of MBfH. 

On 29 August 1988, MBfF made a M$23.9 
million loan to Golden Development to 


jointly develop palm oil properties with the 
Farsight Corp. These two companies are - 
controlled by the family of Mah King Hok, a 
Kuala Lumpur lawyer. 

Mah has long figured prominently in 
Loy’s real estate and share dealings. In 1982, _ 
a company he controlled with Kuala Lum- - 
pur Stock Exchange chairman and OSK & © 
Partners brokerage head Nik Din Mohamed 
Din Nik Yusoff sold MBfH its Kuala Lumpur 
headquarters site for M$26 million. In 1985, 
during the height of MBfH’s takeover at- 
tempt of plantation company Emtex, a com- 
pany owned by Mah and Nik Din called 
Makissa Management sold MBfH a Kuala 
Lumpur office block for M$27.4 million. 
At the time, one of Mah’s companies con- 
trolled 20% of Emtex's shares; MBfH had 
none. | 

More recently, Mah had a major stakein = 
Duff, an ailing plantation company which =  . 
was to merge with MBfH in 1987. The deal, . 
which also would have seen Loy bring back 
under one roof two near bankrupt manufac- 
turing companies he started in the 1960s, fell 
apart with the stockmarket collapse in Oc- 
tober of that year. | 

According to documents filed at the com- 
pany registrar's office, a stakeholder in the 





company borrowing the M$239 million 


from MBfF is Hock Holdings. This company = 
gives its address as Wisma City and is similar 
in name to Hock Nominees. Wisma City is 
wholly owned by the MBfH Group. Hock 
Nominees was sued in December 1986 
by a former MBfF director for breach of con- 
tract. At that time, Loy described Hok as one 
of his family companies. 

s Jonathan Friedland 
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Reforms have yet to halt the downward spiral 


Vietnam’s rocky road 
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- T ietnam’s floundering economy made 
\ j some gains last year but more re- 
forms are needed to halt its down- 
ward spiral, according to top government of- 
ficials. Deputy Premier Vo Van Kiet told the 
country’s national assembly in late De- 
cember that Vietnam expected to meet its 
1988 target of producing 19 million tonnes of 
food grain, an increase of 1.5 million tonnes 
over the previous year. He also reported that 
the country's runaway inflation rate, which 
has recently averaged more than 700%, had 
slowed in the past few months of 1988. 

The deputy premier said industrial pro- 
duction had increased 9% and the value of 
exports had risen nearly 1475 last year. The 
country's year-old foreign investment law 
had attracted over 50 contracts — valued at 


more than US$300 million, according tothe ^ ~ 
Vietnam News Agency — mostly in oil ex- ^. 
ploration and exploitation, sea productsand > 
tourism, said Kiet. But the deputy premier 
warned that state agencies were still unable 
to control planning, pricing, taxation, cur- 
rency and credit. 

Last year “marked the beginning of the 
democratisation process in socio-economic 
activities which helped release productive 
force,” Kiet said, referring to recent reforms 
allowing more private enterprise, material 
incentives and the decentralisation of eco- 
nomic planning. But “the results already 
obtained were still very limited." This 
meant that the renovation of the economy 
had to be continued and he called on the 
government to introduce capitalist-style 
management techniques, expand coopera- 
tion with foreign countries, check inflation 
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Premier Do Muoi, in a closing address 
to the assembly, painted a more dismal pic- 
ture. "The living conditions of the vast 
majority of the labouring people have be- 
come more difficult with each passing day,” 
he said. The premier told assembly members 
that inflation had reached an "alarming rate" 
and that unemployment stood at several mil- 
lion. 

Muoisaid Vietnam’s exports paid for only 
one-third of its imports and that the govern- 
ment's budget had suffered huge deficits in 
recent years, reaching nearly 30% in 1988. 
"Spending has far exceeded national in- 
come, and has even consumed our national 
capital and loans from foreign countries, and 
. does not show any signs of improvement,” 
he said. 

Vietnam suffered from a shortage of raw 

materials and spare parts for industry, lacked 


reruiser for agriculture and laced deteriorat- 
ing communications and transport systems 
which discouraged foreign investment, 
Muoi said. 

Members of the national assembly, 
which until recently was little more than a 
rubber stamp for Vietnam's Communist 
l'arty, were surprisingly harsh in their criti- 
cism of government officials and state eco- 
nomic policies. Some of the strongest attacks 
were directed at Finance Minister Hoang 
Quy because of his tax policies, which as- 


 sembly members said stifled production and 


were forcing many state companies out of 
business. 

"My company faces six different kinds of 
taxes," said assembly member Nguyen Thi 
Thi, who runs the highly successful Food 
Company No. 1 in Ho Chi Minh City. Thi 
said she recently imported 1,000 tonnes of 
wheat flour which was taxed half a dozen 
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The US and Taiwan haggle over copyright issues 





: Pirates’ ch 


he US will step up pressure on 

| Taiwan, much criticised for wide- 

spread copyright piracy, to adopt in- 

ternational standards for protecting intellec- 

tual property during negotiations to be held 
on 23-25 January. 

. Key issues left unresolved at the last 





round of copyright talks in October included 
5. translation rights, the duration of the protec- 
|. ton period for published works, and a clarifi- 
' .- cation of protection for works pub- 


... amended its copyright law. | CANT Find | EN | 


lished before 1985, when Taiwan last 


There is also a proposed definition | 
of “public performance" that would | 
affect the operation of more than 
1,000 so-called MTV parlours, un- 
licensed establishments charginglow | 
admission prices and showing pi- | 
rated tapes of US and Japanese | 
movies. | | 
.. The upcoming, fourth round of | 
copyright talks will be held in | 
Washington between the American | 
Institute in Taiwan, which rep- | 
resents the US in lieu of formal dip- 
lomatic relations, and representatives 
from either its opposite number, the Coordi- 
nation Council for North American Affairs or 
the Ministry of the Interior (MOI). 

Copyright infringement in Taiwan costs 
as much as US$750 million a year in lost sales 
for US companies in the publishing, compu- 
ter, industrial design, recording and movie 
industries, according to a 1986 US Govern- 


— 
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ment report. The estimate of revenue lost to 
the US movie industry alone is as much as 
US$20-30 million a year. 

Taiwan authorities, for their part, are 
caught between the threat of US pressure, in- 
cluding sanctions under the new US trade 
law, and the fear that adoption and enforce- 
ment of tougher laws will arouse the wrath of 
vocal domestic interest groups in legitimate 
as well as in underground publishing and 
movie or video industries. 

The US argues that Taiwan, which is no 
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longer an economic backwater, should con- 
form to copyright standards commensurate 
with the international trading force it has be- 
come. Washington points out that, foreign 
partners would likely be more willing to 
transfer technology if they felt they could rely 
on Taiwan to enforce intellectual property 
rules. 


umes, causing her bakeries to go bankrupt. 

The State Bank also came in for harsh criti- 
cism. An assembly member representing Ho 
Chi Minh City’s small industry sector ac- 
cused state banks of often failing to provide 
money for salary payments for up to 20 days 
and then refusing to pay interest for the time 
they used the money, the official Hanoi 
Radio reported. 

The assembly, in an attempt to cut gov- 
ernment spending and improve the quality 
of hospitals and schools, debated ending free 
medical care and education. Many members 
advocated collecting school and hospital 
fees, and some suggested that teachers 
should be allowed to set up private schools. 
Another resolution said that state enterprises 
which are losing money should be taken 
over by joint state and private ventures or 
should be rented or sold to private com- 
panies. " 


The US long ago granted Taiwan the 
to translate books for educational purp 
without having to seek licensing agree- 
ments. Both sides agree the rule is outdated, 


but publishers here want assurance that 


under the new rules the licensing rights will 


at least be available upon demand. Any 


change is opposed by education authorities 
and students who value Taiwan’s ready ac- 
cess to translated US textbooks. Similarly, 
Taiwan industry benefits from foreign 
technological information published here. 

Washington is also pressing Taiwan to 
protect the work of authors during their life 
and for 50 years beyond. Taiwan last revised 
its copyright law in 1985 to boost the period 
from 10 to 30 years. 

The US wants Taipei to clarify its interpre- 
tation of the 30-year period which it says is at 
variance with the US idea of thatrule. The US 
wants Taiwan to apply the 30-year period re- 
trospectively, while Taiwan now 
considers anything published prior 
to 1975 to be in the public 
main. 

“We are not resisting the 
changes,” said Wang Chuan-lu, who 
heads the Mors copyright committee. 
“We just need time to adjust. The re- 
trospective protection issue, though, 
is most awkward for [Taiwan] be- 
cause it is impossible to go back and 
start again,” he said. 

Since the talks are aimed at 
amending an existing Taiwan law, 
the achievements of the negotiations 
will ultimately be subject to the suc- 
cess with which Taiwan’s executive 
branch, the Executive Yuan, can push the 
changes through the increasingly indepen- 
dent Legislative Yuan. 

Beyond whatever results come from the 
talks, enforcement of existing regulations in 
Taiwan is notoriously lax, with the MOI reluc- 
tant to divert manpower to enforcing 


copyright. B 


INVISIBLE HAND 


Harvest of ill will 


f international trade negotiators had 
read the thoughts of the late chairman 
Mao Zedong, they would have recalled 


that true power resides not in the cities ~ 


but in the countryside. They might then 
have had the good sense to leave agriculture 
off the current Uruguay Round agenda — or 
at least not try to link it to other key areas of 
trade reform — and thus averted a fiasco in 
Montreal. 

The consequences of what happened 
in Montreal in early December, when the 
Uruguay Round effectively broke down 
(REVIEW, 22 Dec. '88), are going to be 
with us for a long time and could sour the 

dy strained international trade environ- 
uwat to the point where protectionism runs 
riot. 

This is not simply a North-South issue as 
is it is often made out to be. True, the dairy 
farmers of the EC and the grain farmers of 
North America are living if not off the fat of 
the land, then at least on a rich diet of govern- 
ment subsidies, which are costing develop- 
ing country exporters an estimated US$26 
billion a year in lost markets. 

Yet for all the impatience which people 
like Malaysian Trade and Industry Minister 
Datin Paduka Rafida Aziz display with the 
subsidy war between these two superpow- 
ers, the pressures for agricultural protec- 
tionism run just as deep in the Third World 
as anywhere else. The arguments about 
"food security" are as emotive in the East as 
they are in the West. 

When US Trade Representative (soon to 
be secretary for agriculture) Clayton Yuetter 
"nds that the EC end all “trade-distort- 
! agricultural subsidies, he is demanding 
the near impossible of governments in coun- 
tries like Japan and India as well as of thosein 
Europe. Until Washington acknowledges 
this and agrees to de-couple progress on ag- 
riculture from other areas of the Uruguay 
Round, the prospects for world trade liberali- 
sation can only worsen. 

European, American and Australian 
trade ministers cast off their sheep's 
clothing and bared their wolves’ fangs in 
Montreal once push came to shove. As 
Canadian Minister for International Trade 
John Crosbie declared: “We shall support 
our farmers if the law of the jungle prevails.” 
All very chauvinistic no doubt, but similar 
sentiments prevail in Asia, too. 

Indian Trade Minister Dinesh Singh ar- 
gues that any country must be able to 
“feed its own population” and that for de- 
veloping countries, agriculture is not just a 
trade issue but a “source of livelihood” for 
millions of small farmers. Brussels would 


find that an appealing argument with its 11 
million subsidy-hungry small farmers to pla- 
cate. 

Japan is maintaining an almost guilty si- 
lence on the whole matter, conscious that its 
own rice-farmers are among the most heav- 
ily subsidised anywhere. Yet anyone who 
takes the trouble to heed what the Japanese 
are saying will hear an argument stripped of 
hypocrisy: one that offers a way — out of the 
present impasse. 

What is needed, say Japanese Govern- 
ment officials privately, is a set of rules to 
govern the long-term future of trade in basic 
foodstuffs. For them, this means rice, of 
course, but equally it means those politically 
sensitive goods such as dairy produce in 
Europe or cereals in North America. In other 
words, there may be an argument for exclud- 
ing agreed food staples from the free-trade 
ideal while bringing other agricutural pro- 
duce within the Gatt regime. 

Purists will no doubt be appalled by such 
a suggestion and argue, as the US is now 
doing, that unless you fixa date for ending all 
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trade-distorting agricultural subsidies, they 
will never go. This is nonsense. It is better to 
accept the merits of the half-a-loaf argument 
than to pursue Ricardo's principle of com- 
parative advantage to an impossible conclu- 
sion. 


On the subject of protectionism in gen- 
eral, the OECD observed in its most recent Eco- 
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nomic Outlook that the trade regimes of many 
of its member countries are less liberal now 
than they were 10 years ago and that the drift 
towards greater protectionism and trade dis- 
crimination is continuing. 

At the same time, it warned against treat- 
ing the East Asian newly industrialised 
countries (NICs, or NIEs — "newly indus- 
trialised economies" — as they are now offi- 
cially called in an absurd deference towards 
China's claimed sensitivities over Taiwan 
and Hongkong) as scapegoats. 

In an unusually frank attack upon the 
leading industralised nations, OECD suggests 
that discriminatory or retaliatory measures 
against the NICs would simply raise prices in- 
ternationally, restrict consumer choice and 
increase vulnerability to inflationary supply 
bottlenecks in OECD countries. 

How, the OECDis in effect asking, can you 
ask the NICs to open further their economies 
to the world on the one hand and yet hit 
them with protectionism on the other hand? 
Indonesian Trade Minister Arifin Siregar 
and Bangladesh Commerce Minister K. M. 
Rabbani made similar points in Montreal, 
but few people bothered to listen. Develop- 
ing countries, they argued, are trying hard to 
play by liberal international rules, but their 
trainers seem to have thrown away the rule 
book. Beware of a free-for-all scrum. 


The OECD has now joined the World Bank 
in warning that Asia faces some of the 
worst poverty and population problems in 
the 21st century. While the current interna- 
tional ethos favours aiding the poorest Afri- 
can countries, the sheer size of the popula- 
tion base in countries like China mean that 
they face a much more formidable problem 
of absolute poverty. 

A passage from the OECD’s recent report 
on development cooperation is worth quot- 
ing. “As attention is given to the worldwide 
drive against poverty, it is increasingly 
noticed that most of the poorest people live 
in countries which do not meet the UN 
criteria for being ‘least developed.’ India, 
Pakistan and China, while low-income coun- 
tries, are not among the least developed. Yet 
they contain a large proportion of the poorest 
people. 

“A number of countries, including 
Indonesia, the Philippines, Nigeria and 
several in Latin America, have lower middle- 
income status but contain significant 
amounts of poverty. We can guess that the 
donor community will look at the poor-coun- 
try vs poor-people issue more closely in 
the years ahead.” Let us hope so. 

B Anthony Rowley 


FARMING 


Farmers brave tropical obstacles to develop dairying 


Milking a better living 








By Carl Goldstein in Bangkok 


espite a tropical climate that makes 
D life difficult for both dairy farmers 

and milch cows, Thailand is making 
rapid strides in its efforts to boost production 
of milk and other dairy products. 

The dairy promotion programme has 
three main objectives: to help Thai farmers 
earn a better living, enable Thailand to end 
its heavy dependence on imports, and 
popularise the nutritional benefits of drink- 
ing milk. 

On the first front, some progress is being 
made. About 3,440 farmers — mostly con- 
centrated in the relatively prosperous central 
region to the north of Bangkok — have 
moved into dairy farming with the help of 
the official Dairy Farming Promotion Or- 
ganisation (DFPO), which is the successor 
agency to the Thai-Danish Dairy Farm, set 
up with Danish help in the early 1960s. 

Today these farmers earn a profit of up to 
Baht 20,000 (US$800) a year on each cow. 
They also can look forward to selling the ani- 
mal to the slaughterhouse after five to seven 
years, when its useful milk-producing days 
are over. 

Since most farmers are raising between 
five and 20 head of cattle, dairy farming of- 
fers a handsome living ina country with a per 
capita income of US$881 (1987 figures). Cer- 
tainly it is a far better living than can be had 
from growing rice, maize, or other cash 
crops. 

It is little surprise, then, that local farmers 
are queuing up to join the DFPO's 16-day 
courses in dairy farming, offered at the or- 
ganisation's demonstration farms in Muak 
Lek district of Saraburi province, in the cen- 
tral region, Chiangmai in the north, and 
Prachuabkirikan in the south. Although it 
costs Baht 1,200, the course is a precondition 
for getting funding from the Bank of Agricul- 
ture and Cooperatives (BAAC) or other banks. 

For a farmer whoalready owns his land, it 
takes about Baht 200,000 to get started in the 
dairy business. This is enough for five cows, 
sheds and stalls, and other equipment, plus 
working capital to carry him through until 
the animals start producing. 

Despite the attractions of dairy farming, 
Thailand’s reliance on imported dairy pro- 
ducts will not end, or even significantly 
lessen, soon. Domestic production rose 
24% last year to a projected 87,000 tonnes. 
This followed a 10% rise in 1987. But with 
demand increasing as well by about 20% 
a year, and expected to have hit 592,000 
tonnes last year, the gap between domes- 








tic supply and demand will increase. 

The rapid increase in milk consumption is 
due both to rising income levels and the 
dairy promotion programme which the gov- 
ernment launched five years ago. Publicity 
campaigns in the schools and the mass 
media, special courses for teachers, and sub- 
sidised milk supply for school children have 
increased popular awareness of milk's nutri- 
tional value. 

The shortfall is being met by imports of 
milk products, mostly in the form of non-fat 
and whole milk powder, from Australia, 
New Zealand, the Netherlands, Denmark, 
and other countries. In 1987, these imports 
rose to US$96 million, up from US$83 million 
the year before. 

Imports are actually much cheaper than 
domestic produce, because of low productiv- 


can and European rivals in the livestock 
trade. 

Thus, a New Zealand- or Australian- 
sourced Holstein-Friesian purebreed — the 
familiar black-and-white dairy cow — costs 
around US$950-1,000. By comparison, US 
Holstein-Friesians cost at least US$2,150, 
Canadian animals about US$2,000, while 
Dutch cattle have been offered at US$1,850. 

Where Thai importers and dairy farmers 
should buy their cattle also goes to the heart 
of a debate over whether purebreeds or 
crossbred animals are better suited to the 
high temperature and humidity of the tropi- 
cal climate. The argument is currently going 
in favour of the crossbred. 

“We think the vast majority of Thai dairy 
farmers need crossbred animals to get suffi- 
cient heat tolerance and disease resistance," 
said Pichet Sukpituksakul of the DFPO. He 
added, however, that further studies were 
needed to settle the issue. 

The most popular crossbred in Thailand 
is the Sahiwal-Friesian. The Sahiwal, w 
comes originally from India, is one of se 
tropical breeds — the Red Sindhi and 
Brahman are two others — that can be cross- 
ed with the higher-yielding Holstein-Frie- 


wr 


ity and high feed costs on Thai dairy farms. 
But the authorities are committed to raising 
domestic production as a matter of social as 
well as economic development policy. 

One key to the government's hopes of 
raising domestic milk production lies in in- 
creasing the herd size. Thailand now has 
about 77,000 head of dairy cattle, of which 
some 40,000 are milch cows. This is up from 
30,000 head of dairy cattle in 1982. 

The current target is to raise the popula- 
tion of milkers to 60,000 by 1991. While 
natural population increase and domestic 
breeding will account for some of the in- 
crease, a significant level of livestock imports 
will also be needed. 

New Zealand and, to a lesser extent, Aus- 
tralia will be the main source of the roughly 
5,000 head to be imported during each of the 
next few years. Both countries enjoy much 
lower freight costs than their North Ameri- 


Milking Holstein-Friesians: commercially high yields. 





sian to produce an animal that can cope with 
local conditions. 

The drawbackis lower yields. Most cross- 
breds produce an average of 8-10 litres 
of milk a day over the course of each 300-day 
lactation (milk-producing period). Each lac- 
tation is followed by a dry period of about 
three months. 


purebred Holstein-Friesian can pro- 
A duce 20 or more litres a day in temper- 
ate climates. In a tropical climate, the 
best that can generally be managed is about 
15 litres, because the heat depresses the 
animals’ appetite. And reaching even this 
yield demands herd management techni- 
ques that are difficult for small operators to 
master. 
Specially ventilated sheds and frequent 
waterings are only part of it. Feed and barn 
hygiene is essential as well. Otherwise the 


inimals can easily fall prey to anaplasmosis 
tick fever) or foot-and-mouth disease. 
Crossbreds need far less pampering. 

Whether using crossbred or purebred 
animals, all dairy farmers in Thailand face 
the problem of adequate forage. In North 
America, Europe, New Zealand or Austra- 
lia, the biggest part ofthe cows’ feed is alfalfa. 
But alfalfa, which contains about 16-18% pro- 
tein, does not grow in the tropics. The va- 
rious tropical grasses used instead, such as 
napir or guinea grass, yield only about 3% 
protein, even when cut back at an earlier 
stage in its growth cycle. 

None of the available alternatives are 
ideal, though they help: these include mix- 
ing tropical legumes into the napir or guinea 
grass, and using corn silage as an additive. 
The only other choice is to use more feed 
concentrate, but this raises costs and cuts 
profits. 

The higher yields of purebred Holstein- 

‘ans make them more attractive to the 
| ful of big commercial dairy operations 
iss ..:ailand, though even these have mostly 
started out with crossbreds and are only 
slowly increasing the proportion of pure- 
breds in their herds. 

Thailand's leading private dairy com- 
pany is Chokchai Dairy Farm, set in the roll- 
ing landscape of Pak Chong, some 150 km 
north of Bangkok. Founded by Chokchai 
Bulakul, an ebullient denim-clad, cowboy- 
hatted scion of the rice merchants Mah and 
Boonkrong Bulakul, the dairy operation 
grew out of a failed attempt to raise beef cat- 
tle. (This venture came to grief in the early 
1980s when the Thai Government banned 
exports of live cattle — which the farm had 
been shipping to Hongkong and Singapore 
for slaughter.) 

Revamped into a dairy farm in 1985, the 
venture now has 4,000 head of cattle, includ- 
ing 2,000 milkers, on 3,238 ha. It also has its 
own dairy which is producing 20,000 litres of 
p^**^urised milk a day, a feedmill, and an ar- 
| | insemination centre. 

C hokchai said he intended to double the 
number of milkers over the next few years. 
With only 80 purebred Holstein-Friesians in 
his herd now, the proportion of purebreds is 
to be increased gradually, as the farm work- 
ers, animal husbandry experts, and veterina- 
rian staff become more experienced at man- 
aging the more picky purebreds. 

In its efforts to spread the economic be- 
nefits of dairy farming, the DFPO has linked 
up with the so-called Green Northeast plan 
promoted by the royal family and the mili- 
tary. Long the most impoverished part of the 
country, and the original breeding ground of 
the communist insurgency that finally pe- 
tered out in the early 1980s, the northeast is 
the focus of several development schemes. 

Construction of the Udon Rat Dam, a big 
hydropower project, is already under way. 
According to DFPO director Chalermchai 
Lekchom, his agency will establish a demon- 
stration farm and a dairy plant near the dam 


site which are suppos- 
ed to start operating next 
year. 

There is also a plan to es- 
tablish several farmers’ col- 
onies. In the first instance, 
about 200 farm families, 
chosen from those who had 
to be relocated because of the 
dam, will be given 3.2 ha 
each. In five years, some 
2,500 families are to be 
brought into the scheme. 

The BAAC will provide 
each family with Baht 250,000 
start-up capital. The DFPO will 
guarantee to buy their milk 
for Baht 6.50 a litre, just as it 
does at its already-estab- 
lished collection centres in other parts of the 
country. Based on estimated production 
costs of Baht 4.50 a litre, these farmers earn 
about the same as those in other parts of the 
country. 

Private companies are also trying to deve- 
lop dairy farming in the northeast. Chat- 
chai Boonyarat, a Bangkok-based business- 
man whose Northeast Agriculture has help- 
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ed introduce tomato farm- 
ing and processing in the re- 
gion (REVIEW, 29 Dec. '88), is 
also planning to establish 
a dairy farm in the same 
area. 

He plans to set up what is 
effectively a private-sector 
version of the DFPO. He will 
import 3,300 cattle from New 
Zealand in May, keeping 
about 500 head on his own 
farm, and allocating the 
rest to local farmers. The 
operation would then serve 
as a training centre and 
milk collection point 
the surrounding re- 

gion. 

Unlike the DFPO, as well as other private 
dairy farms, all cattle are to be purebred Hol- 
stein-Friesians. It seems a risky choice, given 
the problems involved in raising purebreds. 
But Chatchai defends it by pointing out that 
he has signed a management contract with 
New Zealand Agricultural Exporters, and 
will thus be able to avoid the pitfalls of raising 
purebreds in the tropics. * 





FARMING 2 


South Korea mollycoddles its infant dairy industry 






airy farming should be a tough way 
D to make a living in South Korea. The 
climate is harsh and pasture is scarce 
in this densely populated country. Feed 
costs are high and small herds push produc- 
tion costs even higher. 

Dairy farmers are not complaining, how- 
ever. Consumption of their products has 
doubled in the past five years and seems cer- 
tain to keep rising quickly. As South Koreans 
become more affluent, they are eating more 
Western food and more dairy products. Fast 
food sales are booming, largely thanks to 
middle-class students and young adults, 
spurring demand for cheese. 

Most importantly, tight import restric- 
tions have kept out nearly all dairy im- 
ports since 1985. A botched programme to 
import cattle in 1983-84 by the government's 
Saemaul Undong (New Village Movement), 
sharply depressed cattle prices, and in reac- 
tion, further imports were restricted. 

South Korea's trading partners complain 
about their exclusion from the growing 
domestic market, particularly in the light of 
the country's trade surpluses, which have 
grown continuously since 1986. "The dairy 
industry here is basically unviable," says a 
New Zealand diplomat, adding that milk im- 
ported from New Zealand would cost only 


Protected milch cows 


one-sixth the price of local milk. “We would 
hope no one would promote or develop it.” 

However, it appears that the dairy indus- 
try will be protected for some time to come — 
perhaps increasingly so. The South Korean 
Government has a policy of encouraging 
farmers to diversify from rice production, 
which, though accounting for most agricul- 
tural production, is less profitable than other 
agricultural sectors. 

Agricultural experts believe there is some 
room to raise productivity, which is lower 
than in neighbouring Japan, primarily 
through more intensive use of high-quality 
imported feedgrains. Moreover, herd size is 
increasing, because many small farmers 
have slaughtered their dairy cattle and left 
the business. The number of households 
raising dairy cattle skyrocketed from 26,000 
in mid-1983 to peak at 46,000 in mid-1985, as 
the government encouraged cattle-raising as 
part of its ill-fated import programme. The 
number of dairy households had dropped to 
38,000 by the end of 1987. 

Most of those who dropped out of 
dairy farming in the past five years 
were small farmers. The number of dairy 
farmers with more than 40 head doubled 
from 552 in 1983 to 1,127 in 1987. Farm- 
ers with fewer than seven head fell from 


-t/0 tU 30/0 UurTing me same period. 

Park Jin Hwan, dean of the Agricultural 
Cooperative Junior College and a member of 
the Presidential Commission on Economic 
Restructuring, expects the dairy cattle count 
to increase from 465,000 at the end of 1987 to 
stabilise at around 700,000. Per capita, that 
would put South Korea at about the same 
level as Japan, which has some 2 million 
dairy cattle for a population that is three 
times as large. 

South Korea's dairy industry has a curi- 
ous history. Although there were some ex- 
perimental farms in the 1950s, the dairy busi- 
ness took off in the early 1960s. A number of 
military men who retired after Park Chung 
Hee's 1961 coup used their pensions to buy 
large tracts of land around Seoul and went 
into dairy farming. Even today, almost half 
of all dairy farms — and more than half of the 
large ones — are in the Kyonggido province 
which surrounds Seoul. 

But the retired military men are increas- 
ingly selling out, taking advantage of the real 
estate boom around the capital. Agro- 
nomists worry that the drive to raise pro- 
ductivity will falter, since these men were 
among the most innovative dairy farmers. A 


new generation ot dairy tarmers is needed, 
who will adopt modern methods — and 
who can afford to buy farmland. 

The future of the dairy industry is still un- 
settled. The President's Commission on Eco- 
nomic Restructuring, which 
submitted its final report to 
Roh Tae Woo at the begin- 
ning of November, has re- 
commended four categories 
of protection for agricultural 
products. They range from 
complete, permanent protec- 
tion, which is likely to con- 
tinue for rice, to complete 
liberalisation. Dairy farming 
would seem to fall into one of 
the categories which would 
be subject to at least partial 
liberalisation, since it is 
neither competitive nor es- 
sential, but thereis likely to be 
support for continued pro- 
tection. 

New Zealand diplomats say that their 
trade minister received a number of verbal 
assurances from 1984-86 from the highest 
level of theSouth Korean Government that it 
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Japanese advertising agency ties up with US firm 
P ANE © s / ‘ 


Joining of giants 


By Nigel Holloway in Japan 
F ven the world's largest advertising 








agency and the biggest public rela- 

tions firm cannot grow internationally 
without joining forces with potential rivals. 
That seems to be the lesson from a new joint 
venture in public relations formed by Dentsu 
of Japan and Burson-Marsteller of the US. 

Dentsu is the world's largest advertising 
agency and leading PR firm in Japan with 
total billings of X966 billion (US$7.74 billion) 
in the year to March 1988. But it has little ex- 
perience in PR outside Japan, and its PR bil- 
lings would not even rate in the top 10 of the 
world's PR firms. Burson-Marsteller leads 
the PR field with 2,000 people engaged in PR 
worldwide, 40 of them in Japan. But Burson 
finds that it needs the contacts only a Japan- 
ese firm can provide if it is to make more 
headway in Japan. 

The result is a new firm in Tokyo that will 
be 51% owned by Burson-Marsteller and 
another in New York that will be 51% con- 
trolled by Dentsu and Dentsu PR Centre, an 
affiliate. In each firm, the minority share will 
be taken by the local partner. Dentsu PR 
Centre will own 10% of the two firms and 
there is a danger that its interests may conflict 
with the new joint venture in Japan. The pos- 


sibility is discounted by Satoshi Sugita, presi- 
dent of Burson-Marsteller Japan and one of 
the senior executives of the joint venture, to 
be called DBM Tokyo. "If there are clients De- 
ntsu feels it is not servicing adequately, we 
can do a good job. And we can refer clients to 
them where they can doa good job," he says. 

Dentsu's need to gaina foothold in the US 
is probably more urgent than Burson's in 
Japan — though small, Burson is well estab- 
lished in Tokyo. Japanese firms have a sub- 
stantial presence in the US and spend a lot of 
money polishing their images there, not al- 
ways successfully — as Toshiba found in 
1987 over illegal sales of equipment to the 
Soviet Union. The magazine Business Week 
reckoned Japanese companies and organisa- 
tions in the US may have spent about US$310 
million in 1988 on PR, broadly defined. 

Most of Burson’s clients in Japan are for- 
eign multinationals. Sugita thinks firms will 
be attracted to DBM Tokyo by Dentsu’s influ- 
ence in the local media — its advertising bil- 
lings exceed the combined total of its four 
nearest rivals — and by Dentsu’s large 
database of market-related information. It is 
not the first important tie-up in Japanese PR. 
Shandwick of Britian, the world’s third- 
largest PR firm, acquired International Public 
Relations last year, which is ranked second in 
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would be allowed to use 70% imported milk 
in a joint-venture cheese factory. Last year, 
the South Korean Foreign Ministry informed 
New Zealand that the project was to be sus- 
pended indefinitely for political reasons. A 
ia Danish joint-venture cheese 
=” factory went into operation 
last year, but it is only al- 
lowed to use domestic milk. 
"[South] Korea has to grap- 
ple with the problem of 
whether they are prepared to 
permanently subsidise ag- 
riculture out of their industri- 
al sector," says the New Zea- 
land official. 

With the dairy industry 
being one of the most mod- 
ern parts ofSouth Korea's ag- 
ricultural sectors, despite its 
international backwardness, 
it is unlikely that the govern- 
ment will voluntarily open it 
to foreign competition 
rising real estate prices and scarce pas- 
ture may hamper the growth of the dairy 
business where foreign trade pressure 
cannot. m Mark Clifford 
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Japan after Dentsu. Burson may expand in 
Europe with Dentsu and, in Asia, Burson is 
talking to a Taiwan PR firm about a tie-up. 

Dentsu has two other business links with 
Burson’s parent, Young & Rubicam of the 
US, the world’s second-largest advertising 
agency after Dentsu. These are a direct mar- 
keting company in Japan and a global adver- 
tising consortium called HDM, in which a 
French advertising agency Eurocom is also 
involved. This handles the worldwide media 
programme of big companies such as the car- 
maker Peugeot. Dentsu prefers to call itself a 
“full-service communications company,” 
providing advice on business development 
as well as media buying and creative "~~" 
for clients which includes activities as di 
as urban development, lifestyle analysis and 
advice on corporate identity. 

The Dentsu — Burson Marsteller ven- 
ture is described by its proponents as “a 
unique cross-cultural company,” but this 
may not necessarily work to its advantage. 
Sugita believes that Burson-Marsteller is the 
“only” successful PR arm of a Western ad- 
vertising agency, because it has a great deal 
of autonomy from Young & Rubicam. In 
many cases, if one company is handling both 
the advertising and PR for the same client, 
the public relations departmentis neglected. 

Dentsu PR Centre is also 100% owned by 
its parent but is much more closely involved 
in the overall operations of the Dentsu 
group. Four senior directors of Dentsu sit on 
the PR subsidiary’s board and the PR com- 
pany receives half its accounts from the par- 
ent. The marriage between Burson and De- 
ntsu may therefore not turn out as 
straightforward as it first appears. a 


RESEARCH AND 


INNOVATION 


The limits of light 


Ithough sample production of 4 

megabit dynamic random access 

memory (DRAM) microchips and 

prototyping of 16-megabit DRAMs 
are only just getting into gear, the race to 
build their successors, 64-megabit DRAMs, 
has already begun. (A megabit is 1,048,576 
items of binary information stored in the 
form of ones and zeroes.) 

First off the blocks is Japan’s top computer 
maker, Fujitsu, with a worried-looking IBMin 
hot pursuit. Winning the contestis crucial for 
the US firm, since to maintain its lead in com- 
puter systems, IBM also needs to stay ahead 
i^ eemiconductor memories. 

jitsu has demonstrated that some of 
tue vechnology it uses to make 1- and 4 
megabit DRAMs can be shrunk to the almost 
unthinkably small dimensions that 64- 
megabit chips will require. The Japanese 
company says it expects to be able to make 
such chips by 1993. 

Memories are a crucial component for 
firms like Fujitsu and IBM because they gov- 
ern how much information a computer can 
store and how fast users can get 
at it. But, while memories are 
simple enough devices in func- 
tion, the technology needed to 
make them is extremely sophis- 
ticated — and getting more so. 

Each new generation of 
DRAMs must store four times as 
many pieces of information as 
the preceding one in more or less 
the same space. The chips store a 
piece of information in the form 
€^ -1 electrical charge on the 
Į of a minuscule capaci- 
tor. 

In previous generations (in- 
cluding the current 1-megabit 
chips), there was enough room 
on the chip's surface to lay 
the capacitor plates flat. From 
4-megabits onwards, however, 
chipmakers need the third dimension. 

Some companies, like Texas Instru- 
ments, NEC and Toshiba, tackle the problem 
by going down, etching into the chip tiny 
trenches whose walls serve as plates. 
Others, like Fujitsu, Hitachi, Mitsubishi Elec- 
tric and Oki, have opted to go up — stacking 
the plates like piles of crockery in a cupboard. 

This latter technique, its adherents claim, 
lends itself significantly better to mass pro- 
duction. Fujitsu claimed in December, to 
have taken capacitor stacking to new — 64- 
megabit — heights. 

The announcement followed hard on the 
heels of a flurry of activity among memory 


chip producers. In November, all seven com- 
panies announced that they had begun issu- 
ing samples of their 4-megabit wares. 

Later the same month, NEC surprised its 
rivals by announcing it would begin building 
a US$160 million production line for pro- 
totype 16-megabit chips at its Sagamihara 
factory. Finally, in an unprecedented bila- 
teral alliance, Hitachi and Texas Instruments 
have signed a three-year agreement to deve- 
lop 16-megabit DRAMs jointly. 

Having solved the problem of where to 
put the capacitors, the companies are now 
tackling the more difficult question of how to 
make them. The crucial technology here is 
photolithography — the use of light to trans- 
fer circuit patterns onto silicon. 

The characteristic feature of DRAMs is the 
width of the lines that form their circuits. 
One-megabit chips feature a line width of 
one micron — a millionth of a metre, or about 
the size of a single cell of yeast. 

On 4-megabit chips, the line width is 0.8 
of a micron; on 16-megabit, 0.5 of a micron; 
and, on 64-megabit, it could be as narrow as 






Asynchrotron accelerator: new age for working chips. 


0.2, the size of one (extremely small) bac- 
terium. 

The key to getting lines this thin lies in the 
type of light source you use. Optical technol- 
ogy will probably give up the ghost at around 
0.5 of a micron. Beyond that, gas-driven 
"eximer" lasers are likely to take up the run- 
ning for the 16-megabit generation (as Mat- 
sushita has already demonstrated). 

Ultimately, however, the only machine 
capable of putting out light with short 
enough wavelengths for 0.3- and 0.2-micron 
line widths in a mass-production environ- 
ment is a synchrotron, a type of particle ac- 
celerator. 


IBM has been experimenting with the big 
(15 m in diametre) synchrotron at Brookha- 
ven National Laboratory in the US since 
1980. In September, it announced it had be- 
come the first to use synchrotron light to 
build a working chip. 

Admittedly, the chip's line width was 
only 0.5 of a micron, but nonetheless it rep- 
resents an important step towards produc- 
ing a64-megabit DRAM. IBM has now commis- 
sioned a British firm, Oxford Instruments, to 
build a much smaller, production-use syn- 
chrotron, ata reported cost of US$15 million. 

Now for an extraordinary thing: the nor- 
mally secretive IBM has announced that it is 
willing to share this machine (which should 
be ready by 1990) and related technology 
with other US chipmakers. This remarkable 
offer is just one of a number of IBM moves de- 
signed to bolster the sagging US chipmaking 
industry against the increasingly serious 
challenge from vertically integrated Japanese 
chip-and-computer combines. 

Nowhere is this challenge more serious 
than in multi-megabit photolithography. 
Japanese firms, loaded with cash 
from 1987-88 s semiconductor 
boom, are pouring an estimated 
US$500 million into the develop- 
ment of synchrotrons and as- 
sociated technology (REVIEW, 20 
Aug. '87), with and without gov- 
ernment backing. 

This is at least five times what 
the US is spending — and much 
more is reportedly to come. The 
most obvious result of this effort 
is the two new synchrotrons that 
Nippon Telegraph & Telephone 
(NTT) has had built at its Atsugi 
laboratories. In June, NTT an- 
nounced it had used the 
machines to make a chip with a 
line width of 0.35 of a micron. 

Fujitsu used electron beams 
to make its fancy stacked 
capacitors, but this method is too slow 
for mass production. Although the company 
has yet to acquire an accelerator, it is rent- 
ing time on the synchrotron operated by 
Japan's national high-energy physics labora- 
tory. 

In addition, it would not be surprising if 
Fujitsu were to learn a trick or two about 
making memories with synchrotrons from 
NIT, a company with which it has often 
worked closely, and to which it remains a 
major supplier of chips. Fortuitously, 
Fujitsu's big chip laboratories are within 
shouting distance of NTT's at Atsugi. 

m Bob Johnstone 
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Asian exporters face a more protectionist Europe 


Latin threat to Asia 


By Shada Islam in Brussels j 


his year, when Spain takes its turn to 
i head the EC's powerful policymak- 
ing council of ministers and two new 
Spanish commissioners take over responsi- 
bility for Europe's relations with developing 
countries, looks set to bring more trade 
and aid headaches to Europe's Asian part- 
ners, 

Europe's ties with Latin America, on the 
other hand, will get a boost. Madrid is ex- 
pected to use its six months in the EC's top 
political post to put a new gloss to the com- 
munity's relations with Latin America. 

Although the attention paid to its Latin 
friends may be more symbolic than real — 
the EC after all is unlikely to find a cure for 
Latin America’s massive debt — Spain's 
much publicised promise to help its Latin al- 
lies capture more of the EC's modest aid 
budget has already ruffled Asian feathers. 

Spain’s thinly disguised protectionist ar- 
dour — reflected in its distrust of Asia’s tex- 
tile, footwear, electronic and steel ex- 
ports — has heightened Asian coun- 
tries’ fears. France, which has barely 
more liberal trade policies, and 
which will take over the rotating 
chairmanship in mid-1989, offers lit- 
tle comfort either. 

Both Madrid and Paris have been 
in the forefront of recent EC de- 
mands that foreign nations which 
want to “benefit” from the creation 
of a frontier-free EC market after 
1992, must give “reciprocal access” 
to their domestic markets for Euro- 
pean firms. Japan and Asia’s newly 
industrialised countries (NICs) are 
worried such calls will intensify. In 
textiles, for instance, EC demands 
for reciprocity have also been aimed 
at Pakistan, India and Malaysia. 

The nomination of two Spaniards, Abel 
Juan Matutes and Manuel Marin, to the EC’s 
key external relations posts is especially un- 
nerving, despite reports that the special 
Asian portfolio could be discreetly handed 
over to Dutchman Frans Andriessen, the 
former EC agricultural commissioner, who 
will also be responsible for relations with the 
US and international trade talks. 

A Dutch commissioner, say EC officials, 
could be judged less likely to “risk hurting 
Asian feelings.” But the EC is being deliber- 
ately vague about which commissioner will 
deal with Asia. The formal portfolios, an- 
nounced on 16 December, sidestepped the 
Asian issue by naming Matutes in charge of 
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Cheysson: ‘equitable’ aid split. 


"North-South relations, Latin America and 
the Arab world," a move which upset Asian 
diplomats in Brussels. 

Even if Andriessen is given some respon- 
sibility over Asian trade or some Asian re- 
gions, Matutes and Marin, who will head the 
EC's division in charge of the African, Carib- 
bean and Pacific (ACP) countries, will play an 
important role in formulating European 
trade and aid policies over the next four 
years. Their foreign policy experience — and 
knowledge of Asia — is limited. Matutes for- 
merly was the EC's commissioner for small 
and medium-sized enterprises, while Marin 
had headed the EC's social affairs division. 
Since they have fought hard to increase Latin 
America's share of the EC's small develop- 
ment kitty, both men are viewed with some 
suspicion by Asian diplomats here. They will 
have to "prove their impartiality," said an 
Asean Official. 

Andriessen's appointmentas the EC's ex- 
ternal trade commissioner may not be 
enough to relieve the gloom. He is best re- 
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membered in Asia for his determined, 
though unsuccessful, efforts to introduce a 
damaging oils and fats tax aimed at raising 
funds for the EC's then bankrupt Common 
Agricultural Policy. 

Although that spectre appears buried by 
the marked improvement in EC finances, 
Andriessen’s impassioned defence of 
Europe's refusal to allow a total elimination 
of farm subsidies during the December meet- 
ing of the Gatt Uruguay round of talks in 
Montreal is unlikely to have endeared him to 
Asian farm exporters, or Australia and New 
Zealand. 

EC officials insist that the changes at the 
top of the EC commission are unlikely to alter 





fundamentally Europe's relations with Asia. 
Edmond Wilkinson, head of the EC commis- 
sion's Asian division, said Asian countries 
"will remain vital to the EC." Asia's rapid 
economic growth will continue to elicit a 
dynamic response from Europe, and expan- 
sion of ties with Latin America will not be at 
the expense of Asia, he said. 

Asian representatives in Brussels are not 
so sure. Already worried by the calls for 
higher protectionist barriers, reciprocal ac- 
cess and quicker anti-dumping action issued 
by Europe's industries as they prepare for 
1992, Asian trade experts say that Europe's 
increasing fascination with Eastern Europe 
and its unending quarrels with the US leave 
it little time to expand its ties with Asia. 

But it is Europe's deep distrust of Japan- 
ese trade policies that has begun to colour the 
EC's relations with Southeast Asia. The 
Asian NICS, criticised for under-valuing their 
currencies, restricting Western imports and 
benefiting from low labour costs, are now the 
target of the same restrictive trade po 
and anti-dumping actions once reserveu iur 
Japan. Their access to Europe's generalised 
system of preferences (GSP) is heavily cur- 
tailed and their exports carefully monitored. 

EC Commissioner Claude Cheysson, 
however, did manage to fight successfully 
for an improvement in Europe's ties with 
Asean and South Asian countries. Relations 
between the EC and Asean are now on "very 
sound and firm footing," said an 
Asean diplomat in Brussels. Recent 
months have seen the launching of a 
financial cooperation programme 
under which the EC has agreed to 
put up risk capital for European 
firms looking for joint-venture op- 
portunities in Asean. Another meet- 
ing of EC-Asean economic ministers 
is planned for 1990. 

China, as a potentially enormous 
market, continues to get special 
treatment. The newly signed "^ 
China trade pact provides 
"generous" 1-596 growth rate for 
Chinese textile exports to Europe. In 
exchange, China has promised to 
grant “preferential” treatment to 
European exporters on its home 
market. 

Europe's links with South Asia focus on 
building cooperation in science and technol- 
ogy, industrial development, including joint 
ventures, training, and trade promotion 
rather than just development aid. Cheysson 
also worked hard, but less successfully, to 
forge closer ties with Burma and Vietnam. 

Less experienced — or less motivated — 
commissioners will find it difficult to main- 
tain this momentum when most European 
governments are more interested in domes- 
tic or European affairs. This insular turn 
away from Asia could be exacerbated by 
Spain's growing political influence within 
the EC commission, the EC council of minis- 
ters and the European parliament. 
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A first signal that Spanish promises to 
Latin America are not "empty rhetoric" came 
recently when Spanish members of the 
European parliament launched a deter- 
mined attack on the EC's distribution of de- 
velopment aid between Asia and Latin 
America. Under the EC's earlier rule, Asia 
normally received about 75% of the total aid 
package — worth about US$350 million in 
1988 — with Latin America getting the re- 
mainder. Spanish Euro MPs now want both 
continents to share equally the EC money. 

Cheysson managed to appease the par- 
liament by stressing that the aid split be- 
tween Asia and Latin America, taking into 
account EC food aid, emergency assistance, 


and other aid was more "equitable," with 
Asia only getting 65%. Still, under par- 
liamentary pressure, the EC's budget for 
non-ACP developing countries has been split 
into two budget items for each of the two 
continents. Although a 65-35 split between 
Asia and Latin America has been preserved, 
Matutes will almost certainly try to increase 
the Latin share. Since the EC is in no mood to 
increase the overall aid budget, this would be 
to Asia's detriment. 

As for trade, Latin America is generally 
seen as aless serious "threat" to European in- 
dustries than Asia. Latin trade experts in 
Brussels, however, are expected to step up 
their demands for new concessions on their 





TECHNOLOGY 


Japan begins search for excellence in scientific research 


pack to the 








By Bob Johnstone in Tokyo 


or the past few decades, Japan's sys- 

tem for the development of science 

and technology was aimed at catching 
up with the West. It has been a tremendous 
success. 

There are currently few areas of technol- 
ogy in which the Japanese are not up with 
the leaders, if not actually in the lead them- 
selves. Pharmaceuticals and aircraft engines 
are two of the exceptions. 

Having caught up in technology, the task 
now facing Japan is somewhat trickier — 
how to catch up in basic science, too. A white 
paper published by Japan's Science and 
Technology Agency at the end of last year of- 
fered some insights into how the Japanese 
'' dtogoaboutit. 

pan currently musters some 490,000 en- 
gineers, more than 25% of the OECD total, 
and more than France, Italy, West Germany 
and Britain together. Last year, Japan over- 
took West Germany as the country with the 
world's highest ratio of expenditure on re- 
search and development (R & D) to GNP. 

But it is Japanese industry that employs 
most of these people, and industry which 
spends more than four-fifths of R & D 
money. Government spending has failed to 
keep pace. From 1981-85, Japanese Govern- 
ment spending on science and technology 
rose just 0.1%, compared with 10.4% in the 
US and 13.3% in West Germany during the 
same period. Since governments — via uni- 
versities and national institutes — are typi- 
cally responsible for carrying out most basic 
research, this is an area where Japan obvi- 
ously lags. 

The white paper concluded that, if Japan 
is to improve its research environment, then 
the government must increase investment in 


basi 

basic science. Much of this investment 
should go to strengthening basic research, 
which, the white paper says, is necessary 
both for Japan's own long-term national 
needs and for “harmonious international re- 
lations." 

In other words, to stop increasingly voci- 
ferous accusations that Japan has been, and 
is still, taking a free ride on the back of the 
West's basic research, the Japanese must do 
more basic research them- 
selves. But for this research 
to fit the bill of "contribut- 
ing to the international com- 
munity" it has to be done 
with the participation of non- 
Japanese researchers, and in 
such a way that the rest of the 
world can profit from its re- 
sults. 

Japan's first attempt to 
make such a contribution — 
former prime minister Yasu- 
hiro Nakasone's much-vaun- 
ted Human Frontier Science 
programme  — illustrates 
some of the problems involv- 
ed. Initial funding of US$1 
billion a year over 20 years 
was mooted by the project's sponsors, the 
Ministry of International Trade and Industry 
(Miti). But Miti was unable to get concensus 
among the rival bureaucracies. Nor were for- 
eign governments keen to get involved with 
a research project sponsored by Miti. 

The programme currently limps along on 
a budget of US$12.2 million. Undaunted, the 
Science and Technology Agency has 
bounced back with a new proposal — the es- 
tablishment of a large-scale, world-class 
“centre of excellence.” 

The agency’s men have been round the 





Tonegawa: critic. 


farm exports to Europe within the GSP 
framework. Wilkinson insists that Asia will 
not suffer because "there are too many pres- 
sures going the other way." European indus- 
trialists, investors and exporters are more at- 
tracted to Asia’s growing markets than they 
are to debt-ridden Latin America. 

But others in the EC admit that Asian na- 
tions have been far less successful in "sell- 


- ing" their region than the more active Latins. 


“Latin American leaders are here in Brussels 
practically every week," said an aide to 
Cheysson. "Asian leaders tend to ignore the 
EC." Asian countries will have to fight har- 
der to defend their interests and work harder 
to make their presence felt in Europe. & 


world, sniffing at existing centres of excel- 
lence — the Institut Pasteur in Paris, the Max 
Planck Institutes in West Germany, Bell 
Laboratories in the US — attempting to de- 
termine what makes them excellent. One 
thing all such centres have in common is 
their openness to talented young scientists. 

Thus, an important feature of the new Ja- 
panese centre would be its openness to re- 
searchers from overseas. The trouble is that, 
if the present heavily under-subscribed 
scholarship programmes are an indicator, 
few talented young researchers seem to 
want to come to Japan. 

A charismatic leader for the institute 
might do the trick, such as a Nobel prize win- 
ner. But there are only three Japanese alive 
who have won the Nobel award in science. 
Reona Esaki works for IBM, Kenichi Fukui is 
retired, | which leaves 
Susumu Tonegawa, winner 
of last years prize for 
medicine. 

Since winning the prize, 
Tonegawa has become the 
harshest critic of the Japanese 
research system. In particu- 
lar, he has drawn attention to 
the emphasis that the system 
places on seniority at the ex- 
pense of talent. The white 
paper acknowledges this 
criticism. To improve re- 
search management, it says, 
"emphasis should be shifted 
from  organisation-oriented 
management to one focus- 
ed on the abilities of 
talented researchers. 

In the Japanese context, establishing new 
institutes could well be the only way to bring 
about such a shift. After all, it is hard to im- 
agine Japan's existing basic research corps — 
career civil servants to a man — taking kindly 
to being told that, from now on, they will be 
judged by what they do rather than by how 
old they are. The amount of money the Ja- 
panese Government allows the science 
agency to pursue its proposal should thus be 
a good indicator of how serious Japan is 
about doing basic research. a 
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Building up steam 


ith Thailand's GDP growth surg- 


lenges are lodged clearly for 
management of the Thai econ- 
omy in 1989. Rapid growth has brought with 
it fears of overheating.  . 

The year ended with an estimated trade 
deficit of Baht 96 billion (US$3.84 billion) and 
current-account shortfall of Baht 44.5 billion, 
according to Bank of Thailand (BoT, the cen- 
tral bank) figures. On GDP growth variously 
projected at 8-9% for 1989, the BoT predicts 
that the trade deficit could reach Baht 127 bil- 
lion and the current-account deficit Baht 75.7 
billion. 

The net result of huge capital inflow and 
tourism receipts is that the balance of pay- 
ments remained Baht 40 billion or 
more in surplus. But to combat the ill 
. effects of rapid growth, BoT governor 
.Kamchorn Sathirakul announced 

four main policies to maintain growth | 
without overheating the economy. 

The BoT wants to boost savings by 
encouraging local financial institu- 
tions to issue more commercial paper, 
especially long-term notes. Kam- 
chorn also said the roles of various fi- 
nancial institutions would be studied 
and revised, but gave no details. 
Some other options include raising. 





." some tax exemptions on dividends and in- 
terest. ee 
Despite tight money supply, the bank 
also plans toensure that funds will be steered 
_ tosectors with development priority. In ad- 
.. dition, Kamchorn says the Bor will keep 


ing to 11% in 1988, the chal- - 





funds flowing to small and rural businesses. 

Thirdly, corporations and commercial 
banks will be encouraged to borrow long- 
term funds from abroad to offset the slow 
growth of local savings. Conditions will be 
eased for foreign firmsin equity and portfolio 
investment. Lastly, the BoT said it will mani- 
pulate interest rates to reflect local market 
conditions and ensure that important sectors 
receive needed funds. 

Currently, the economy is in fairly good 
condition. Reserves are up to US$7.1 billion, 
equal to 4.3 months of imports. Inflation, as 
measured by the consumer price index, has 
been kept to 3.8-4% for the past year, and 
should rise to 4-4.5% in 1989, the govern- 
ment predicts. Capital inflow continued to 


h-performance economy 


. be strong, both in direct and indirect in- 
vestment. Nearly 1,400 new projects were 
approved by the Board of Investment for 
the year, representing Baht 190 billion 
in capital. Of that, some Baht 70 billion 
was for Japanese-backed projects and Baht 





20 billion for Taiwan-backed projects. 

The BoT says the government ran a 
surplus of Baht 30.2 billion in 1988, 2.195 of 
GDP. Increased infrastructure investment 
and recurrent expenditure should push the 
surplus to Baht 6.5 billion this year, projected 
at 0.4% of GDP. Debt service ratios will climb 
slightly, from 13% to 13.2%, as total debt 
grows from US$18.1 billion to US$20 billion. 

Interest rates in December softened 
slightly as new funds ultimately destined 
tor the stockmarket flowed into the inter- 
bank market first — the major lender to the 
interbank market was the Mutual Fund 
Co., which manages several hundred mit. 
lion US dollars in foreign funds. But 
were expected to stay high in 1989, as uc- 
mand continued to soak up what- 
ever was available. Thai Farmers 
Bank predicts that after 26.596 
growth in 1988, commercial bank 
lending will increase 25% in 1989. 
Deposit growth will also slow slight- 
ly, from 17.8% in 1988 to 17% in 
1989. | 

Despite a softening of prices, 
growth in agricultural production will 
be strong this year, according to the 
bank. Maize production should dou- 
ble over last year's poor crop, and 
steady advances will occur in rice 
(- 1876), rubber (+27.7%), soybeans 
(+53.1%), jute (423.596) and cotton 
(+28.6%). Export growth by volume of ag- 
ncultural products will be strongest in 
natural rubber (+ 14.6%), maize (4-509), fro- 
zen shrimp (+40%), and canned tuna 
(+12.5%). E Paul Han ™ 
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TAKEOVERS 


A bargain buy 


————M—€———— SH lend gO ERAS eg ELA tO ree a mene 


controlling stake in a once-proud In- 


giant General Electric has been sold at 
a price barely half of what was offered by the 
same buyers a year ago. The Dubai-based 
Chhabria brothers will pay Rs 65 (US$4.33) a 
share to for 25% of the equity of Genelec, a 
trading and project engineering company, 
from General Electric Corp. (GEC), a 66%- 
owned subsidiarv of the British multina- 
tional. 

The deal enhances the Chhabria's cachet 

idia's most dynamic takeover artists. 

' winning a drawn-out proxy fight for 
their Calcutta-based flagship company, 
Shaw Wallace, they have gone on to snap up 
a pair of Bombay trading houses, a paint 
company and the local affiliate of Dunlop 
Tyres. With the addition of Genelec, total 
Chhabria group turnover promises to top the 
Rs 10 billion mark. 

The Genelec acquisition also represents a 
triumph for shareholders’ rights on Indian 
bourses, since the Chhabrias felt obliged to 
make a general offer to minority sharehold- 
ers along with their bid to GEC — a depar- 
ture from the usual "roughshod ride" of 
takeover bids, said Calcutta broker C. V. 
Desai. Butthe minority shareholders' victory 
in the Genelec case is "bittersweet," Desai 
adds, because of the reduced share price. 

In 1987, the Chhabria's had offered Rs 120 
a share, contingent upon a review of 
Genelec's finances. But GEC opted instead for 
an unconditional offer of Rs 105 per share 

i the Modi's, a politically well-connected 
. 7 Delhi industrial family. The Modi bid 
was for a stake just under the 25% limit that 
would have triggered a clause in India's stock 
exchange regulations requiring a general 
offer to minonity shareholders. 

Stock rampers, who had favoured the 
share because of its multinational prestige, 
lobbied hard againstthe sale. Yet GEC was de- 
termined to “railroad through" the sale, de- 
spite better offers from the Chhabrias and a 
few other blue-chip Bombay houses, Desai 
said. “That convinced us," he adds, "that 
some sort of extra, invisible compensation" 
had been offered — possibly offshore — to 
Genelec's parent companies. The minority 
shareholders' lobby succeeded in convincing 
New Delhi, too: anti-monopoly regulators 
rejected the Modi dealon technical grounds. 

But not before the damage had been 
done. The share price crashed from above Rs 
200 to around Rs 60 on the first rumours of 
the Modi takeover, and has been unable to 


recover since. Atthe same time, GEC abruptly 
raised the rent on Genelec's Calcutta office 
space, increasing operating expenses by 
more than 1075. 

- Trade creditors — mostly government 
agencies and public enterprises — took ad- 
vantage of the company's disarray to stretch 
out their payments, crippling cash flow. 
Furthermore, Genelec's consortium of eight 
government-owned commercial banks were 
not forthcoming with extra working capital 
to tide over the cash squeeze. 

Now that the company seems ready to 
transfer from GEC's care into the cash- 
rich Chhabria fold, the banks will ante upan 
extra Rs 40 million, a 45% expansion of 
Genelec's credit lines, according to newly 


named managing director B. K. Bannerjee. 


With the extra funds, the projects division 
can set about tackling its healthy Rs 340 
million order book, he said. Other priorities 
indude: stepping up collections of trade 
dues, trimming staff by nearly a third and 
re-opening Genelec's two closed lamp fac- 
tories in Maharashtra. Bannerjee also in- 
tends to draw upon the Chhabria group's 


managerial talent pool, though he cOACeaES 
that there is “not too much synergy” be- 
tween Genelec and the rest of the Chhabria 
empire. 

Bannerjee’s predecessor, P. L. "Hur- 
ricane" Roy, is credited with Genelec's rapid 
rise. and equally precipitate fall. He set up the 
fast-growing projects division, which bag- 
ged lucrative contracts for the 1984 
Asian Games in New Delhi. On the strength 
of these, he took the company public that 
year. But market sources also partly blame 
his long-brewing personality conflict with 
GEC chairman A. K. Khosla for Genelec’s — 
rupture with its parent company. Royleftthe | _ 
board last April and Bannerjee took over in 
November 1988. 

Stockmarkets seemed as bullish as 
Genelec's management about the Chhabria 
takeover — the share price firmed up from 
Rs 60 to Rs 85. Paradoxically, that may make 
the acquisition cheaper for the new owners: 
fewer minority shareholders are likely to take 
up the Chhabria offer at a price which is now 
substantially below market. GEC will retain 
an 8% stake in the company. The govern- 
ment-run Unit Trust of India holds 6%. No 
other shareholder owns more than 296. 

Shareholders are likely to get another 
chance, though, to cash in on their Genelec 
stakes before too long. Kishore Chhabria has 
hinted at a rights issue. Bannerjee points out 
that the company's Rs 21 million equity base 
is small relative to its Rs 1 billion (annualised) 
turnover. " 
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Japan s banks within reach of BIS asset standards 


Taking no risks 





ments (BIS) for the ratio of their equity to risk- 
weighted assets. These standards require Ja- 
panese banks operating internationally to 
have a ratio of 875 by 1992. 

The requirement is the result of Japan's 
central bank agreement to meet these 
guidelines as a way to head off US claims that 
Japanese banks had an unfair competitive 
advantage because of lower domestic re- 
serve standards. At least half of the ratio is to 
come from shareholders' equity and the re- 
mainder from so-called tier-two capital (sub- 
ordinated debt, loan loss reserves and 45% of 
the value of unrealised capital gains on 
portfolio shareholdings). 

Of the five main city banks, only Dai-Ichi 
Kangyo Bank (DKB), the largest, falls far short 
of the 1992 standard, according to interim re- 


sults tothe end of September. Butthisshould 
have been remedied by a public offer of 70 = 
million shares in December which raised 
DKB's equity ratio from 6.6% to 8.1%. Robert 
Zielinski of Jardine Fleming Securities rec- 
kons that the city banks and long-term credit 
banks will need only another ¥550 billion = 
(US$4.03 billion) to meet the Bis standard. — . 
The requirements are therefore unlikely 
to slow down their asset growth. Assuming 
they can maintain 1987-88's average return 
on equity of 12% and that their ratio of di- 
vidends to profits remains (a low) 20%, their - 
equity base will expand by about 10% a year. 
Because risk-weighting reduces Japanese 
banks’ assets to 63% of their reported value, a 
10% growth in equity each year would allow ` 
a 15% annual increase in assets. Even asset . 
growth of 20% would require equity financ 
ing of only ¥360billion a year, says Zielinski. 
Banks with the highest Bis ratios (Indus- 
trial Bank of Japan, Sumitomo, Sanwa, Fuji - 
and Mitsubishi) saw a 15-20% growth in as- ` 
sets in the six months to September. m 



















Public-sector workers’ trust fund moves into a surplus 


Management benefits 








By Jose Galang in Manila 





T he Philippine Government Service In- 
surance System (GSIS), the retirement 
and welfare fund for public-sector 
workers, was running a deficit of nearly P4 
billion (US$195.1 million) when the govern- 
ment of President Corazon Aquino came to 
power in February 1986. 

That deficit was largely a result of a politi- 
cally motivated investment programme 
which benefited mainly showcase projects 
and corporations favoured by the adminis- 
tration of former president Ferdinand Mar- 
cos. Most of the investments were unsound 
and many of the projects and companies 
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crumbled under the impact of economic re- 
cession in the mid-1980s. 

Over the past three years, however, the 
new GSIS management team installed by the 
Aquino government has turned the deficit 
into a modest surplus of some P26 million. 
The turnaround was achieved by halting 
wild investments and improving collection 

rates on premiums. But it was also helped by 
the country's general economic recovery 
which boosted earnings from existing invest- 
ments. Over the same period, assets have 
risen by 43% to P23.9 billion. 

ButGsisis not out of the woods yet. A sub- 
stantial portion of its funds is still locked into 
a number of white elephant projects. The 
state-run insurance system wants to offload 
some of them — but only if it can make a pro- 
fitin the process. 

Meanwhile, it continues to strive to main- 
tain a delicate balance between meeting its 
social-security obligations and seeking pro- 
fits in a business environment which is in- 
creasingly hostile to government intrusion. 
For instance, late last year, after a string 
of powerful typhoons damaged many of 


Manila Hotel: jewel in GSIS' property crown. 


its members’ homes and farms, GSIS decided 
to terminate close to P1 billion of placements 
in Treasury bills so that it could offer "calam- 
ity loans" to members. The move effectively 
reduced its earnings from 17-19% on the 
Treasury bills to just 8% on the loans. 

GSIS was set up in 1937 to provide life-as- 
surance cover for government workers. Its 
functions have since expanded to include the 
granting of disability, medical-care and fun- 
eral benefits to its almost 1.4 million mem- 
bers. It also extends loans — against salaries 
or for educational or housing purposes — to 
members and pays gratuities and pensions 
to government staff when they retire. It 
now consists of five trust funds which cover 
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social insurance, medical care, employee 
compensation, life assurance and a general 
insurance scheme for government corpora- 
tions. 

In the late 1970s,GsIs went on an invest- 
ment binge, pouring funds into mainly tour- 
ism-related operations, including hotels, re- 
sorts and Philippine Airlines (PAL). Officials 
at the time declared that the move was in- 
tended "to maximise earnings on surplus 
funds." But it was thought that Marcos, his 
relatives and his top officials had a hand in 
some of the deals. 

When the Aquino government took 
power in 1986, about 40% of GSIS' assets were 
non-productive. These included P1.7 billion 
in PAL, P2.3 billion in a huge building being 
constructed at the Manila Bay reclamation 
area, and close to P1 billion in the Philippine 
Plaza Hotel. 

"We were not getting a centavo from 
these assets," says GSIS president Feliciano 
Belmonte Jr, “yet we need the dividends to 
pay the benefits due to our members. As- 
suming there are capital gains, it means these 
earnings cannot be touched until the assets 
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are privatised.” 

A programme to sell some of these assets 
to the private sector as part of the Aquino 
government's commitment to reduce state 
intervention in business is one of the 
priorities of the new GSIS administration. 
But progress so far has been excruciatingly 
slow. 

GSIS has sold two major assets — Com- 
mercial Bank of Manila to a group led by 
Bank of Boston for P510 million, and Hyatt 
Regency Hotel to a Filipino Chinese group 
activein the sugarindustry for P325 million. 

In the next three to five months, GSIS 
plans to complete the divestment of its stake 
in the Westin Plaza Hotel. The hotel, which 
earns the insurance fund just P16 million a 
year from a total investment of some P1 bil- 
lion, is expected to be sold for a minimum of 
P1.4 billion. 

The fund also has several problem assets. 
For instance, a loan for about P500 million 
which was extended to the Construction and 
Development Corp. of the Philippines ( 
renamed Philippine National Constru 
Corp. by the Aquino government) was con- 
verted into common equity on Marcos' or- 
ders. The Gsis administration has contested 
the conversion. It is now planning to bring 
the case to court in a bid to retrieve the origi- 
nal amount. 

Another big asset, a nearly completed 
building on the Manila Bay reclamation area, 
has been offered for sale or rent. So far there 
have been no takers. The GSIS staff may now 
have to occupy the building to prevent fur- 
ther structural deterioration which could 
lower its value. 


Manila Hotel. Belmonte says that the 

sale of these assets is meeting resist- 
ance from his staff. “It is rather difficult [for 
us] to sell off justlike that such things that our 
country or our people already identify with," 
he adds. 

Apart from its aim of selling only at a 
fit, GSIS also prefers to transfer its asse... „u 
Filipinos rather than to foreign investors. “I 
am happy that some of the stuff that we've 
sold, like the Hyatt, were bought by 
Filipinos," says Belmonte. 

The GSIS has already overshot by a full 
year the six-month deadline for the sale of 
key assets which Aquino set in October 1987. 
But Belmonte appears in no hurry. Some of 
his critics say that he really does not want to 
sell the Manila Hotel because he has started 
savouring the benefits of "owning" it — an 
accusation that was levelled at Roman Cruz, 
his predecessor under the Marcos adminis- 
tration. 

However, Belmonte disclosed to the 
REVIEW a plan for the hotel's partial privatisa- 
tion. About 40% would be sold to any in- 
terested group (including foreign investors), 
5% to employees of the hotel, 25% through 
the stockmarket, and the balance kept by the 
GSIS or divided equally (15% each) with the 


B ut GSIS' prized assets are PAL and the 


Social Security System (SSS), the GSIS' counter- 
part for private-sector employees. 

He did not specify any timetable for that 
plan. But it will almost certainly take second 
place to the PAL privatisation. PAL is 70% 
owned by GSIS and the remainder by another 
government entity, National Development 
Co. (NDC). 

PAL's privatisation is likely to follow the 
guidelines put forward in an Asian Develop- 

ment Bank (ADB) study. It will be sold either 
as a single entity or in two units — domestic 
operations and international operations. Bel- 
monte brushes aside suggestions that the air- 
line's cargo-handling and food-catering busi- 
nesses be sold separately. 

One obstacle in the way of selling the air- 
line was a challenge from its previous owner 
Rubicon Inc. which claimed that the sale to 
GSIS during the Marcos era was made "under 
duress." This dispute may now have been 
resolved with the approval recently of an 
additional Gsis payment to the former 
( rs. 

eliminary findings of the ADB study, 


Philippines’ Government 





meanwhile, note PAL’s “strong middle 
management,” which offsets its poor profit 
prospects. The airline made a profit of P300 
million in the year to March 1988 after huge 
| s in the early 1980s. While it is expected 
.. ..ake P700 million this year, it remains 
saddled with 20 routes that are uneconomic. 
Airline fares also remain under the control of 
the government. 

At the moment, GSIS would rather con- 
centrate on consolidating its existing invest- 
ments and selling off certain assets to raise 
funds to meet its social obligations. What- 
ever investible funds it can raise will be 
placed in government securities and blue- 
chip stocks. 

The Gsis has no long-term investment 
plan to speak of, according to Belmonte. 
Funds for that purpose are still tied up with 
such assets as PAL, the Manila Hotel and 
Philippine Plaza. But it will increase its 
exposure to blue chips over the next few 
months by including Philippine Long Dis- 
tance Telephone in its investments. It al- 
ready has substantial holdings in San 
Miguel Corp. (where Belmonte sits on the 
board as GSIS representative), Philex Mining 
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Corp., and Lepanto Consolidated Mining. 

GSIS will continue to lag behind sss, whi 
has recently gone into industrial lending. 
Both funds had almost the same level of re- 
sources in 1983. But sss opted for a more cau- 
tious approach in its lending and invest- 
ment. When the Aquino government came 
to power, SsS had a cash balance of some P40 
billion, compared with Gsis' P600 million. 

“We have to improve our financial posi- 
tion first before thinking of doing maybe 
what the sss is now doing," says Belmonte. 
"We are not out of our problems yet [given 
that] our portfolio is still burdened with 
white elephants." 

Some 80% of GsIS' generally low-paid 
members borrow money from the fund. Asa 
result, it has one of the highest levels of bor- 
rowing against premium payments for such 
funds, according to Belmonte. In the first 
nine months of 1988, total claims and be- 
nefits paid and new loans granted by GSIS 
amounted to P4.67 billion. The level of pay- 
out was made possible by the fund's high 
liquidity, achieved through a new arrange- 
ment between the fund and the government 
which centralised premium collection. 

Its general insurance business has also 
achieved significant growth over the past 
three years, though this unit, the smallest 
among the five trust funds, has faced fierce 
criticism from the private sector. The Associ- 
ation of Insurance Brokers of the Philippines 
(AIBP), for instance, constantly decry GSIS en- 
croachment into the private sector. 

AIBP president Salvador Lacson says that 
GSIS has been giving “unfair competition.” 
The private sector has been particularly wor- 
ried about the increasing volume of business 
handled by GSIS. 

Until 1986, Gsis’ reinsurance business was 
cornered by Integral Factors Corp., then con- 
trolled by another Marcos associate. Since 
then, the fund has been giving out reinsur- 
ance business through public biddings. Bel- 
monte says that this has reduced insurance 
costs and improved service to government 
corporations. For instance, the insurance 
cover for PAL this year fell by 55% to some 
US$4 million. 

But the AIBP says that even underthe rigid 
rules of the Marcos administration GsIs did 
not capture the volume of business from 
government corporations that it now does. 
Some of the big corporations controlled by 
the NDCare shifting to Gsis for theirinsurance 
needs. In recent weeks, firms held by the 
Asset Privatisation Trust, which is holding 
these assets in preparation for their sale to 
private investors, have also opted for GSIS 
services. 

Belmonte says that the GSIS, whose man- 
date is covered by a property insurance law 
enacted in 1951 and supported subsequently 
by a series of laws and decrees, has never 
compelled any government body to bring its 
insurance business to the state-run fund. 
Whatever gains have been made are due to 
the improved service offered, headds. um 





“Look after this 
planet, it’s the only 
one we have? 


A personal message 
from HRH The Duke of Edinburgh, 
WWE International President. 


Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they're only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever- 
growing human population. 

This hammering is cumulative. 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. 


Our life-support system 


All life on earth is inter- 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life- 
support system, and if we damage 
any part of it we are putting our 
own survival at risk. 

The purpose of WWF - the 
World Wide Fund for Nature - and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health of our 
planet, it is the only one we have. 


Write for further information to 
WWF International, CH-1196 
Gland, Switzerland. 





World Wide Fund For Nature 
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betting on the Yearof the Snake 


hroff's purple heart for prose writing. 


by Tokyo analysts is awarded to 
Peter Tasker of Kleinwort Benson 
Securities. He described 1988 as "a 
year in which, yet again, the Tokyo Stock Ex- 
change (TSE) asserted its pre-eminence over 
other major markets. In fact, it will probably 
go down as the year in which Japanese finan- 
cial dominance finally stood naked and un- 
ashamed.” Even the best Tokyo share pun- 


|. | dits can get a bit carried away at times, ropes 


cially since the Nikkei average finished the 
year at an all-time high. 

Inebriated by the spirit of the occasion, it 
is 5hroff's turn to strip away pretension to re- 
veal his true colours. He is prepared to wager 
that the Nikkei will have exceeded 38,000 by 
the last trading day of 1989. A glass of fresh 
snake blood from Taipei’s notorious Snake 
Alley seems to be the most appropriate prize. 
If Shroff wins the bet, he will buy the snake, 
alive and unflaved, instead of its juice, and 
arrange for the reptile’s release somewhere 
in the jungles of Taiwan. 

Cold reflection shows that this prediction 
is not as bold as it might seem. An 8,000- 
point rise is slightly less than the jump the 
market made in 1988 (from 21,217 to 30,159) 
and represents an increase of a “mere” 26%, 
compared with gains of 4295 in 1988 and 
44% in 1986. In order to explain the reason for 
the relative caution, a quick reminder is 
needed of how the Nikkei got here. 

Tokyo has outperformed other major 
stockmarkets for many years, but not spec- 


m tacularly so until 1985. That was the time of 


the Plaza accord, when finance ministers 


>| could no longer afford to ignore Japan's bur- 


geoning current-account surplus, which was 
pumping cash into the domestic economy 
and thus into share and property prices. 
The 12 months that began in October 1987 
marked the transition from a liquidity-driven 
stockmarket to one powered by earnings 


ent growth. Rises in interest rates, or the fear of 
them, made the shift painful and slow. The 


TSE rebounded well from Black Monday but 
did not break out from the slough of de- 
spond until interest-rate anxieties, peculiarly 
strong in Japan, were laid to rest in last Oc- 
tober's bond-market rally. 

In 1989, Tokyo should benefit from both a 
strong economy and ample cash. The eco- 
nomic fundamentals are now so good that it 
will take a slump by Wall Street or the US as a 
whole to divert the TSE’s bull run, now in its 
fifth consecutive year. At the same time, 
Japan's current-account surplus remains 
high, so the TsE will be awash with cash. 

The total cash haul from equity issues is 
expected to be well below 1988's record X 18 


trillion (US$144 billion), so there will be less 
supply of new scrip. Companies, house- 
holds and the government will all be wading 
through floods of cash. Deficit-financing gilts 
in fiscal 1989 are going to fall toa third of their 
level three years earlier. 

The TSE first section is currently trading at 
a p/e ratio of 55, thanks to double-digit profit 
growth in 1988. If the rate of increase in earn- 
ings continues at current levels for four more 
years, the p/e ratio will fall to 30 times profits 
in fiscal 1992, That might quieten some in- 
vestors who consider Tokyo outrageously 
priced. Of course, the assumption about in- 
come growth is a pretty hefty one, and that is 
one reason why the Nikkei in 1989 isunlikely 
to outdo its 1988 performance, 

Although the Japanese economy is in ex- 
cellent shape, almost all the indicators are 
likely to worsen a bit in 1989. Growth and 
profits expansion will be slower, inflation 
higher, protectionism nastier. Just as hap- 
pened during that awkward transformation 
of the stockmarket boom that took place in 
1987-88, the movement of interest rates will 
continue to dampen the bulls’ enthusiasm 


US dollar—based 
market performance 





should it ever look like getting out of hand. 


A lot will depend here on price changes at 
home and monetary policy abroad. A big 
“shunto” settlement in the Spring wage 
offensive could alarm the Bank of Japan. As 
for the US, the interest-rate differential with 
Japan is now so large that it looks as if it can 
only move the other way soon. 

Bob Uchida of First Boston reckons the 
market will make two upward lunges — the 
first to 33,000 or so by the end of the first quar- 
ter, followed by a pause or correction, and 
thena second surge towards the end of 1989. 


if a further rise on Tokyo seems assured, 
investors should have fun picking the 
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themes for 1989. The first is a technical one in 
that Japanese firms will be required from 
now on to submit their parent-company and 
consolidated results simultaneously rather 
than with a four-month delay in the latter, as 
before. This should give shares a lift around 
May when the majority of companies pub- 
lish their annual results. 

Apart from that, there look like at least 
three or four winning themes to whet the ap- 
petite. Deregulation is one that will gain new 
life in 1989. The oil sector will be among those 
most heavily affected as petrol production 
quotas are abolished and restrictions on 
new petrol stations are removed. Large 
shops will be boosted by a progressive - 
xation in the large-scale retail law. Food ' 
panies will benefit from the end of price 
stabilisation for fertilisers, feedstuffs, flour 
and sugar. 

Mikhail Gorbachov's charm offensive 
will be another stockmarket play. There may 
not be a big increase in Japan-Soviet com- 
merce, but trading houses' shares will be 
pushed. Do not sell defence stocks, though, 
if peace breaks out. "Burden sharing" with 
the US will keep the tank makers and aircraft 
builders busier than ever. Theme four — in- 
frastructure — is a warmed-up version of 
one that was popular in 1988. The building of 
the Trans-Tokyo Bay Highway begins this 
year, as does work on Seibu's deep under- 
ground railway. Restrictions on landholders' 
rights below ground will give a boost to the 
road programme — and tothe skilled tunnel- 
lers. Japan's boom is now so broadly based 
that just about every industry has a bullish 
story to tell. 


Finance Ministry officials have beei. .. 
ing a close look at index arbitrage, because it 


. seems to be too easy to manipulate the Nik- 


kei cash index in order to profit from the mis- 
match between the futures market and the 
cash. They will quickly discover that it does 
not take a Morgan Stanley to push the index 


around. The Nikkei 225 share-price average - 
is the sum of the ¥50 par-value equivalent | 


prices of the constituent issues. As a result, 
thinly traded stocks have an influence on the 
index far out of proportion with their capitali- 


sation. Department store Matsuzakaya, for | 


example, has the second-heaviest weight in 


E. 


Korakuen Stadium comes in fourth. 


the index and can move very erratically, - 


One broker said that, on some days, it | 
only requires a tradein 1,000 sharesin each of. | 
20 issues to move the Nikkei by 300 points. If. 
that is so, Shroff should have no trouble atall | 


winning his year-end wager. 
B Nigel Holloway 
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Malaysia’s Bank Negara 
discloses embezzlement 

® Malaysia's central bank, Bank Negara 
(BN), has confirmed rumours that 
iembezzlement has occurred in the bank. BN 
igovernor Tan Sri Datuk Jaffar Hussein said 
on 3 January that a former staff member in 
‘the accounting department had 
fraudulently transferred M$22.2 million 
(US$8.2 million) into an account of a local 
bank. He added that the police had begun 
investigations but made no mention of any 
arrests yet. Local press reports suggest that 
the missing money was lodged with BN by 
the savings bank, Bank Simpanan Nasional 
(BSN), in an advance subscription for 
government securities last July. The money 
was transferred by the BN employee into an 
é nt held at Bank Bumiputra by a lawyer, 
x hen withdrew the money over three 
weeks. Both suspects are believed to have 


fled the country. BN said that BSN was issued 


with the securities in November, which 
indicates that BN has absorbed the loss. 


Floods slow Indian 

aid disbursement 

M India's disbursement of foreign aid is 
running behind schedule. During the first 
five months of fiscal 1988-89, only US$422 
million had been disbursed or a little more 
than 24% of the projected US$1 7 billion 
allocated for the vear. Aid disbursement has 
been slowed because of devastating floods 
which forced the administration to confine 
itself mainly to disaster relief operations. 


China posts major 

- foreign trade rises 

| | aina'sforeign trade last year totalled 

! O0billion, 21% upon 1987, according to 
State Statistical Bureau estimates. Exports 
are expected to reach US$45.2 billion, 18% 
more than 1987. In the first 11 months of 
1988, the merchandise-trade deficit 
amounted to US$5.36 billion, compared 
with the 1987 year-end deficit of US$1.66 
billion. For the first three quarters of 1988, 
imports and exports amounted to US$36.32 
billion (up 24.33%) and US$32.91 billion (up 
24.0575) respectively. 


Thai International 

reports record earnings 

P Thai Airways International, the state 
carrier, reported pre-tax profits of Baht 6.52 
billion (US$260.8 million) for the vear to 30 
September 1988. The profit includes income 
trom Thai Airways, the domestic carrier, 
which was merged with Thai International 
in April, as wellas the earnings from the sale 
of two DC10 aircraft. Excluding exchange 


rate losses written off during the year, total 
profits were Baht 7.3 billion on turnover of 
Baht 35.92 billion. Thai said traffic increased 
20% and yields rose 3.875. 


Toyota and Astra form 

new Indonesian car firm 

P» Toyota Motor Corp. has merged its four 
Indonesian production and marketing 
affiliates in order to help its Indonesian 
counterpart, PT Astra, moveinto production 
of more car parts for Indonesian-assembled 
Japanese cars. The two companies have also 
formed Toyota Astra Motor, capitalised at 
Rps 19.5 billion (US$11.34 million), which is 
51% owned by Astra International. 


Business indicators 


% Change over previous year | 
(3-month moving average 
of industrial output) 





Australian state agencies 
suffer huge losses 


> Another Australian state government 
has admitted financial mismanagement and 
huge losses of public money. The latest 
loss-makers are the Victoria Economic 
Development Corp. (VEDC), which was set 
up to fund business development, and the 
Victorian Investment Corp. (VIC), which 
provides venture capital for high-technology 
investment. An independent accountant's 
report shows VEDC is insolvent after losses of 
AS111 million (US$94.9 million) — similar to 
the amount the Western Australian 
government is expected to lose, mostly 
through its investment arm, from the 
collapse of Rothwells merchant bank. 
Another report showed VIC lost A$9.5 
million in the last financial year. While the 
Victorian probe found mismanagement by 
the VEDC board and failure to assess the 
impact of the October 1987 stockmarket 
crash, it discovered no evidence of 
dishonesty or fraud. 


New securities code 
for Thai bourse | E 
> The Thai cabinet has approved sweeping 
changes to the organisation and regulation 
of Thai securities. New laws will be written 
to give the minister of finance clear control 
over market development and regulation. 
Atthe moment power lies more in the hands 
of an inter-departmental committee and the 
Bank of Thailand. A proposal was approved 
to redratt all the rules governing the 
securities market and to set up a securities 
exchange commission to supervise the 
market. 





General Motors completes 
Philippine pullout deal 


> UScar giant General Motors is 
completing its pullout from the Philippines 
with the takeover by Isuzu Motors of lapan 
of all the debts of General Motors Pilipinas 
(GMP), a joint venture which folded two 
years ago. The arrangement makes the 
company a wholly owned Isuzu subsidiary. 
The failed joint venture has outstanding 
debts of US$11.5 million to US banks. 


Hyundai founder to 

visit North Korea 

> Hyundai founder and honorary 
chairman Chung Ju Yung is scheduled to 
visit North Korea later this month to discuss 
economic and political affairs. The first 
official visit by a South Korean businessman 
since the Korean War, it follows an easing of 
travel restrictions by the South last month. 
Chung was bom in 1915 in what is now 
North Korea. His visit comes against a 
backdrop of a small, but growing, intra- 
Korean trade. 


Tokvo land scandal brings 
down bank president 

> The president of Japan's Daiichi Sogo 
Bank, Chihiro Kobayashi, has resigned for 
making excessive loans to a real estate 
company which was investigated for rigging 
land prices in Tokyo. Four city banks with 
substantial stakes in the sogo bank — Taiyo 
Kobe, Fuji, Tokai and Sanwa — have been 
called in by the authorities to help Daiichi 
recover an estimated Y 100 billion 
(US$801.28 million) in bad loans. 


———————————ÓÓÓ P Á————Ó e PPP 


Correction 


In Where To Put Your Money (5 Jan.), the 
1988 Portfolio table lists Doyle, Paterson Brown 
as the selecting company for the New Zealand 
stockmarket. This should be National Pacific 
Securities. Doyle, Paterson Brown have made the 
1989 recommendations for New Zealand stocks. 
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a a a Á happy New Year in Tokyo aaa Capital gains tax 
stalks Taipera a a Singapore ends with a whimper a a a Elsewhere window 
dressing predominated in the period ending 3 January a a a 


Brokers and institutions ensured the | In the four-day period, the market 
Nikkei ended the year above 30,000. oe Cantal itt Word index atag pondered setting two records — first, the 


Utility stocks were strongly favoured. In quietest trading of the year, and second, 
one-and-a-half days’ holiday-shortened reaching its highest point since the crash. 
trading, utility stocks were favoured and In the event, both records remained 
Tokyo Electric Power closed up ¥230 unbroken. The Dow Jones Industrial 
(US$1.84) at ¥7,050 and Kansai Electric Average ended virtually unchanged, but 
Power gained ¥320 to ¥4,800. Volume “the Morgan Stanley Capital International 
was 1.2b shares, worth ¥1.6t. CPYtUWSIT- Index rose. 





Prices rose in very light trading — 483m 


Investors maintained their support when 
shares a day worth HkK$735.7m 


| the marketreopened in the new vear. Oils 
(US$94.32m) on average — as fund were strong as oilmen established 
managers sought good year-end results. — ==> 7^7 positions for the year's first drilling 
Subsequent profit taking by localinvestors | 7 — ^7 project. Among blue chips, Ayala rose 
meant shares ended mixed. HKBankrose | — 7 4 4 3.8% to P13.75(US$1.50), PLDT rose 1.8% to 
15HKcentsto HK$6.40, and HKLandrose 7» P228and San Miguel-B inched up by 0.7% 
25 HK cents to HK$9.20, but HK Telecom to P235. Average daily turnover was 2.99b 
fell 10 HK cents to HK$4.77. shares, worth P109. 7m. 
















The market ended a dismal year on a 


| Sellin g pressure ee prices lower. 
typically downbeat note, though not all 


Investors were skittish about the coming 
the gains of the previous week were ^ year, which will bring a new capital gains 
wiped out. SIA Foreign was still in | ani qoet tax. Average turnover was NT$35.74b 
demand, closing 60scents(31UScents)up FW (0s$1.27m) a day. China Chemical 

at $$14.70 but food counter Cereboslost —.| ~~~ ] WVX- dropped sharply, from NT$66.50 to 

10S cents to finish at $$5.55. Volume ee NT$59.3. Charoen Pokphand was 
another loser, shedding NT$5.80 to 
NT$36.20. 


eS ts < averaged a healthier 24.5m shares a day, 
MAM LIAS ON DS valuedat39.8 m. 


BB inthe four days of trading, prices fell back 
slightly after a modest pre-New Year 
rally. MISC proved once again that the 
M$7.00 (US$2.59) barrier is hard to break, bere 
slipping back 5 M cents to M$6.95. Heavily | — 
traded financial stock Rashid Hussain put | —— 


Year-end account-cleaning kept volume 
up averaging Baht 481.9m (Us$19.28m) a 
day. Daily turnover averaged 8.1m 
shares. Continued heavy trading in new 
issues of Songkhla Canning, up Baht 4.75 
to Baht 39.50, buoved the index. Bang 


on 8M cents to finish at M$1.72. Turnover foo eee Bank of Commerce gained Baht 1.5toE 

averaged 13.14 m shares a day, valuedat _ poe E S 12.75, while Thai Plastic led losers, down 

M$23.6m. Cuywiidunprt Baht27toBaht 104. 

Two strategic corporate moves, in which | The new vear began on an uneasy note as 

eda o of AFP group TLC and 17. id of a | Stk Cstsqe inf 658 ot Us iin " nei = 2]an. — 
erwin Pastoral changed hands, spic | mmm ERST NS 2 mu the only tra ing day o the period. 

up a subdued three-day holiday week. wo 07707777 —- Institutions were the main traders. Coal 


Total volume was 258.7m shares, worth | 
A$571m (Us$488m). Westpac Banking 
Corp. shed 32 a cents to A$5.28. 

Miner WMC was marked down to 

ASA. 94, 


price rises hit sentiment badly. Tata Steel 
alone made major gains, jumping Rs 25 
(US$1.67) to Rs 1,092.50. Reliance lost 
Rs6.50to Rs 147 and Orkay shed Rs2.50to 
Rs 27.50. 







The market drifted up in two-and-a- 

half days of very light trading. The 
Barclays Index ended the year 110 points 
below year-end 1987. Fletcher Challenge 
closed at NZ$4.46 (US$2.81), up NZ 

2 cents. Brierley was up NZ 3 cents 

at NZ$1.31. Total trade volume for 

the period was 7.06m shares, worth 
NZS$8.05m. 
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The Harvard Institute for International Development is 
pleased to announce its 1989 schedule of short-term 
training programs for mid-career professionals. 


Programs at Harvard University 
¢ Workshop on Public Enterprise Policy and Manage- 
ment in Developing Countries 
Cambridge, Mass: June 19-July 28 
e Workshop on Budgeting in the Public Sector 
Cambridge, Mass: June 26-August 5 
rogram on Investment Appraisal and Management 
2 Cambridge, Mass: June 26-August 18 


Harvard Programs Abroad 
+ Course on Banking and Monetary Policy in 


Developing Countries 
Singapore: May 5-June 10 


For program information and applications, contact Harvard 
institute for International Development, One Eliot Street, 
Cambridge, MA 02138, USA. Telex: RCA 275276; TWX 
7103200315; fax (617) 495-0527; tel (617) 495-2161. Please 
specify program of interest. 


Appointment | | 


The European Chamber of Commerce in Taipei 
(ECCT) seeks applications from qualified individuals 
for the Position of Secretary General. | 















porting direct to the Board of Directors, this is a challeng- 
ing position with responsibility for developing the services 
of the Chamber, which was formed in early 1988. 


Basic requirements for the position are: — 

— European national 

— 5 years of appropriate experience in the Far East 

— Proven administrative ability 

— 35 — 50 years old 

— Working knowedge of Mandarin Chinese 

A competitive remuneration and the usual expatriate benefits are offered. 
Applications with detailed C.V. should be sent to: 

Chairman, ECCT, 12th Floor, 

World Trade Builing, 50 Hsin Sheng South Rd., Sec. 1 Taipei, Taiwan 





Business 





PACIFIC CENTRE — HONG KONG fr 
The ist Business Centre on Kowloon side — can offer pon a bright, 
new attractive office in a prestigious location in Tsim Sha Tsui. We also 
supply Rent-a-Desk, Instant Companies, Address Services, Sec facilities, 
Accounting, Filing, Telex, Fax and, in fact, ail Business Services. 

9th & 10th/F, Bank of America Bldg., 1 Kowloon Park Drive, T.S.T.. 
Kowloon, Hong Kong. Tek: 3-7210880 
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Tatar SAAI WATE EUX/A1412 PCECT HX Pax: 3-7239005/3-73905907 
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It Yourself 


The Recognized Authority 

Now in its 24th year the CHINA TRADE REPORT 
which is published monthly by the Review Publishing 
Company Limited has long been recognized by lead- 
ing business executives throughout the world as the 
most authoritative newsletter of its kind. 


CHINA TRADE REPORT Provides A Broad Ran 
Of Information 

Covering subjects which range from foreign invest- 
ment to fashion, electronics, telecommunication, 
engineering, contract negotiations and to literally 
dozens of others the CHINA TRADE REPORT is 
essential reading for anyone doing, or wishing to do, 
business with China. 


You Could Gather It Yourself 

You probably could get the same information on your 
own but in order to locate what is contained in each 
and every 16 foolscap page issue of CHINA TRADE 
REPORT you'd have to read hundreds of publications, 
not to mention have your own network of people re- 
porting from all the important zones in China. 

Why not subscribe now and discover for yourself how 
the CHINA TRADE REPORT can help eliminate the 
mystery and much of the risk in doing business with 
China. 


Small investment. .. Handsome Dividends 
Start benefiting immediately from the information- 
packed CHINA TRADE REPORT by subscribing 
now. A small investment today may pay handsome 
dividends later in saved time, energy and money. 


e 
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Post this coupon today! 
Circulation Manager, 
Review Publishing Company Limited, 
G. P. O. Box 160, Hong Kong. 
Please enter my one year subscription (12 issues) for 
the CHINA TRADE REPORT. | enclose a cheque/ 
money order of __ made out to the Far Eastern 
Economic Review. Or, please charge my credit card 
(tick one): 
American Express L Diners Club LJ 
MasterCard LJ Visa C 


(Please print in block letters) 








Card No: 
Exp. Date: 
Signature: 
Name: 
Address: 

















Annual subscription rates: HK$2,730/US$350 
Sent airmail anywhere in the world. RO112CTRAM 
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| Fanfare for a common man 

|. When Sri Lankan President Ranasinghe 
| Premadasa took the oaths of office at the 
| Sacred Temple of the Tooth in Kandy on 2 
January, it crowned an achievement re- 
| sembling the log cabin to White House 
| legend so beloved of American politics. 
Even a newspaper owned by the brother 
| of his main opponent was ungrudging. It de- 
.| scribed the office-taking ceremony as sym- 
.| bolising “one small man’s tryst with destiny 
| — hisownand his country's." 

| The leadership of Sri Lanka, hitherto the 
.| preserve ofa privileged elite, has fallen to the 
|| common man. Premadasa, born 64 years ago 
`| at Keselwatte (literally "banana patch") in 
Colombo's bazaar area, is the son of a small 
businessman. 

Although prime minister since in 1978, 
Premadasa's role seemed subservient as his 
presidential predeces- 
sor Junius Jayewar- 
dene wore the two 
hats of head of state 





* | than a pe 
But — Premadasa 
used the title to prom- 
: ote himself on the pub- 
lic stage, making friends and winning influ- 
| ence among different constituencies, from 
2m | the Buddhist clergy to journalists. His style is 
- | likely tobe a punishing one for ministers and 





os | officials who prefer the more relaxed. ap- 
























-. |. officials can expect to be roused by 5 a.m. 
| phone calls on the issues. dominating the 
1 | morning's newspapers. 

"T m 
|! Honours are not shared | | 
-  Hongkong's date with Chinese sove- 
| reignty may be eight-and-a-half years away, 
| buttheappeal of imperial honours shows no 
(sign of waning. In the New Year's honours 
| list of Britain's Queen Elizabeth, Senior 
| Executive Councillor Lydia Dunn became 
| Hongkong’s first indigenous dame. The ac- 
| colade has come at the relatively young age 
|. of 48. (The award is the female equivalent of 
| knighthood.) 
| Born in Hongkong to an established local 
! family, Dame Lydia was educated at Ber- 
| keley. Joining the Swire Group, she rose 
| rapidly to executive position though the rag 
| trade side of the business. Her potential was 
spotted by then financial secretary Philip 
Haddon-Cave, and she was appointed to the 
1. Legislative Council in 1976. 
| Her honour is a reminder of what might 
| have been for her recently acquired hus- 
| band, former Hongkong attorney-general 


| 
|| proach. He rises at 4 a.m. every day and key 
: : | 


! and head of govern- — 
9. ment. "Hes no more | 


Trouble at the double 


PUBLIC 





Michael Thomas. It is no secret that Thomas 
coveted the post of either chief secretary or 
chief justice, which carry an almost automa- 
tic knighthood. But he missed out on both 
and moved back to private legal practice. 
Under the arcane protocol of the honours 
system, if Thomas had become Sir Michael, 
Lydia would have become Lady Dunn. But 
the husband of a dameremains plain mister. 





If Dunn and Thomas are the epitome of 
the Sino-British establishment in Hongkong, 
their opposites are a husband and wife politi- 
cal team in Taiwan. 

Chou Ching-yu, the fiery female leader of 
the opposition Democratic Progressive Party 
(DPP) caucus in the national assembly, found 


herself locked up for a couple of hours with 


nine other DPP members for staging a rowdy 
protest before a speech by President Lee 
Teng-hui. 

At 45, Chou is already a veteran op- 
positionist by Taiwan standards, having first 
been elected to the assembly by Taipei city 
electors in 1980 when public opponents of 
the ruling Kuomintang were rare birds. She 
was active in the formation of the DPP and 
became its first leader in the assembly in 
1986. 

However, Chou, who is associated with 
the radical New Tide faction, is rather too ex- 
treme for some of fellow DPP members. And 
her equally activist husband Yao Chia-wen 
was defeated in October by the more moder- 
ate Huang Hsin-chieh for the party chair- 
manship. Yao spent several years in prison 
for his political activities. 


Nabisco's smart cookie 

The way the R. J. R. Nabisco cookie has 
crumbled in the US, India-born J. M. Rajan 
Pillai, 41, has suddenly emerged as one of 
Asia’s biggest processed food magnates. He 
has picked up the Asian pieces of the 


Nabisco empire from a New York invest- 
ment firm. 

Pillai’s corporate stable now enfolds Brit 
tania Industries of India, Hong Foods o 
Malaysia and the Nabisco Brands sub 
sidiaries in Hongkong and Singapore. The 
four companies notched up a combinec 
turnover of nearly US$300 million last yea: 
on assets of US$60 million. 

Born to a cashew planting dynasty ir 
Kerala, the 41-year-old Pillai struck out fo 
new shores in 1974 to establish a snack fooc 
company in Singapore. Two years later, he 
went into partnership with Standard Brand: 
of the US, which was acquired by Nabisco i 
1981. When his new parent company ac 
quired Associated Biscuits of Britain, Pilla 
joined the board of Brittania, its Indian sub 
sidiary. 

Rebasing in London, PillaisetupNc — : 
Commodities, the conglomerate's bull. ...... 
ing arm (in which he shares an equity stake) 
At the same time, he was named area presi 
dent (Asia, Africa, Pacific) of internationz 
Nabisco brands. 


- Son steps into limelight 


. Tt is generation handover time — almo: 
— at one of Hongkong's richest families, th 
Chengs of the New World hotel and prot 
erty group. At a relatively young 63, pa 
riarch Cheng Yu-Tung (below) on 1 Januat 
passed at least some of the reins to his elde: 
son Henry Cheng Kar-shun, who is takin 
over as managing director of the family fla; 
ship New World Development. 

It is a fairly typical Hongkong succes 
story. The elder Cheng is anative of Shunta 
in Guangdong and 
came to Hongkong in 
the 1950s from Macau, 
where he started in the 
goldsmith business. 

The family jewel- 
lery business, Chow 
Tai Fook, is now as big 
as any in Hongkong, 
but the really big 
money came from pro- 





perty. 

Elder son Henry followed the technoa 
tic course for the second generation of bu 
nessmen, getting a masters in business a 
ministration from the University of Weste 
Ontario before joining the family firm 
1972. 

The elder Cheng is not going to be id 
He stays on as chairman of New World C 
velopment. And he is said to be taking a pt 
sonal interest in New World's recently : 
quired sideline — a 33% stake in ailing A: 
Television. There have been suggestio 
that New World will bid for the cable tele 
sion franchise. 


IT IS A MOMENT YOU PLANNED FOR. REACHED FOR. 
STRUGGLED FOR. A LONG-AWAITED MOMENT OF SUCCESS. 
OMEGA. FOR THIS AND ALL YOUR SIGNIFICANT MOMENTS. 





OMEGA ALWAYS MARKS SIGNIFICANT MOMENTS. 
AT THE OLYMPICS. IN THE SPACE PROGRAM 

IN SIGNIFICANT LIVES LIKE YOURS 

THE OMEGA CONSTELLATION. FOR YOU BOTH 
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OMEGA. TIMING ITS 20TH OLYMPICS IN SEOUL 
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There’s no cognac more rare and precious 
than Camus Extra. In recognition of its exceptional 
quality, smooth and mellow taste, and fine bouquet, 
Camus Extra was voted the best cognac in the world at 
the 1987 International Wine and Spirit Competition. 
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THAI'S ROYAL ORCHID SERVICE NOW EXTENDS 
TO TWELVE EUROPEAN DESTINATIONS. 


Flying to Europe? Thai now gives you 25 flights a week from Bangkok to choose from, 19 of which are non- 
stop. Plus a lot more besides. Like being waited on by charming cabin crew. Like selecting from superb menus 


(French champagne and wines, of course). Not to mention a fresh orchid for everyone x » 
5 Thai 


on board. Thai. Centuries-old traditions. Innovative thinking. State-of-the-art technology: 
We reach for the sky. 
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LETTERS 


Dangerous apathy 
Thank you for the concern expressed in the 


The politics of plunder [24 Nov. '88]. But I 


am afraid that most Filipinos are terribly ac- 
quiescent. Palawan is dying and yet the 
event is more of a foreign issue than a local 
concern. People in the Philippines no longer 
seem to care. Cultural deterioration, it 
seems, has reached a level where the 
Filipinos have learned to passively accept 
that which does not directly conern them. A 
“let-others-decide” attitude has emerged. 
Unfortunately Filipinos are indifferent to- 
wards the destruction of Palawan's forests 
and wildlife. 

Palawan hardly makes headlines in the 
Philippines. The government is more con- 
cerned with the money that can be generated 
from logging and the sale of wild animals 
than the preservation of rare natural beauty. 
The proposed "debt-to-equity" swap, for 
example, should already have indicated to 
the government the seriousness of the situa- 
tion in Palawan, not only to the Philippines, 
but to the world. 

Considering the Philippine Govern- 
ment's apathetic stand, we can only hope for 
Palawan. 


Manila PATRICK CABALLES GO 


More legal questions. 

The government's stand that “Jeyaretnam 
gets his practice — but remains guilty” 
[REVIEW, 15 Dec. ’88] is a mockery of justice. It 
is tantamount to the government saying, 
"we will uphold injustice on those who op- 
poseusandif you manage to prove us wrong 
using the Privy Council then you have to beg 
us for pardon." Is this what the government 
means by "make courtesy our way of life" or 
is this the quintessence of Confucian ethics 
or the epitome of the new "national ideo- 
logy" forSingapore? 

After reading through the judgment of 
the Privy Council one cannot fail to be con- 
vinced that, though it does not have jurisdic- 
tion over the lower courts of Singapore and 
cannot overturn their decision, it has re- 
corded in no uncertain terms, "their deep 
disquiet that by a series of misjudgments the 
appellant and his co-accused Wong have suf- 
fered grevious injustice. They have been 
fined, imprisoned and disgraced for offences 
of which they were not guilty." Such a ver- 
dict cannot be considered as mere comment, 
as the attorney-general would have us be- 
lieve. Nor can it be considered as just obiter 
dicta by virtue of it not having the legal bind- 
ing force to reverse the misjudgments of the 
subordinate courts. It is the raison d'étre for 
allowing the appeal. Hence, such rank injus- 
tice, if allowed to reign, can result in Singapo- 
reans loosing faith in justice. The govern- 
ment ought to compensate Jeyaretnam and 
find ways to restore his parliamentary seat. 


However, the Singaporeans’ sense ot jus- 
tice has been blunted, though all this is no- 
thing compared with the treatment meted 
out to those detained indefinitely without 
trial by the Internal Security Department. 
Singapore MANUEL J. PAKIANATHAN 


Why is your magazine unable to grasp the 
nettle when it comes to the politics of Singa- 
pore’s judiciary? J. B. Jeyaretnam was 
hounded out of parliament by charges which 
everyone knew then had nosubstance. Now _ 
that he has been exonerated by the Privy 
Council, is not the time ripe to examine all 
the twists that led to the present situa- 
tion? 

District Judge Michael Khoo acquitted 
him (and Workers Party chairman, Wong 
Hong Toy, the co-accused in the case) when 
it was first heard. Shortly afterwards Khoo 
was himself removed from the bench on the 
grounds that he made several mistakes in 
law in.deciding to acquit Jeyaretnam and 
Wong, and presumably not competent to 
decide cases, or so parliament was told. Now 
that both the High Court and the Court of 
Appeal have been shown to have been 
wrong in their legal reasoning, the central . 


question is surely if the Singapore Govern- .. Ue 


ment is going to apply the same exacting - 
yardstick on Justice Lai Kew Chai and Chief 
Justice Wee Chong Jin? And will it re-instate 
Khoo without loss of seniority? It is remarka- 
ble that neither your magazine nor the Singa- 
pore Government has seen it fit to address 
this issue directly. 
Sydney MARK YAN 


international issue 

The extravagant language used by your cor- 
respondent in his comment [SHROFF, 29 
Dec.] on the Hongkong Telecom issue con- 
ceals a remarkable ignorance or suppression 
of the facts. 

First, it was always made publicly clear 
that the bulk of the issue would be concen- 
trated on Hongkong investors, but that re- 
course to overseas investors was deemed 
necessary by the financial advisers to the 
issue because, in their considered and expert 
view, the Hongkong market would not on its 
own be able to digest such a large issue — the 
largest ever proposed for Hongkong. Your 
correspondent implies that preference was 
given to "apathetic" global investors rather 
than "Hongkong retail and core London/ 
Hongkong institutional investors . " The 
fact is that approximately 70% of the offering 
was aimed at the Hongkong/London mar- 
ket. So it was hardly ignored! Furthermore, - 
the level of international interest that was - 
sourced from the overseas marketing efforts . 
in itself contributed to demand in the local 
market. E 
Secondly, your correspondent seems to. 
be unaware that the issue required under- 
writing both in Hongkong and overseas, and 
that the strategy required to make the issue a 
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When the celebrated novelist and playwright, P.G. Wodehouse, wrote about 
Jeeves, the ultimate ‘Gentleman's gentleman’, his character became the epitome of the 
perfect English butler. 

At Sheraton Towers, we've borrowed his concept to turn service that is already 


considered excellent, into service that is second to none. 


; He's been like this ever since 
he stayed at Sheraton Towers.” 
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Our personal butlers understand that a Towers’ executive guest has three 
priorities: time, comfort and privacy. 

To this end, his attitude goes beyond the merely obedient. He's there to 
anticipate your every desire, from little things like offering to confirm onward flight 
reservations, to suggesting a fine restaurant and reserving the best table in the house. 


In effect, he's your own personal ‘Jeeves. 
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Distinction 


Rarely awarded, always treasured. 
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desi to ae rris Covina and 
Cable & Wireless. To imply that the strategy 
was masterminded solely by me, while per- 
sonally flattering, is however wholly inaccu- 
rate. There were two parties concerned — 
the Hongkong Government and Cable & 
Wireless. There were two financial advisers 
— Barings for the Hongkong Government 
and Prudential Asia for Cable & Wireless. 
There were three underwriters for the Hong- 
kong tranche and a total of nine lead under- 
writers for the US and international offers. 
This was the largest issue ever undertaken in 
Hongkong — it was successfully over- 
subscribed and Hongkong Telecom was the 
first Hongkong listed company to be suc- 
cessfully listed on the New York Stock Ex- 
change. 

Further, as a necessary adjunct of the list- 
ing of Hongkong x Telecom on the New York 
Stock Exchange, it was considered necessary 
to make available to US investors a tranche of 
t  longkong Telecom shares. 

sur correspondent also overlooks 
the immense benefit conferred on Hong- 
kong by the successful offerings in the US, 
Japan and Europe, with its vote’ of confi- 
dence in Hongkong. 

Why this strategy considered by the fi- 
nancial advisers, underwritten by many in- 
ternationally reputable banks and endorsed 
by the Hongkong Government and Cable & 
Wireless should be interpreted as “neo-im- 


perialism" is baffling. SIR ERIC SHARP 

Charman and Chief Executive, 
London Cable & Wireless plc 
Crony syndrome 


The COVER STORY on Lucio Tan [15 Dec. '88] 
was interesting, despite its profuse use of in- 
trigues to spice up the articles. Forinstance, a 
young Filipino-C hinese like me who ad- 
mires the integrity of President Corazon 

f Aquino is disgusted with your quoting an 
(.. ymous Makati businessman that Tan is 
i... "a Cory crony.” There's a world of a dif- 
ference between Marcos and Aquino, so it is 
unfair to impugn our country's leader by 
making odious comparisons. 

Manila is the rumour capital of the world, 
and I find it disappointing that your prestigi- 
ous magazine relies on rumours. Under 
Marcos, several people built their entire for- 
tunes based almost wholly on political pa- 
tronage and many of these have collapsed. 
But Aquino has never aided any particu- 
lar businessman to build up a business 
empire nor has she encouraged "crony 
capitalism." 

I think many of us Filipinos still suffer 
from the Marcos syndrome, being quick to 
find ghosts of crony capitalism. When will 
we end this vicious witch hunt for cronies 
and be fair to Aquino and legitimate busi- 
nessmen? 

Also, we Fili 
"two China" po 


'ino-Chinese do not have a 
cy at all. Many of us young 


ones see both Peking and Taipei as symbio- 
tic parts of one indivisible China. In the re- 
cent past, it may have seemed that many 
were "pro-Taipei since obviously there 
were morebusinessopportunitiesin Taiwan. 
Filipino-Chinese businessmen believe we 
should help the Philippines tap the oppor- 
tunities of dealing with Peking and Taipei. 

Manila ‘A FILIPINO-CHINESE BUSINESSMAN’ 
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Genting’s performance 

You alleged in Sometimes a winner [5 Jan.] 
that "Genting officials say the laggard per- 
formance of their shares justifies moves to di- 


versify out of Malaysia anyway, especially | 


since the company almost wholly relies on 
earnings from a casino licence that could be 
taken away at any time." No Genting offi- 
cials have stated that there has been a "lag- 
gard performance" of their shares. Perhaps 
you would care to identify the "Genting offi- 
cials" who have made the alleged statement. 
There is also no concerted move to diversify 
out of Malaysia. Genting has indeed been di- 
versifying since 1980 and its diversification is 
principally within Malaysia into plantations 
and the property sectors. 

The statement “resort maintenance tak- 
ing a back seat” is defamatory of the manner 
in which we conduct our business. Genting 
prides itself on a regular maintenance pro- 
gramme and there is an expense budget for 
upgrading facilities at Genting Highlands 
periodically with the view to improving and 
enhancing the facilities at the resort. Genting 


has provided a US$5.9 million budget for | 


1989 on its resort maintenance. 


You alleged Genting's "gaming parlouris | 
said to have one of the lowest pay-out ratios | 
in the world." This statement is utterly un- | 
true in that the gaming rules and regulations | 


under which the Genting operates are com- | 


parable to other major international casinos. 


In another statement you said, “Genting | 


says their last-minute withdrawal from the 


Breakwater Island Resort and Jupiter Gold 
Coast Casino projects was because a law be- 
fore Queensland's legislature would enable 
the state to seize the casino if the ownership 
was considered 'unsuitable.' 
ment of then premier Sir Joh Bjelke-Petersen 
had planned to give the hapless 'unsuitable' 
owner no legal recourse." We totally reject 
this allegation. 

You have also, in relation to the 
Burswood Island Resort and Casino in Perth, 
stated that “Genting have sold their equity to 
a Japanese consortium in 1988 for AS110 mil- 
lion [US$95 million]." The true position is 
that only the hotel section of the Burswood 
Island Resort was sold for A$110 million by 


Burswood Property Trust. LIM CHEE WAH 
Deputy Managing Director 
Kuala Lumpur Genting Berhad 


> The REVIEW acknowledges error on the last 
point, relating to Burswood. Otherwise, it stands 
by its story. 


The govem- | 
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Make the Asia Yearbook part of your Review 
subscription. Simply tick the relevant space in 
the coupon below and automatically receive the 
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Emperor Hirohito's 
Showa Era — 
enlightened peace 
— has made way for 
his successor 
Akihito's Heisei Era 
— fulfilment of 
peace. While the 
Japanese atrocities 
of World War II 
mated Hirolüto s 
reign, the world can look forward to a 
different Japan under his son. Ian Buruma 
assesses the role of the emperor in Japanese 
society and Hirohito’s legacy. 
Correspondent Nigel Holloway describes 
the domestic and international reaction to 
his death. The new Heisei era is supposed 
to symbolise Japan's contribution to world 
peace through massive economic aid to 
poorer countries. But as Tokyo bureau chief 
Charles Smith points out, Japanese 
rightwingers could try to involve the 
emperor more actively in public life, which 
could createabacklash from leftwingers and 
those opposed to a high-profile monarchy. 
Page 10 Cover design by Michael Lui. 





Regional Affairs 


Afghanistan : Negotiations 
Mujahideen groups keep up the pressure 
on the Soviets 15 


SE CHEN Ctm 
INTELLIGENCE 


Career Hitch 


Brig.-Gen. Braulio Balbas had been tipped 
to take over shortly as commander of the 
crack Philippine Marines — until he led the 
botched storming of a military headquarters 
in the southern Philippines on 5-7 January. 
In his capacity as local internal defence 
chief, Balbas ordered the attack by 
hundreds of troops backed by helicopter 
gunships on the Zamboanga regional 
Philippine Constabulary (PC) to flush out a 
group of renegade Muslim soldiers holding 
a PC general hostage. But the PC general 
and his aide were among the 18 killed, and 
the headquarters were totally destroyed. 
As concurrent deputy commander of the 
marines, Balbas was due to succeed 
Brig.-Gen. Rodolfo Biazon, who has 
remained as commander of the three 
marine brigades despite his appointment to 


$ 
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Mujahideen leaders call off talks. 


Indonesia : Suharto 

With an eye on history, the president 
defends his years in power in an 
autobiography 16 


India : State Elections 

Results of three state polls could determine 
whether Prime Minister Gandhi calls a 
snap generalelection 17 


Vietnam: Succession 

The battle to succeed ailing party leader 
Linhbegins 18 

Vietnam : Land Disputes 


Farmers demonstrate for justice over forced 
collectivisation of theirlands 19 


Mongolia : Politics 
President Batmonh publicly blames his 
predecessor for economic decline 21 


the key security post of National Capital 
Region Defence Command chief. 


Dubious Claims 


Thai police intelligence has discounted a 
claim by two Middle Eastern terrorist 
groups — Soldiers forthe Right and Islamic 
Jihad — that they were responsible for the 
recent killing of Saudi Arabian diplomat 
Saleh Al-Maliki in Bangkok. Suspecting the 
murder might be related to some conflict of 
interest over tighter visa and other 
regulations recently imposed on Thai 
workers, the investigators were zeroing in 
on four Thai employees at the Saudi 
mission. 


Cultivating Exiles 


In what appears to be a major public 
relations coup for the Heng Samrin regime, 
In Tam, a former general of the Lon Nol 
regime and former commander of the 
Sihanoukist resistance army arrived in 
Phnom Penh earlier this month. After 





Arts and Society 


5 Foreign Relations: Sino-US Rift 


Tit-for-tat diplomatic restrictions and 
spying accusations startawarofwords 22 


North Korea: Human Rights 
Human-rights groups report on abuses 
under the Kim Il Sung regime 27 


Thailand: Bureaucracy 

Recently elected politicians seek to wrest 
power from a bureaucracy accustomed to 
calling the shots 30 


Hongkong: Chinese Immigrants 
While residents grow intolerant of 
Vietnamese refugees, they remain silent 
over 27,500 mainland Chinese settling in 
the territory annually 33 


Malaysia: Gerakan ; 
One of the National Front's Chinese-based 
partners suffers a spate of resignations, 
mostly due to infighting 34 





Environment : Endangered Species 
Southeast Asia's rainforests are 
disappearing, and among the first 
casualties of this deforestation are wildlife 
and plantspecies 38 


China: Zhao Ziyang . 
Hagiography of the pragmatist who guides 
China's destiny 44 


attending the 10th anniversary celebration 
of the fall of the Pol Potregimeon 7 January, 
Tam is to spend six weeks in Cambodia 
before returning to France. The visit w: 
arranged following a secret meeting 
between Tam and Phnom Penh's Premier 
Hun Sen in Paris in November 1988. Other 
non-communist Cambodian personalities 
who want eventually to return to 
Cambodia, are expected to visit the 
country, helping boost the Heng Samrin 
regime's standing as peace talks proceed. 


Demob Decisions 


China is considering a further substantial 
demobilisation of soldiers later this year. 
Estimates of the cuts range between 
300,000 and 500,000 troops. This has, in 
part, been sparked off by the Soviet 
decision in December to cut its military 
establishment by half a million soldiers, 
with a significant number promised to be 
withdrawn from Mongolia and the Soviet 
Far East theatre. Recent problems with 
recruitment, which resulted in the 
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Business Affairs 


China: Borrowing 

Peking’s foreign borrowing slows after 
three years of oe growth, but the 
government still lacks a clear medium-term 
debt strategy and the administrative means 
toexecuteone 48 


Indonesia : Budgets 
Jakarta aims to increase spending 49 


Australia : Labour 
The Hawke government's fate hangs on a 
wages and tax deal with the unions 50 


South Korea: Trade 
Manufacturers build up brand-name sales 
1e US 51 


Hongkong: Economic Relations 
EC accuses the territory's manufacturers of 
dumping 53 


Japan: Companies 

Newly listed Mitsubishi Motors, Japan's 
third-ranked car maker, makes the most of 
its overseas alliances as it gears up for a 
major assault on the domestic market 60 


China : Employment 
Shenyan enterprises attempt to break the 
‘iron rice bowl’ employment system 63 


Bangladesh: Insurance 
Insurers see a silver lining in monsoon 
clouds 64 


postponement of the September 1988 
call-up, may lend weight to the reduction 
idea. 


Job Prospects 


The Japanese 
Government has 
quietly lobbied the 
entourage of US 
president-elect 
George Bush to name 
Secretary of State 
George Shultz as the 
next ambassador to 
Japan. A former 
professor of 
economics and a firm believer in free trade, 
Shultz was seen as a man who would not 
only be sympathetic to Japan but also carry 
considerable weight. However, Shultz has 
told associates he is not interested in the job 
— which in any case would set a precedent 
in terms of protocol. Shultz also has been 
rumoured as a replacement for the 
ineffectual Barber Conable as president of 


Shultz. 
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Stamford-Westin hotel: boom. 


Malaysia : Banking 

The central bank, rocked by its first major 
fraud scandal, bails out an ailing 
commercial bank 67 


Singapore : Tourism 
Rapid growth in tourism fuels a fierce 
debate over hotel development 68 


Taiwan: Industry 
Labour unrest mounts as manufacturers, 
hit by rising costs, lay off workers 70 
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dynastic China 47 

How Japan lost its 'immunity' to some 
diseases 47 


the World Bank. Current Under-Secretary 
of State for Political Affairs, Michael 
Armacost, an old Japan hand, is believed to 
be on top of the short list for the Tokyo 
post. 


ADB Addendum 


One year after they began their 
deliberations on the future course of the 
Manila-based ADB, a team of five 
distinguished bankers, politicians and 
academics are set this month to deliver their 
findings. All is not expected to be 
harmonious; while the Asian contingent, 
led by former Japanese foreign minister 
Saburo Okita, are signing a majority report, 
the American chairman of Credit Suisse 
First Boston Ltd, John Hennessy, is said to 
be adding some of his views in a minority 
addendum. The group, which also 
includes former Indonesian mining 
minister M. Sadli and Indian Harvard 
professor A. K. Sen, is expected formally to 
unveilits findings at the ADB's annual 
meeting in Peking in May. 
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Answers to Trivia Quiz (29 Dec.) 


Asian Life 

1 (b); 2 (a); 3 (b); 4 (c); 5 (9; 6 (b); 7 (b); 
8 (b); 9 (c); 10 (c); 11 (c); 12 (a); 13 (9); 14 (b); 
15 (a); 16 (c); 17 (a); 18 (c); 19 (œ); 20 (c); 21 
(a); 22 (b); 23 (b); 24 (a); 25 (a); 26 (b); 27 
(b); 28 (a); 29 (c); 30 (b); 31 (b); 32 (c); 33 (b); 
34 (a); 35 (c). 


Where to Put Your Money 
1(9;2 (a);3(c); 4 (9); 5 (9); 6 (a); 7 (b); 8 
(b);9 (b); 10 (c); 11 (b); 12 (6); 13 (b); 14 (b); 
15 (a); 16 (b); 17 (b). 
Statesmanship 
1 (a); 2 (a); 3 (c); 4 (b); 5 (c); 6 (c); 7 (c); 8 


(c); 9 (c); 10 (b); 11 (c); 12 (a); 13 (b); 14 (b); 
15 (c); 16 (a); 17 (c); 18 (a). 


Performances 
1 (c); 2 (b); 3 (a); 4 (9); 5 (a); 6 (a). 
Highs and Lows of Technology 
1(6;2 (9. 


Phototrivia 


1 (b); 2 (a); 3 (b); 4 (b). 


- Doubts and boycotts usher in a new era of peace 


At the crossroads 


both domestically and in its relations 
_ with the outside world, following the 
iep death on 7 January of Emperor 
<- Hirohito, 87, and the enthronement of his 
..son, 55-year-old Akihito. 

. Although neither Hirohito nor Akihito 
ever showed signs of questioning the US-im- 
.. posed, post-World War II peace constitu- 
tion, which declares the emperor to be 
.. merely a "symbol" of the state, the accession 
- Of a younger and more vigorous man to the 
.. throne, coupled with an apparently sincere 
. outpouring of grief at Hirohito's death, has 
created a situation in which the imperial 
_ house could begin to play a more visible role 
- án national affairs. 

-.  Theneed tohumanise Japan's external re- 





. lations by adding a more personal touch to 


- contacts with foreign leaders than Hirohito 
.. was able to provide — it wasin his name that 
.- Japan went to war in the Pacific — is another 
. reason why some Japanse commentators ad- 
vocate a more active role for Akihito. 
. Yet the dangers of playing up the role of 
the emperor look at least as great as the 
advantages. Apart from bitter foreign 
. memories of the role allegedly played by 
. Hirohito during the war, Japanese public 
< opinion is probably more deeply divided on 
_ the question of the emperor's proper role in 
_ the state than on any other question. 
. " The division may explain why, during 
‘= Hirohito's long illness and at his death, at- 








titudes of the ruling Liberal Democratic Party 
(LDP) leaders reveal an odd combination of 
euphoria over the dawning of a new imperial 
era and anxiety that the ceremonies to install 
the new emperor may not be completed 
without provoking a domestic crisis. 

The first sign of problems came on the 
second day after Hirohito's death when 
Akihito held an inaugural meeting in the 
Fukiage Palace in central Tokyo with leaders 
of political parties and parliamentary com- 
mittee chairmen. The Imperial Household 
Agency had issued 278 invitations to mem- 
bers of the five major parliamentary parties, 
but more than 50 opposition MPs stayed 
away, ostensibly on the ground that the 
meeting was being organised along tradi- 
tional Shintoist lines associated with the pre- 
war Meiji constitution. 

The Japan Communist Party (JCP), which 
accounted for many of the absentees, after- 
wards went further to attack the govern- 
ment's handling of the transition arrange- 
ments. A senior JCP spokesman told foreign 
journalists that official attempts to "elorify" 
the emperor were part of a plot to revise the 
old constitution. This posture seemed to be 
shared by the leftwing of the Japan Socialist 
Party, which also boycotted the meeting. 

The state funeral for Hirohito on 24 Febru- 
ary is likely to be the next big test of the gov- 
ernment’s ability to manage the transition 
smoothly. The Foreign Ministry expects the 
funeral to be attended by up to 100 foreign 
leaders, including several heads of state from 
major countries, making it the biggest inter- 





national event in Tokyo in recent years. 

Yet, some neighbouring governments 
see the funeral as an occasion to rake over 
past grievances than pay tribute to the dead. 

Governments which have indicated pub- 
licly that they will not send senior leaders to 
Tokyo include Australia, where Prime 
Minister Bob Hawke said he “had never 
thought of attending” and New Zealand. In 
New Zealand’s case, insult was added to in- 
jury when Defence Minister Bob Tizard sdid 
that Hirohito should have been “shot or pub- 
licly chopped up” because of his role 
World War H. l 

The bitter reactions from these and a 
handful of other countries, and the anger of 
former prisoners: of war, have already 
caused acute embarrassment in Tokyo. But 
to other governments, the funeral may pre- 
sent a diplomatic opportunity. 


rime Minister Noboru Takeshita is 
expected to hold his first meeting 
before or after the funeral, with 
George Bush, who by then would 
have been sworn in as US president, and 
may be lucky enough to also meet Soviet Pre- 
sident Mikhail Gorbachov if Moscow re- 
sponds to Japan's hints that it would ap- 
preciate top-level representation. Looking 
beyond the funeral itself, Takeshita and his 
LDP colleagues may be hoping to use the 
change of imperial era as a means of giving a 
new thrust to what has become known as 
“Takeshita diplomacy.” 
Although the name for the new « 


350,000 people turned up on the following day in the drizzle out- 
side the palace to pay their last respects. | | 


Government departments began six days of mourning and | 








ccepted the news of Emperor Hirohito's death calmly on 

























mber 1988, when Hirohito began receiving large transfu- 
ions of blood to relieve the symptoms of duodenal cancer. 
. As soon as the death was announced, just before 8 a.m., na- 
: tional flags began appearing outside shops and offices in Tokyo, 
nany of them with mourning ribbons attached to the poles. 
eople began to make their way in large numbers to the Imperial 
alace to sign their names in the register and some offered up a 
rayer outside the main gates. But the mood was not particularly 





young children to witness the new era. Newspapers reported that 


day, 7 January, and by Monday it was business as usual. 
een preparing for the end of an imperial era since - 


ombre. Few were dressed in black and some had brought their | 


urged businesses to follow suit for two days. But the emperor's 
death is unlikely to affect Japan's political schedule much, and 
Foreign Minister Sosuke Uno carried on with important meetings 
at a chemical-warfare conference in Paris, including talks with his 


Soviet counterpart, Eduard Shevardnadze. At home, department 


stores stayed open, though window displays were covered up. 
All neon signs were extinguished, virtually blacking out Tokyo's 
night skyline, but discothéques and bars reopened on Monday 
and the start of a sumo wrestling tournament, a Hirohito passion, 
was postponed by only one day. 


on, 


but when it reopened for business on 9 January, the closely 
watched Nikkei share index rose by 469 points in heavy trading, 


Heisei, consists of two Chinese characters 
meaning “peace” and "grow" or “fulfil,” in- 
formal interpretations offered by senior gov- 
ernment leaders, including Takeshita him- 
self, suggest that the name may be taken to 
stand for an era in which Japan will contri- 
bute actively to world peace by using its eco- 
nomic muscle to help poorer countries. 

The government also wants the new era 
to symbolise Japan's final attain- 
ment of political and economic 
maturity after the long process of 
post-war reconstruction. The fact 
that the name of the previous era, 
Showa, also included a character 
meaning "peace" — and during part 
of that time Japan was at its most 
militaristic — has not daunted the 
panel of scholars who chose the new 
name. 

Takeshita’s view contrasts with a 
more nationalistic view of leaders 
of the LDP’s Right, such as former 

ne minister Yasuhiro Nakasone, 
< .vhere Japan ought to be headed. In 
TV panel discussions and interviews 
following Hirohito’s death, his re- 
marks suggest that he still sees the im- 
mediate post-war era as something 
Japan should “put behind," rather 
than build on. 

When applied to the imperial fam- 
ily itsel£, Nakasone's notion of "clos- 
ing Japan's post-war accounts" 
would seem to mean forgetting the 
“symbolism” of the 1947 constitution 
and involving the emperor more fully in 
public life — though still probably only as a 
constitutional monarch. Allowing the em- 
peror to express opinions on foreign policy or 
defence issues would apparently form part 
of Nakasone's prescription for a more active 
imperial role. 

As if to justify his view, Nakasone 
suggested that Hirohito himself may have 
fretted under the restraints of his post-war 

istitutional role. The emperor must have 


required considerable self-control to abstain 
from taking a more active part in govern- 
ment, Nakasone suggested. He went on to 
“presume,” on the basis of discussions at the 
palace during his premiership and during an 
earlier period as Defence Agency director, 
that Hirohito had been concerned about 
Japan's defence build-up. 

Nakasone's attempt to attribute thoughts 





to Hirohito appear dangerously close to the 
pre-war practice under which Japan's politi- 
cal leaders automatically claimed imperial 
support for their policies. Yet his implied 
suggestion that the emperor should be en- 
couraged to play a bigger role in public life 
seems to be shared by a wide range of mid- 
dle-of-the-road opinion. 

Hirohito's extremely passive role in the 
later years of his reign has been criticised 
even by liberal-minded writers who point 


out that the emperor was more visible to tne 
public, and arguably more useful to the na- 
tion, in the first decade or so after World War 
II than either before or since. Another view is 
that Japan's diplomacy may have suffered by 
not having a head of state who could accepta- 
bly mix on equal terms with foreign leaders. 

The Foreign Ministry appears to believe 
that the emperor should be encouraged to 
_ perform the role of head of state as 
* fully as possible, so long as the term is 
defined to cover only the representa- 
tion of Japan in contacts with foreign 
countries. 

The final element in Japan's impe- 
rial dilemma could turn out to be the 
attitude of Akihito himself to the 
question of an enhanced role. A typi- 
cal member of Japan's post-war gen- 
eration (he was 12 when the war 
ended), Akihito has often stressed 
that the emperor has played a sym- 
bolic role throughout most of Japan's 
history and should continue to do so. 
He has gone out of his way to dis- 
courage much public reverence for 
the imperial household, to the point 
of complaining about the excessive 
public reaction during Hirohito's ill- 
ness. 

There have even been rumours 
that the Right would like to replace 
Akihito with his son, Crown Prince 
Naruhito (formerly Prince Hiro), who 
they believe might be more malleable 
than his father. 

The pressures building up on both sides 
of the debate suggest that Akihito, or his ad- 
visers, may have a difficult time determining 
the future role of the imperial house. But 
some adjustment seems essential. For at 
least the last two decades of the Showa era, 
the emperor was a solitary and rather 
anomalous figure, living in the centre of one 
of the world’s largest cities, yet oddly isolated 
from the nation whose unity he was sup- 
posed to symbolise. a 


continuing a steep upward trend that began in November 1988. 
Foreign exchanges remained in business throughout the period. 
If everyday life was much as normal, the same could not be 
said for the way TV and newspapers covered the event. After all, 
roughly 1,000 journalists and camera crews had been waiting four 
months for this moment. Throughout the weekend the broad- 
casting organisations suspended their normal programming to 


follow the comings and goings at the palace and to present a pic- - 


ture of Hirohito’s life and times. 

Although no “warts” were displayed, the emperor's wartime 
role was not completely glossed over, and one panel discussion 
on the national broadcasting network, NHK, contained some men- 
tion of Hirohito’s responsibility for the Asian conflict. However, 
not everybody was happy with the blanket coverage. Thousands 
of people were reported to have telephoned the Tv companies to 
complain and video-hire shops saw a big increase in business. 

If the reaction within Japan to the news was muted, the re- 
sponse from abroad was also restrained. One Asian diplomat in 


Tokyo noted that the messages from Asean countries’ govern- 
ments were more positive towards Japan than he had expected, 
with Indonesia, Thailand, the Philippines, as well as South Korea, 
indicating that they would be sending very high-level delegations 
to Hirohito's funeral. 

Apart from the formal condolences, many commentators 
around the East Asian region reminded their readers of Japan's 
military adventures and Hirohito's role. More remarkable was 
that some newspapers were prepared to let bygones be bygones. 

Japanese authorities are now beginning their preparations to 
receive the hundreds of foreign dignitaries expected to visit for the 
funeral of Hirohito on 24 February and for the massive security op- 
eration it will entail. The elaborate ceremonies marking the transi- 
tion from one emperor to another began with the ceremonial 
handover of Imperial regalia — a sword and jewels — a few hours 
after Hirohito's death. The rituals will continue well into 1990, cul- 
minating with the daijosai, when the new Emperor Akihito will 
share his bed symbolically with the gods. m Nigel Holloway 


Emperor Hirohito (1901-59) 


The first gentleman of Japan 





By lan Buruma 


enno Heika, the Emperor of Japan, 

| or, as foreigners rather familiarly 

called him, Hirohito, died on 7 

January. This quite literally brought an end 

to an era — the Showa era, which started on 

25 December 1926, when Hirohito became 
emperor. 

Showa was surely one of the most re- 
markable periods in Japanese history, per- 
sonified in many ways by the late emperor. 
At the start of his reign Japan was still in the 
midst of so-called Taisho demokurashi (demo- 
cracy) — a heady time of relative political and 
artistic freedom, used and abused in equal 
measure. Socialism, jazz music, Western 
theatre, and the melancholy 
aftermath of an earthquake 
which had devastated Tokyo, all 
marked that period. 

Five years before he as- 
cended the throne, Hirohito had 
the "happiest experience of my 
life." Dressed a bit like a Japan- 
ese “mobo” (short for modern 
boy) of the time, he had visited 
Europe, where he played golf 
with the Prince of Wales, saw 
entire newspapers (instead of 
dippings provided by his min- 
ders) for the first time, rode the 
London underground and 
heard, also for the first time, that 
such things cost money. 

Perhaps it was the earth- 
quake, or perhaps it was the feel- 
ing that such high living had to 
end, but the mood in literature of 
the time was one of impending doom. It 
turned out to be prophetic, for the next two 
decades were cataclysmic. 

The economic slump of the 1930s spelled 
the beginning of a long disaster: farmers 
went hungry and their embittered sons 
blamed it on the businessmen and politi- 
cians. A type of anti-capitalist militarism, 
coupled with extreme nationalism sanctified 
by mystical mumbo-jumbo, took over from 
Taisho democracy; the emperor, ever the 
symbol of the times, discarded his ^mobo" 
clothes in favour of army uniforms. 

This is not to say that the trappings and 
rituals of emperor worship had begun in the 
1930s. The modern imperial myths, couched 
in often bogus archaic language, were 
mostly a creation of the Meiji period, when 
the southern samurai oligarchy made the 
emperor the symbol of nationhood, eco- 
nomic development and their particular 
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Emperor Hirohito: end of Showa era 


brand of authoritarian politics. Social har- 
mony and loyalty to the divine ruler were 
touted as uniquely Japanese virtues. Demo- 
cratic politics, which necessarily destroy the 
myth of natural and perfect harmony, are of 
course anathema to such virtues. 

The divine status of the Japanese emperor 
put him above politics. The other institution 
above politics was the military. Japanese sol- 
diers — and sailors — represented the impe- 
rial will, which, according to the propaganda 
of the times, was identical to the aspirations 
of the emperor's loyal subjects. Politicians 
represented factions, special interests and 
selfish greed. In sum, only the military and 
their divine sovereign, were pure, benevo- 
lent and selfless in their devotion to the 
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empire. When party politics were virtually 
abolished in the late 1930s, all that was left to 
the Japanese was absolute obedience to the 
soldiers who acted in the emperor’s name. 

Such times were almost there, when, in 
1936, Emperor Hirohito made the first politi- 
cal decision in his life. It started like this: a 
group of young army officers, belonging to 
the so-called Tendoha (Emperor's Faction), at- 
tempted a coup on 26 February, an un- 
commonly snowy day. These Young Turks 
were fed up with what they regarded as the 
wishy washy methods of their military 
superiors, who were not — yet — willing to 
remove the capitalists and their political 
backers. They tried to seize the emperor and 
the government and proclaim a Showa Re- 
storation — meaning military rule. 

The coup failed, but not before several 
senior cabinet ministers were murdered. The 
emperor was shocked and stated that he 
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wanted the rebels arrested and punished. 
Some were executed. Others found a refuge 
in China among sympathetic colleagues. 

Although this so-called "2-26 incident" 
was a fiasco, the militarists soon took over 
and the rest, as they say, is history: China 
was almost conquered, Pearl Harbour at- 
tacked and Southeast Asia invaded. And all 
this was done, according to the imperial 
propagandists, to further the benevolent 
glory of theemperor, whose hegemony over 
lesser breeds would ensure lasting peace. 

The ultimate consequences of the war for 
Japan are well known: Tokyo was turned 
into a sea of flames, as were most Japar 
cities, except Kyoto and Nara. Hirosh _ 
and Nagasaki followed but the army ex- 

y , pressed its readiness, indeed its 
f a” fanatical desire to fight to the last 
Japanese. 

But then came what has since 
been regarded as Hirohito's 
finest hour. For the second time 
in his life he made a personal po- 
licy decision (or so the story 
goes; like everything else about 
the imperial institution, we have 
to take such information on 
trust): Japan had to surrender 
and, as he told his people in his 
radio speech, bear the unbeara- 
ble. A war, which we are told he 
did not personally favour, thus 
came to an end. Japan had to be 
built up again from scratch. 

This was no easy task, as 
Japan had lost almost everything 
— material, and, perhaps m 
importantly, spiritual. The 1u- 
miliation of defeat and the disillusionment 
with Japanese grandeur were so great that 
the Japanese had little left to believe in . . . 
except, asit turned out, the emperor himself. 

One might well ask how the man in 
whose name a war had been fought and lost, 
could become the symbol of his nation in 
peace. This was partly because Gen. MacAr- 
thur wanted it that way for purely political 
reasons. MacArthur believed that if any- 
thing happened to the emperor, Japan 
would become ungovernable; the docile and 
fatalistic Japanese would no longer cooper- 
ate with the Americans, but turn into a fanat- 
ical nationwide Maquis. 

MacArthur, always a master of public re- 
lations, played a very deft game. He refused 
to visit the imperial palace, but waited for the 
emperor to see him, at the US Embassy. The 
emperor arrived dressed in an awkward 
morning coat, offering himself "as the one to 
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bear sole responsibility for every political and 
military decision made and action taken by 
| people in the conduct of this war.” At 
| that is MacArthur's version of what he 
said. MacArthur also commented that “in 
thatinstant I knew I faced the first gentleman 
of Japan in his own right." And that, as far as 
he was concerned, was that. 

This might have been good politics in the 
short term, but there was a price to pay. For 
one thing, it turned the Tokyo war crimes tri- 
bunal into a legal anomaly. For how could 
men be held legally responsible for deeds 
committed in the name of their sovereign, 
who took responsibility, but was not 
brought to trial? Here was a case of political 
expediency undermining the rule of law. 

One reason MacArthur got away with it 
so easily, was that he acted in the spirit of a 
long Japanese tradition. Emperors only held 
real political power sporadically in Japanese 
history. Usually they were sacred symbols 
used to legitimise the clan chiefs and military 
rulers who had acquired power by force. 
They were, in the phrase of Masao 

uyama, the famous political scientist, the 
pun.able shrines held aloft by ruling officials. 

And it must be said that in Hirohito 
MacArthur had a willing and capable shrine. 
He played his role to perfection. According 
to post-war orthodoxy, he had always been a 
man of peace, hence the prominence given 
to his alleged intervention that led to the Ja- 
panese surrender. He of course never wore a 
military uniform again. His quiet image of a 
dull marine biologist, devoted to such peace- 
ful pursuits as writing poems about har- 
mony and the beauty of Japan’s four sea- 
sons, was perfect for post-war Japan. Even 
his personal eccentricities, such as his pass- 
ion for Disneyland and Mickey Mouse 
watches, were eminently peaceful. 

He even became rather popular with his 
people as a person, though perhaps never as 
popular as his grandfather, the Meiji em- 
peror, whose picture can still sometimes be 
seen on the walls of people born under his 
reign. Asa man, Hirohito cut rather a melan- 


The emperor as child; his coronation; and with MacArthur at the end of World War Il. 


choly figure, whose only friend, as far as one 
could make out, was his wife. His main- 
tained a lifelong nostalgia for his meeting 
with the dapper Prince of Wales (later Ed- 
ward vil). The Duke of Windsor and 
Hirohito seem like a very odd couple, but the 
life of the British prince must have seemed 
miraculously free and easy to the cloistered 
Hirohito. On his second visit to Europe in 
1971, Hirohito insisted on meeting his old 
friend again, and when he saw the duke in 
Paris, he was overcome with emotion, much 
to the consternation of his imperial minders. 

But if Hirohito himself was a sad, but en- 
dearing figure, what about the sacred 
mythology that made the imperial institu- 
tion so dangerous in the past? Was it enough 
to rewrite the constitution separating the 
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By suffering, not always just 
symbolically, what his people 
suffered . . . if he pulled through 
with dignity, they would. 


99 
state from the Shinto religion? Did it suffice 
for the emperor to declare himself to be fully 
human and the Japanese not a super-race, 
but ordinary people? Is it convincing to leave 
the god in place, after having him abdicate 
his divine status? 

There is an interesting response from the 
Righttothis question: the Liberal Democratic 
Party politician and novelist Shintaro Ishih- 
ara has argued that Hirohito should have 
been made to step down in 1945. He was too 
much tainted with the war. His son would 
have been better placed to inspire the religi- 
ous awe in the imperial institution. The 
novelist Yukio Mishima believed that, as it 
were, the humanisation of the emperor left 
the Japanese people spiritually dispossess- 
ed. It is still a popular notion among right- 


wing nationalists, which is why they hope to 
restore the divine status of the emperor. 

Could Hirohito have avoided the 
calamities during the first half of his reign? 
One thing gods of all stripes and creeds have 
in common is that they should not be seen to 
dabble in temporal affairs, for that would 
upset the natural order. They would no 
longer be above all parties, and thus lose 
their sacredness. This does not mean that the 
emperor/god's word could not ever carry 
weight. It could, and did, but he could only 
interfere very sparingly, for otherwise the 
shock value of such divine intervention 
would wear off. 

Possibly the declaration of war was such a 
time, when Hirohito ought to have spoken 
up. Perhaps he could have averted disaster. 
Then again, perhaps he would have been 
cloistered, like many of his forebears, and his 
resistance to war would have been ascribed 
to bad influence or evil advice. His true feel- 
ings would have been interpreted to favour 
the military cause. We will never know what 
might have happened. The fact is he did not 
speak up forcefully enough and he signed 
the war declaration. 

But precisely because he never was a true 
leader, except perhaps in that one moment 
when he supposedly counselled surrender, 
he could be a symbol in defeat. He was seen 
to be representative of his people, who also 
saw themselves as being essentially peaceful 
and duped by the military into waging an 
unpopular war. By suffering, not always just 
symbolically, what his people suffered, he 
was their emblem; if he pulled through with 
dignity, they would. 

And dignity, whatever his weaknesses 
may have been, Hirohito had. And his 
people did pull through. While credit is due 
to Hirohito for his exemplary behaviour, 
there was a price to pay for this too. The Ja- 
panese, as well as their sacred portable 
shrine, may have pulled through a little too 
easily. This may explain why, like the Aust- 
rians, they still have so much trouble absorb- 
ing their dark past. is 


New Vietnamese offer 
to withdraw troops 


> Vietnam will withdraw its remaining 
troops from Cambodia by September if a 
political settlement to the conflict is reached, 
Cambodian President Heng Samrin and a 
Vietnamese Foreign Ministry spokesman 
said on 6 January. China, the chief backer of 
resistance groups fighting the Vietnamese- 
backed regime in Phnom Penh, welcomed 
the proposal and called it "a step forward, as 
compared with the date of troop withdrawal 
previously announced by Vietnam," the 
New China News Agency reported. 
Vietnam earlier said it would withdraw its 
remaining troops, estimated by Western 
diplomats to number 70-90,000, by 1990 — 
even without a political settlement. 


Australian journalist 
need not reveal sources 


> Inthe New South Wales Supreme Court 
on6January, Judge David Huntset aside his 
previous order that journalist Peter Hastings 
of the Sydney Morning Herald newspaper 
reveal the sources of an article he wrote in 
1985 about Philippine businessman 
Eduardo Cojuangco. After complex legal 
arguments, the judge ruled that Hastings’ 
refusal to reveal his sources did not deprive 
Cojuangco of possible legal redress if he 
chooses to sue the newspaper for libel: 


New Jogvakarta 
sultan named 


> Exactly 100 days after the 2 October 1988 
death of Sultan Hamengkubuwono IX of 
Jogyakarta, it has been announced that his 
eldest son, Mangkubumi, will succeed his 
father as Hamengkubuwono X. Earlier it 
had been thought the sultan wished his line 
to end with his death. However, it remains 
unclear whether the new sultan will — like 
his late father — become governor of the 
special province of Jogyakarta. 


Taiwan to legalise 

further China links 

> Taiwan's Justice Ministry is drafting a 
new law that will make it legal to base 
Taiwan correspondents in China, to release 
and sell mainland-produced videotapes, 
exhibit historical artefacts from China and 
even to remit money to Nationalist civil war 
veterans retiring on the mainland, Taiwan 
press reports said on 8 January. Although 
these steps are already in progress, the new 
legislation indicates far more flexibility in the 
Kuomintang government's official no- 
contact position with Peking. The new law, 
ifapproved by the Legislative Yuan, will also 
spare some people from falling victims to the 


application of anti-communist provisions at 
the whim of the authorities. 


Two Philippine military 

men executed by renegades 

> Tworanking military officers based in the 
southern Philippine city of Zamboanga were 
executed by a renegade band led by a local 
policeman, Rizal Alih, who subsequently 
escaped capture. Brig.-Gen. Eduardo Batalla 
and his chief of staff, Col Romeo Abendan, 
were informing Alih on 5 January of his 
transfer to Manila to face several criminal 
charges. Alih and a group that went with 
him to Batalla's office took the two officers 
hostage. A military offensive was launched 
against Alih the next day after reports that 
Batalla had been executed. The rescue 
operations lasted until 7 January with 
Abendan also being killed. 


Social indicators 


South Asia: infant mortality 


Deaths of infants under age 1 year 
per 1,000 live births 





Pakistan 
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Sources: World Development Report (1987), Asian Development Bank 
Key Indicators (1988) and World Population Data Sheets (1988) 








Bandaranaike petitions 
over Sri Lankan election 


> Sirima Bandaranaike, who 
unsuccessfully contested Sri Lanka's 
presidential election on 19 December 1988, 
filed a petition before the Supreme Court 
challenging the election of President 
Ranasinghe Premadasa on three grounds: 
general intimidation, non-compliance with 
the Presidential Elections Act and failure of 
the elections commissioner and his staff to 
conduct a free and fair election. 


Thailand bans 

logging nationwide 

»> TheThaicabinet decided on 10January to 
effect two emergency decrees which will 
effectively end commercial logging 
nationwide. Taken in the wake of a 
controversy which has pitched anti-logging 
environmental groups against vested 
timber-industry interests, the decision was 
aimed at preserving what is left of the 
country's depleted forests. 
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Reagan’s budget offers 
Philippine aid initiative 
> In his last budget 
submitted to the US 
Congress, President 
Reagan has proposed 
a Special Assistance 
Initiative — originally 
called Multilateral Aid 
Initiative — for the 
Philippines with 
US$200 million to 
“help nurture 
economic growth.” Earlier, the 
administration promised to give US$300 
million annually for five years but belt- 
tightening in the US and a clogged aid 
pipeline in the Philippines have led the 
administration to lower the proposed 
amount. Eighteen other countries are 
expected to participate in the aid initiative. 
Asia's share in the US foreign aid budget 
has dropped, with only US$200 million 
earmarked for Asia and the Pacific, apart 


"from the Philippines, of the total US$14.8 


billion foreign aid for fiscal year 1990 
(beginning October 1989). 


China replaces two 

senior leaders 

»> China replaced two senior leaders late 
last month, citing poor health and old age as 
the reasons. Li Menghua, 68, director of the 
State Physical Education Commission since 
1981, was replaced by Wu Shaozu, 49, 
formerly political commissar in the 
Commission of Science, Technology and 
Industry for National Defence. Li's dismissal 
was apparently linked to China's poor 
performance at the Seoul Olympics. 
Meanwhile, Chen Junsheng, 61, secretar- 
general of the State Council, has been 
replaced by Luo Gan, 53, labour minister 
since April 1988 and a member of the 

State Planning Commission since July 

1988. 


Another senior Golkar 

official resigns 

> In another resignation linked in the press 
toallegations of leftistinvolvement, the chief 
legislator of Indonesia's East Java provincial 
assembly has resigned, purportedly because 
her husband is changing jobs. However, the 
press reported that Asri Subarjati Sunardi, a 
member of the ruling Golkar group since 
1964, had resigned because of her father's 
involvement with the banned Communist 
Party of Indonesia (PKI). Golkar chairman 
Wahono has criticised the press for stirring 
up the issue, though he revealed that 
Sunardi's father did have connections with a 
group associated with the PKI. 
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AFGHANIS TAN 


Search for broad-based government gets under way 


Peace manoeuvres 


By Ahmed Rashid in Lahore 


or the first time, Moscow has opened 
F the door towards helping set up a 

broad-based governmentin Afghanis- 
tan to include the mujahideen after Soviet 
troops withdraw by 15 February. 

Soviet Deputy Foreign Minister Yuli Vor- 
ontsov, during a four-day visit to Islamabad, 
held meetings with representatives of the 
seven Afghan mujahideen parties based in 
Pakistan. Earlier, he completed a visit to Iran, 
during which he met the eight parties based 
there. He told a press conference that Mos- 
¿would stand by the Kabul regime of Pre- 
‘ it Najibullah, come what may. 

But in a surprise reaction to the Soviet 
mediator's statement, the mujahideen lead- 
ers declared that they will not hold further 
talks with the Soviets until 15 February when 
they latter complete their planned with- 
drawal from Afghanistan. Obviously, the 
mujahideen are acting tough to put more 
pressure on the retreating Soviets, but this 
could also lead to further violence between 
the guerillas and Kabul forces after 15 Feb- 
ruary. 

Vorontsov said the mujahideen formula 
for calling a consultative council, or shura, 
was “a very good idea, if it's not one-sided.” 
He said the shura must include representa- 
tives from the ruling People’s Democratic 
Party of Afghanistan (PDPA). Vorontsov's 
major demand to the Pakistanis and the 
guerillas is agreement on a comprehensive 
ceasefire, as called for by Soviet President 
Mikhail Gorbachov in December 1988 and 
!  wllahon1]January. 

ihe mujahideen rejected any participa- 
tion in the shura by the PDPA. They also re- 
jected any ceasefire with the PDPA, but re- 
peated assurances that they would not attack 
departing Soviet troops. Fundamentalist 
mujahideen leaders are still suspicious of 
Soviet intentions, believing that they want to 
buy time for the Najibullah regime. 

However, the public Soviet endorsement 
of the shura is a major step forward in form- 
ing a future broad-based government in 
Kabul. Pakistani and Western diplomats 
who met Vorontsov told the REVIEW that in 
private he played down a future role for 
Najibullah and accepted the basic premise of 
the mujahideen that a new broad-based gov- 
ernment has to be formed in Kabul once 
Soviet troops have left Afghanistan. 

The US and Pakistan are now urging the 
mujahideen to hold a shura in Pakistan in the 
next four weeks. Each of the seven guerilla 
parties based in Pakistan will have a quota of 


60 members, while another 60 will come 
from the eight parties based in Teheran. The 
480-man shura will be composed of guerilla 
commanders, refugee leaders, exiles and 
"good Muslims" from Kabul. 

It is this last quota over which more 
Soviet-mujahideen haggling will have to be 
done, but diplomats believe that the "good 
Muslims" will eventually give the Soviets a 
way out, because some members of the pre- 
sent regime will have to be included, no mat- 
ter what name is given them. The mujahi- 
deen are already drawing up lists of names 
for the shura. 

The Soviets have asked the UN to play a 
leading role in helping to organise the shura. 
UN Secretary-General Javier Perez de Cuel- 
lar is directly involved in the peace process 
and his special representative in Islamabad, 
Benon Sevan, had a separate meeting with 
Vorontsov. . 

Although publicly the mujahideen said 
the talks were inconclusive because of Soviet 
support for the PDPA, in private moderate 
mujahideen leaders accept that the talks 
were ‘significant. Vorontsov also brought a 
message from Gorbachov to Pakistan Prime 
Minister Benazir Bhutto, in which Moscow 
asked for an immediate improvementin bila- 
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teral relations, especially economic coopera- 
tion with Pakistan, if her government aided 
the peace process. 

He said Moscow would be increasing the 
capaicty of the Soviet-built Karachi steel mill 
to 3 million tonnes a year. Bhutto told him 
she would be sending a senior minister to 
Moscow soon. So far, Bhutto has avoided 
any involvement in the Afghan issue, leav- 
ing it to the Foreign Ministry and the army. 

Vorontsov's two weeks of shuttle diplo- 
macy, during which he met with former king 
Zahir Shah in Rome as well as visiting Iran 
and Pakistan, initially threw the Pakistan- 
based mujahideen alliance into confusion. 
For three days, 140 guerilla leaders — 20 
members culled from each party — met near 
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Vorontsov with mujahideen leaders in Islamabad. 


r'esnawar to come up with a snura tormula. 
But they became bogged down by the usual 
divisions between the moderates and the 
fundamentalist parties. 

The fundamentalists were furious that 
Vorontsov had met Zahir Shah, thereby re- 
viving the hopes of the moderates who sup- 
port him. One fundamentalist leader, 
Rasul Sayyaf, even threatened to kill the 
former king if he stepped onto Afghan soil. 
Only the night before Vorontsov arrived, 
and after pressure from Pakistan, did the al- 
liance agree on a shura formula that allowed 
Zahir Shah to be included in one of the mod- 
erate party's quota. 

However, both the Soviets and the 
Peshawar-based guerilla leaders face a simi- 
lar threat if there is no agreement on a broad- 
based government. Diplomats believe that 
guerilla commanders inside Afghanistan 
could launch an assault on Kabul after 15 
February. Bypassing the bickering mujahi- 
deen leaders in favour of the commanders 
would be a last-resort measure to ensure an 
end to the war. 

In the past few months, Pakistan and the 
US have channelled military hardware di- 
rectly to the commanders, particularly to 
Ahmad Shah Masud of the Jamiat-e-Islami. 
The thinking is that Masud and other com- 
manders have enough prestige and organi- 
sational ability in Kabul that even their threat 
to storm the city would lead to the collapse of 
the Afghan army. 

Masud's effective, periodic cutting of the 
Salang highway that leads from Kabul to the 
Soviet border is creating a critical situation in 
Kabul. A Western diplomat, who returned 


from Kabul recently, said there was no 
fuel and an acute shortage of food in the 
city. The Kabul regime has retaliated with 
saturation bombing of Paghman, 15 miles 
from Kabul, and other key guerilla stag- 
ing areas for any assault on the capi- 
tal. 

Although hopes for an Afghan settle- 
ment look better than before, hardliners in 
both the PDPA and the mujahideen could still 
sabotage the peace process in the next five 
weeks. Afghanistan is awash with arms and 
fanatical factions on both sides of the bar- 
ricades. Pressure from the US and Pakistan 
on the mujahideen and from the Soviets on 
the PDPA could go a long way to contain the 
hardliners on both sides. " 
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Suharto s autobiography defends his years in power 











By Michael Vatikiotis in Jakarta - 
| t is rare for a leader to reflect publicly on 











his time in office before leaving it. For 

those who have watched President 
Suharto of Indonesia closely for the past 20 
years, it is even more remarkable that a man 
who has always played every card close to 
his chest, should now unveil his "thoughts, 
sayings and deeds" in a revealing autobio- 
graphy to be published in February. 

The main thrust of the work is an un- 
characteristically direct explanation — and in 
parts, defence — of Suharto's actions as pre- 
sident. Many of the chapters address con- 
troversial issues directly, rather than cover- 
ing them under broader headings. The effect 
is to convey the impression that Suharto is 
putting the record straight. 

"He seems to be preparing the ground for 
his possible departure," said a senior In- 
donesian media editor. Indeed, at one point 
towards the end of the book Suharto says it is 
"no exaggeration if it is said that my appoint- 
ment as president on 11 March 1988 was the 
last one for me." Suharto, who will be 72 
when his current term expires in 1993, says: 
"Thatis old enough." 

This statement should, however, be in- 









Summing up 


terpreted with caution. By attaching this 
statement both to general assumptions on 
old age and the suggestions of his family, 
Suharto does not directly state a belief that he 
should step down. 

Few believe Suharto, who has at least 
twice before hinted at retirement, is an- 
nouncing his departure in 1993. “It would be 
politically unwise in this system for Suharto 
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Suharto: retirement hints. 
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a commentator, alluding to the power 
struggle that might ensue. He is either test- 
ing the ground to gauge support for another 
term, or making preparations so that when 
he does leave, his record is assessed in the 
right light. 

This could explain why in the book 
Suharto confronts the more controversial as- 
pects of his presidency head on. More sur- 
prising, perhaps, is the defensive tone he 
adopts in doing so. In an intriguing chapter 
on the wide range of social-welfare founda- 
tions founded by the president and his fam- 
ily, Suharto says: "I have never put my 
handsonany of the money — letalone asked 
for any." 

Suharto catalogues the sizeable contribu- 
tion he claims to have made to society — Rps 
250 billion (US$144.9 million) from the “pre- 
sident's aid" programme alone — but decries 
the fact that some people remain sceptical 
about his motives. Everything he has done, 
says Suharto, "is for development." 

There is no mention at all of the wi....., 
discussed issue of his family's business in- 
terests. “I’ve heard people talk about an eco- 
nomic dynasty in Indonesia," he says. But in 
a reference apparently confined to the In- 
donesian-Chinese business community, he 
goes on to defend the concentration of the 
means of production in the hands of the few 
as being in the interests of development. As 
for the family, “They are involved with the 
foundations, so that they can learn the value 
of social welfare. They are not paid." 

If he seems on the defensive side regard- 
ing allegations of his personal wealth, 


Candidly speaking 


Indonesians have been taken aback by the candour with which 
they have been addressed by their president. One newspaper 
pointed out that "some of the subjects discussed were those 
which national news media would print at risk of having their 
publishing licence revoked." 

The best example of this is where Suharto openly admits the 
government was behind the rash of mysterious killings that elimi- 
nated virtually all organised crime in Java in the mid-1980s. Until 
now there has been no official confirmation of what was sus- 
pected to be a campaign conducted by the security services. The 
killings, he says, ^were not mysterious at all." Suharto says that 
the corpses of criminals who had been shot ^were put out just like 
that for shock therapy, so that people would understand some- 
thing was being done about these wicked people." 

The string of revelations and frank admissions will undoub- 
tedly generate debate for some time to come. But while commen- 
tators here are asking why Suharto chose to tell allat this juncture, 
the book can also be seen as a most illuminating source of informa- 
tion on one of the most inaccessible leaders in the region. 

Suharto, though he frequently appears in public, does not talk 
freely to the press. The most common image of the man is as chief 
executive receiving ministers or state guests at his office. An earlier 


biography of Suharto, published in the 1970s by the West German 
journalist, O. G. Roeder, was written with Suharto's consent. It 
was described as a “tactful biography of a tactful man.” 

The most striking aspect of Suharto's personality to emerge 
from the new book is his close ties with his family. Suharto's six 
children and 11 grandchildren are the focus of his life outside his 
presidential duties. There is no mention in the book of any ind 
vidual with whom he shares as close a relationship. Significantly, 
Suharto describes his early childhood as one marked by an unsta- 
ble family situation. 

The autobiography also displays a puzzling mixture of 
Suharto's deep sincerity and devotion to the development of the 
nation, combined with his blunt defence of his personal posses- 
sions and those of his family. He denies that his 750-ha ranch out- 
side Jakarta is "a palace" and he describes in some detail the deco- 
ration of his family's mausoleum in central Java to refute allega- 
tions that it is embellished in gold. 

The book, which is published by a company owned by the pre- 
sident's eldest daughter, is certainly the most revealing so far 
about Suharto. A collection of Javanese proverbs attributed to 
Suharto and compiled by his children was distributed on a limited 
basis last year. One of the proverbs comes intriguingly close to 
shedding light on why Suharto may have felt compelled to reveal 
his inner thoughts on his role in Indonesia's recent history. "The 
condition of the world is not eternal," it says, "therefore do not 
give too much importance to your wealth and position, so you will 
not be ashamed when times change." Michael Vatikiotis 


Suharto leaves the reader in no doubt about 
what he regards as his greatest achievement: 
Indonesia’s self-sufficiency in rice in the mid- 
1980s. "Imagine," he reflects in the opening 
chapter of the book, "someone who, more 
than 60 years ago was a child bathing in the 
mud, leading a peasant's lifein Kemusuk vil- 
lage, stepping up to the podium and deliver- 
ing a speech in front of assembled world 
leaders and experts as a leader who has just 
resolved the most important issue for 160 
million mouths." 

Suharto, the son of a minor irrigation offi- 
cial, feels rightly proud of his achievement, 
referring here to the 1985 ceremony in Rome 
when he was presented with an award by 
the UN Food and Agriculture Organisation 

This theme of the humble son of the soil, 
concerned with little else other than the de- 
velopment of the people he has come to lead, 
runs throughout the book. But in short, 
blunt statements, also characteristic of the 
book, Suharto dismisses allegations that he 
* | dpowerby mountingacoupin 1965-66, 
|... 2d a blind eye to corruption, or was 
dominated by his advisers. On this last 
point, commentators have been surprised by 
the way he appears to dismiss the impor- 
tance of close advisers such as Ali Murtopo 
and Sudjono Humardani. 


sident's personalassistant and lateras 

minister of information in the 1970s. 
He was seen as the key architect of many of 
the New Order policies in this period. But 
in the book, Suharto. denies that he de- 
pended on Murtopo, arguing that if this was 
the case, why did his government survive 
Murtopo's death in 1983? Sudjono, who was 
to be the president's adviser on Javanese 
mysticism, is portrayed deferring to the pre- 
sident "as an elder who knew better about 
the belief." 

Few of the New Order's key personalities 
around the president are singled out for 
‘than a brief mention. Recent stalwarts, 
linc ormer state-secretary (now vice-presi- 
dent) Sudharmono, former armed forces 
chief Benny Murdani and economic adviser 
Widjoyo Nitisastro, are described as "good 
helpers." Some, such as the well-respected 
former coordinating minister for industry 
and the economy Ali Wardhana, are not 
mentioned at all. None is credited with for- 
mulating policy, that is reserved for Suharto 
himself. 

The book's treatment of the country's 
early history and Suharto's involvement in 
the anti-colonial struggle will also attract at- 
tention. Suharto draws on what is by some 
accounts a remarkable memory to recon- 
struct dialogues he had with key figures at 
crucial moments in the struggle against the 
Dutch. However, his view that the 1 March 
general attack on Jogyakarta in 1949 was his 
idea is at odds with other versions which at- 
tribute the plan to a collective decision taken 
at the guerilla headquarters outside the city. 


T he late Ali Murtopo served as the pre- 


Suharto lays to rest one 
current controversy when 
he categorically states that, 
in his view, former presi- 
dent Sukarno was not a 
communist. Several recent 
books on the period have 
described Sukarno as a 
Marxist and the architect of 
the abortive communist- 
backed coup attempt in Sep- 
tember 1965. Suharto goes 
to some length to portray a 
cordial, even close relation- 
ship between himself and 
the man he replaced as pre- 
sident: the two exchange 
pleasantries, and Javanese 
proverbs. 

Ironically, perhaps, Sukarno is one of the 
few figures highlighted in the book and pre- 
sented in a favourable light. For many years 
after coming to power, the New Order gov- 
ernment sought to downplay Sukarno’s im- 
portant role in history — a policy which has 
changed only in the past two years. 

Suharto takes pains to explain the process 
by which he became president, laying stress 





Sukarno: in favour. 


on his personal beliet in re- 
spect for his elders and the 
military's strict avoidance of 
interference in politics unless 
survival of the state is at 
stake. Describing his role in 
the turbulent events that 
eventually led to his assump- 
tion of office, Suharto pro- 
jects himself as remaining 
above the fray as various 
political forces swirled 
around him. “I was pushed 
into the middle of a political 
conflict over the future,” he 
said. 

There are those who say 
that by publishing this book, 
Suharto himself may have 
hastened the political wrangling that will un- 
doubtedly accompany his departure. “With 
this book he has invited a polemic,” said a 
leading member of the generation of 1966 
student leaders who supported Suharto 
from the beginning. “The question is 
whether or not he will show tolerance to- 
wards those who step forward to partici- 
pate.” E 


S3IAVO X3H3ü 





INDIA 


Gandhi may gamble if state results are good 


Polls potential 





By Salamat Ali in New Delhi 


hree states go to the polls on 21 Janu- 

ary for verdicts that could have a far 

greater impact on national politics 
than their size indicates. The results could 
help Prime Minister Rajiv Gandhi decide 
whether to call a general election around 
April, eight months earlier than required. 

The three states — Tamil Nadu in the 
south, and Mizoram and Nagaland in the 
troubled east — have been ruled directly 
from New Delhi since last year when their 
legislatures were dissolved following the fail- 
ure of their ruling parties to preserve work- 
able majorities. Direct rule, however, has not 
necessarily made the electoral chances of the 
ruling Congress party in New Delhi any bet- 
ter. 

The crucial test of strength will be in Tamil 
Nadu where the Congress has lost in the past 
two decades to chauvinistic Dravidian par- 
ties. The Congress prospects are still not 
bright in the four-cornered contests between 
electoral alliances headed by itself, the All- 
India Anna Dravida Munnetra Kazhagam 
(AIADMK) faction headed by Janaki 
Ramachandran, the widow of the late chief 
minister, M. G. Ramachandran, the AIADMK 
faction headed by Ramachandran's mis- 


tress, Jayalalitha, and the original DMK. 

The Congress seems to be hoping for a 
hung assembly — which would allow it to 
continue direct rule from New Delhi — and 
hold the next state elections together with 
the national polls. It calculates that this 
would exhaust the strongest of its oppo- 
nents, the DMK, and also dilute support for it 
from other national opposition leaders, who 
will be concentrating on campaigning for 
themselves. The DMK and other opposition 
parties have formed a coalition National 
Front to challenge the Congress in the next 
general election. 

Support for the DMK has been growing, 
however. When the ruling AIADMK began 
falling apart after Ramachandran's death in 
late 1987 and the 23-day administration of his 
widow, Janaki, failed, Tamils flocked to the 
DMK because they thought it the strongest 
bastion of Dravidianism left. 

It also showed up well in thé last state 
elections in 1984, despite the wave of sym- 
pathy for the Congress that was sweeping 
India in the wake of the assassination of then 
prime minister Indira Gandhi and local sym- 
pathy for the AIADMK because of a near-fatal 
illness of Ramachandran. The DMK won only 
24 seats, against the AIADMK's 133 seats, butit 
took 29.49% of the vote against the AIADMK's 


polled 16.46% of the vote 
though it took 62 seats. 

The Tamil separatist prob- 
lem in Sri Lanka is still an emo- 
tive issue in Tamil Nadu, 
though the gradual pullout of 
the 50,000 Indian peace-keep- 
ing force from there has de- 
fused it somewhat. The DMK re- 
mains strongly supportive of 
the leading separatist group, 
the Liberation Tamil Tigers of 
Eelam, and a DMK government 
in Madras would be an asset to 
them. 

The Congress also faces 
strong local sentiment in 
Mizoram. Only 18 months ago, the Mizo Lib- 
eration National Front (MLNF) guerillas, after 
signing an accord with New Delhi, were 
swept into power by popular vote. But defec- 
tions from its side in the legislature cost them 
their majority — and the MLNF believes that 
was secretly engineered by the Congress. Di- 
rect rule was imposed on the state in early 
September 1988. 

The MLNF is beginning, however, to lose 
ground to the People's Conference, which 
has mobilised a large number of Mizo youth 
round the emotive slogan of the reunification 
of all Mizo-inhabited areas in the neighbour- 
ing states of Tripura, Assam and Manipur as 
well as in Burma, across the border. It also or- 
ganised a world Mizo reunification con- 
ference at Champai, near Burma, in May 





Indian troops in Sri Lanka: emotive issue. 


1988. But most observers believe that in the 
absence of any definite polarisation so far, 
the Congress has an edge. 


irect rule was imposed in Nagaland 
in August 1988 after similar defec- 
tions, this time from the ruling Con- 
gress. Rule from New Delhi aroused hopes 
that progress would be made in tackling the 
four-decade-old insurgency in the state but, 
as with previous efforts, these have failed. 
When Hokishe Sema became the Con- 
gress chief minister in November 1987, he 
had promised to negotiate peace with the 
Naga guerillas. He did not make much head- 
way, and it was the Burmese army across the 
border which had greater success, being said 
to have almost wiped out the National 
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Ading communist party chief wants to retire 


Changing the guard 


By Murray Hiebert in Ho Chi Minh City 


ietnam’s Communist Party chief 

A j Nguyen Van Linh, who has had seri- 

ous health problems in recent 

months, has asked to retire when the party 

meets for a special conference in February or 
March. 

Linh's retirementis likely to prompt other 
resignations and a reshuffle of the politburo 
to maintain the balance between so-called re- 
formers and conservatives. 

Linh, 73, has frequently said in speeches 
and interviews during the past year that he is 
old and tired and that he should step down 
to make way for younger leaders. In recent 
months, the party chief has slowed down a 
great deal and no longer maintains the busy 
schedule he had immediately following his 
election in late 1986. "He's nolongerrunning 
around, he'snot writing his [newspaper] col- 


umn and he's seeing very few visitors," said 
one analyst. 

Diplomats in Vietnam say Linh's health 
appears to have deteriorated sharply in the 
past six months. He had surgery in the Soviet 
Union last summer and rumours in Vietnam 
variously report that he's suffering from 
cancer, blood circulation problems and blad- 
der stones. 

Vietnamese officials claim Linh did notat- 
tend the national assembly meeting in Hanoi 
in December because he wanted to demon- 
strate parliament's growing independence 
from party control, but diplomats speculated 
that Linh may have been too ill to attend. 
However, in early January, Linh was healthy 
enough to travel to Cambodia to celebrate 
the 10th anniversary of the overthrow of the 
Khmer Rouge regime. 

There are few clues on possible candi- 
dates to replace Linh. Recently, new leaders 
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(NSCN) headquarters at 

Chuizalankai and other bases. 

One outcome was that under- 

ground guerilas were cut 

off from the leadership, thus 
making negotiations with the 

Sema administration diffi- 

cult. 

Sema failed elsewhere too. 
Corruption had become in- 
stitutionalised under Congress 
rule and though Nagaland was 
promised a corruption-free ad- 
ministration under direct rule, it 
is still rampant. It is true some 
tough measures were taken, 
but Governor K. V. Krishna Rao 
has been liberally handing out 

cash donations and increasing aid grants 
and pensions with an eye to winning votes 
for the Congress and this has dealt a blow 
to efforts to straighten out the administra- 
tion. 

The promises and failures have geiw- 
ated cynicism in Nagaland where itis widely 
believed that New Delhi is not serious about 
solving the problem of insurgency. To back 
their claims, people point to the fact that the 
NSCN has not been banned and whisper that 
it is the NSCN that has helped the Congress 
win the state in the past. 

Observers believe that the Congress will 
once again win in Nagaland but that it is de- 
batable whether state officials will be able to 
solve the insurgency problem or stop corrup- 
tion. ge 


have been chosen based on seniority within 
the party, suggesting that either President 
Vo Chi Cong, 76, or Premier Do Muoi, 71, 
could be possible replacements. But neither 
man is charismatic and Muoi faced strong 
opposition in south Vietnam last June when 
heran for premier because of his role in intro- 
ducing socialist economic policies the 

the late 1970s and early 1980s. There is specu- 
lation that Muoi, who is often described as a 
conservative, might be asked to retire from 
the politburo to balance the resignation of 
Linh, who supports reform. 

Tran Xuan Bach, one of the politburo’s 
most active members, is another possible 
contender for Linh’s job. Bach meets most 
foreign communist visitors and has become 
one of the party’s leading ideologues in re- 
cent years. He has played a key role as the 
party’s liaison with Cambodia since 1979 and 
is thought to be a protégé of Le Duc Tho, a 
former senior party leader who accepts the 
need for reform but is concerned that it not 
threaten the party’s dominant position in so- 
ciety. 

Another potential candidate is Nguyen 
Duc Tam, who heads the party’s influential 
central control committee and ranks sixth in 
the politburo. “A strike against Tam is that he 
has not shown much ability to resolve the 


cadre problem," one analyst said, referring 
to continuing complaints that many party of- 
ficials are corrupt and incompetent. Tam is 
also close to Tho, who retired from the polit- 
buro two years ago but is thought to retain 
considerable clout in the party through the 
thousands of officials he appointed when he 
headed the control committee in the early 
1980s. 

According to party by-laws, a conference 
can only electa new leader if the old oneis ex- 
tremely ill or incapacitated. Traditionally, all 
changes in the Vietnamese politburo have 
been made at party congresses, organised 
roughly every five years. The one exception 
is Truong Chinh, who lost his job as party 
chief in 1986 for making serious mistakes 
in the land-reform movement in north Viet- 
nam. Chinh was ousted during a plenum of 
the party central committee, but he retained 
his position in the politburo. 

A possible solution is that the conference 
might appoint a party first secretary, who 

ld take over some of Linh's current re- 

sibilities. “This would give the party a 
chance to try him out and provide a period of 
testing," an analyst said. 

The upcoming conference is thought to 
be the first in the party's nearly 60-year his- 
tory, so little is known about how it will be or- 
ganised. In principle, conference particip- 
ants should include the 173-member central 
committee and any other people the ruling 
body wants to invite. "They could pack it 
with anyone they want, like [Soviet party 
chief Mikhail] Gorbachov tried to do" during 
the Soviet party conference last June, one ob- 
server said. 

A party conference is intended to focus 
on one problem, such as party building or 
economic reform, but so far the Vietnamese 
press, which is no longer as informative and 
free-wheeling as it was during the first year 
of Linh's renovation campaign, has given 
few clues on the agenda. The meeting had 
heen planned for December 1988, but was 

back to January 1989 and then to Feb- 
ruary or March, prompting speculation that 
the party leadership is still divided on some 
key issues. 

Preparations are also under way for the 
party's seventh congress which, according 
to party regulations, should be held in 1991. 
Some surprisingly open discussions — 
criticising past party policies and praising the 
economic policies of capitalist countries and 
the reforms in China — are taking place, ac- 
cording to mimeographed notes circulating 
in Ho Chi Minh City froma recent meeting of 
high-ranking officials. 

By following the Soviet economic model, 
Vietnam has developed a centralised and 
subsidised economic system, which is “in- 
ferior to capitalism" and has "abolished moti- 
vation in people and society," Nguyen The 
Phan, the head of the theoretical department 
of the Marxist-Leninist Institute and a mem- 
ber of the preparatory committee for the con- 
gress, told the participants in a speech. Viet- 
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Muoi; Vo Chi Cong: contenders. 


nam, Phan argued, should now learn from 
the experiences of capitalist countries like the 
US about competition in the marketplace 
and the development of science and technol- 


The party theoretician called on Viet- 
nam's leaders to abandon old theories of 
Marxism-Leninism about the inevitablity of 
conflict between socialism and capitalism 
and about class struggle leading to social de- 
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velopment. Instead, he said, they should 
focus on themes of peace, the environment 
and population. By stressing ideas such as 
the dictatorship of the proletariat and de- 
veloping heavy industry, "our economy has 
become worse and worse," Phan said. The 
party should now emphasise increasing pro- 
duction, setting up democracy, improving 
people's living conditions and expanding re- 
lations with other countries. = 
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Farmers demonstrate for the return of land 


Collective anger 


rustrated southern Vietnamese farm- 

ers, angered by years of abuse by cor- 

rupt local officials and eager to reclaim 
land lost during Hanoi’s collectivisation 
drive in the late 1970s, have mounted the first 
known public protests in communist Viet- 
nam. The demonstrations have been held in 
provincial and district capitals throughout 
southern Vietnam since July 1988, according 
to local newspaper reports and Ho Chi Minh 
City officials. 

At least 300 farmers from the Mekong 
delta, including former revolutionary fight- 
ers wearing their medals, marched through 
the streets of Ho Chi Minh City on 8 Novem- 
ber 1988, carrying banners demanding the 
ouster of local “mandarins” and the return of 
confiscated farmland. 

On 11 October, farmers from the Phu 
Tien cooperative demonstrated in Vinh 
Long, the capital of Cuu Long province 
south of Ho Chi Minh City, carrying posters 
demanding an "end to injustice and corrup- 
tion" and calling for a "change in the entire 
administrative staff" of their co-op, accord- 
ing to a recent issue of Doi Thoai, Cuu Long 
province's cultural newspaper. 

The protesting Phu Tien farmers com- 
plained that cooperative members who fell 


behind in their tax payments were impri- 
soned in a pigsty or a brick kiln until they 
paid up. In other cases, policemen entered 
houses and confiscated rice without provid- 
ing proof that the family was behind in its tax 
payments. The vice-chairman of Cuu Long 
province, who met with the protesters, ad- 
mitted that he had "heard with one ear" that 
cooperative officials had sold the collective's 
rice mill and kept the income for personal 
use, and had refused to account fora tonne of 
fertiliser which disappeared several years 
ago. 

É But most of the recent protests centre 
around land disputes. In many cases, farm- 
ers are demonstrating against local officials 
who are refusing to implement Directive 47, 
a new communist party land policy which 
calls for the return of land illegally or arbitrar- 
ily taken from peasants when, according to 
official estimates, nearly 400,000 ha of farm- 
land were distributed in southern Vietnam 
in 1978 and 1983. The new land policy is part 
of a larger agricultural reform package in 
which Hanoi is stressing family farming over 
its previous emphasis on cooperatives in an 
attempt to increase food production. 

"Some farmers were forced to exchange 
their good, prosperous fields for poor, far- 
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On Jan. 9th, Japan’s fastest-growing securities firm opened a new 
representative office in Singapore. Contact KEIICHI SHIRAHIGE, 
CHIEF REPRESENTATIVE, Singapore Representative Office, 
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Sanyo Securities has acquired an enviable reputation for meeting its 
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the world, where Sanyo Securities concentrates all the trading functions 
necessary to cope instantly with market developments. 
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away fields," protesting peasants told Doi 
Thoai, referring to a kind of lottery system 
used to redistribute land among cooperative 
members. “No matter how little cultivable 
land the cooperative had, local cadres — 
without asking for permission — assigned 
land to high-ranking cadres to build their 
houses," the newspapersaid. . 

Nguyen Son, the deputy director of infor- 
mation for Ho Chi Minh City, estimated that 
between 7% and 20% of the land disputes in- 
volved corrupt officials. 

But redistributing land to the rightful 
owners is not an easy task. "Some of the land 
has changed ownership five times" in the 
past four decades, Son said, referring to land 
reform in south Vietnam by anti-communist 


regimes before 1975 and two land reforms 
instituted by the communists in the past dec- 
ade. According to a recent article in Tuoi Tre, 
Ho Chi Minh City's youth newspaper, some 
villages such as Phuoc Thoi in Hau Giang 
province in the Mekong delta faced nearly 
400 land disputes and that to correct one fam- 
ily's land problem often affected five to seven 
other families. 

National party and government officials 
seem to accept the farmers' complaints as 
legitimate, but blame some of the demon- 
strations on outside instigators. "Some per- 
sons who have nothing to do with the land 
dispute have also participated in this 
troublemaking process," party chief Linh 
said in December. m Murray Hiebert 
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Batmonh blames his predecessor for economic decline 


Rewriting history 


By Alan Sanders 
| E an unprecedented development, 





Mongolia's party leader, President Jam- 

byn Batmonh, has for the first time di- 
rectly blamed his predecessor, Yumjaagiyn 
Tsedenbal, for Mongolia's economic decline 
and socio-political backwardness. Since Tse- 
denbal's ouster in August 1984 there have 
been increasingly frequent references in the 
party press to the failings and shortcomings 
of the period of "stagnation," "voluntarism" 
and "dogmatism," codewords by which his 
regime was designated. But until now, Tse- 
denbal himself had not been named. 

Batmonh has timed his statements care- 
fully. In November 1988, he admitted that 
Soviet-style economic restructuring, or "re- 

al," as itis known in Mongolia, over the 
past 18 months or so had been unsuccessful. 
The reason, he said, was that it lacked the 
drive and initiative that would be generated 
by greater openness in political and social af- 
fairs and the prospect of democratic ad- 
vances, such as multi-candidate election of 
officials for fixed terms. 

Then, at a plenary meeting of the Central 
Committee of the ruling Mongolian People's 
Revolutionary Party (MPRP) at the end of De- 
cember, supporting the adoption of party 
politburo proposals on democratisation, Bat- 
monh gave the first public indication that 
Tsedenbal was to be blamed for many of the 
country's current difficulties. 

The politburo proposals had called for 
clarification of the so-called "blank spots" in 
Mongolia's history during the 1930s, when 
the country was ruled by the Stalinist dic- 
tator, Marshal Horloogiyn Choybalsan, who 
died in 1952. But the plenum took a further 
step towards the reassessment of official his- 


tory by emphasising the links between 
Choybalsan and Tsedenbal, who became 
Mongolia's premier after Choybalsan’s 
death (and had been party secretary-general 
for most of the period since 1940). While the 
ousted leader had done his best while in 
power to obscure the ties, "administrative 
command" methods of running the country 
continued because Tsedenbal had enjoyed 
Choybalsan's patronage for so long. 

“The truth is," Batmonh told the plenum, 
"that our successes and achievements as 
well as our main shortcomings and omis- 
sions are in many ways linked with the ac- 
tivities of Tsedenbal." Given great power 
while still politically immature, Tsedenbal 
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Rice harvest: redistribution disputes. 


used illegal methods to bring pressure to 
bear on his opponents, sacking them from 
their posts and exiling them at will, Batmonh 
said. 

"The greater the power that was concen- 
trated in his hands, the more strongly the 
negative side of his character was displayed 
— lack of principle in matters of party and 
state leadership and cadre policy, the belittl- 
ing of collective leadership, wilfulness and 
disregard for the opinion of others and dis- 
parity between word and deed," said Bat- 
monh. For 30 years there had been virtually 
no discussion of organisational and ideologi- 
cal work within the party, and it had become 
“vitally imperative" to end this “unhealthy” 
situation. The country's socio-political sys- 
tem would have to be renewed in its en- 
tirety. 

However, this was not an attempt to 
blame one man for all distortions and 
shortcomings in Mongolian society, Bat- 
monh said. Nor was it a matter of “settling 
accounts” to evaluate Choybalsan and Tse- 
denbal truthfully and objectively; it was 
necessary to draw lessons from the past in 
the interests of the present and future. 

The plenum went on to approve other 
points from the politburo’s proposals, in- 
cluding the amendment of the MPRP pro- 
gramme and rules for the next congress, 
which is due to be held in 1991. There was 
strong criticism of the Mongolian Trade 
Union Council for not properly protecting 
workers’ interests. The plenum also called 
for “free dialogue, criticism and democratic 
control” in the trade unions, the Youth 
League and other public organisations be- 
cause they were essential “in the condi- 
tions of the historically formed one-party 
system.” 

Meanwhile, the Mongolian press has 
printed letters demanding that other leaders, 
who with Tsedenbal for many years deter- 
mined party policy and are still in power 
today, should be subject to party judgment. 
Some letters have called for the removal of 
Choybalsan’s remains from the tomb he 
shares with the revolutionary leader 
Suhbaatar on Ulan Bator's main square. & 
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|. have been related to the US effort 
5. to monitor Chinese missile ship- 
— ments to North Korea and from 


were. given to understand that 
_ their request would be granted, 
| = but permission never came. “Pro- 
-bably 
-. people did not want to see a rapid 
opening of the country and the 
vc precedent it would set,” said one 
... US official. Peking may also have 
^ : been sensitive to possible concern 
-..by Pyongyang should US dip- 
-= Jomats be allowed so close to the 


..^ 15 October bv restricting Chinese 
-. consulate officials in Chicago to 
-.. Cook county, within the city limits, unless 
^. they received permission to travel else- 
c where. Peking retaliated on 17 November, 
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urs tit-for-tat restriction of movement of 
Ex. At and American diplomats in 
par each other's countries, and claims by 
some US officials that Peking is engaging in 
. large-scale spying, has put a question mark 
over the Sino-American relationship. 
. . Following Peking’s recent refusal to allow 
: Shenyang-based US diplomats to travel to a 
. town near the North Korean border, Wash- 


55 ington has imposed travel restrictions on 
Chinese diplomats in Chicago. This prompt- 
... ed Peking further to restrict US diplomats in 
_ Shanghai and Shenyang. 


The US is reluctant to escalate the “battle 


... of consulates,” but is aware that a bitterness 


< hascreptinto the relationship ata time when 


China is moving towards the first summit 


. meeting in decades with the Soviet Union. 
— The row over diplomats’ movements 
goes back to February 1988 when the US 


.. Consulate in Shenyang asked for permission 
-. for its officials to visit Dandong in Liaoning 


province, a railway transit point on the bor- 


n < der with North Korea. Consular officials in 
_ Shenyang are usually not allowed to travel 


beyond city limits by car. 
-. US officials would not say why the Dan- 
dong trip was necessary but some 
analysts speculate that it could 


— thereto the Middle East. 
ur Initially, US officials said, they 


the [Chinese] security 


3 North Korean border. 
© Whatever the reason, Wash- 
.. ington decided to reciprocate on 


E informing American diplomats in Shanghai 


rm and Shenyang that they would have to give 
. . 48 hours’ notice before travelling anywhere, 


a even by public transport. 
^ Administration officials said this reversed 
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Travel row and spy claim widen Sino-US gulf 


Diplomatic tit-for-tat 


an agreement allowing diplomats to visit 500 

“open cities” in each country. US officials 
pointed out that while Chinese diplomats in 
the US were free to travel by any means, US 
diplomats in China were most often denied 
permission to travel by car. 

Chinese consulate officials are only for- 
bidden to visit four areas in Los Angeles 
county for national security reasons because 
several top US defence industries are located 
in the area. 

China reportedly complained that while 
Chinese restrictions applied to all the foreign 
diplomats in China, the US restrictions were 
discriminatory. “They basically point to total 
freedom with which diplomats of Pakistan, 
Sri Lanka or other countries travel in the US 
and compared that with the restriction im- 
posed on them,” said an administration offi- 
cial. 

Talks were held between the twosides on 
7-8 December, a week before the 10th an- 
niversary of the setting up of Sino-American 
diplomatic relations, but they too ended in 
bitter dispute. Administration sources said 
that they were “very disappoint " by the 
Chinese attitude. 

The tussle over travel had been kept out 
of the public eye until The Wall Street Journal 





‘Why not just give us a list of the places we can visit.’ 


broke the story from Peking in December. 
Peking suspected a deliberate leak, but 
Washington officials said it could have come 
from any of the scores of US officials affected 
by the new regulation. “We did not want to 
make a big deal out of it,” said one source. 
“But when the story broke we thought we 
might let our unhappiness be known.” 
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Department, confirmed the report and said 
on 28 December that the department consi- 
dered the Chinese restrictions “unreason- 
able” as they went beyond restrictions 
placed on Chinese diplomats in the US. The | 
next day, a Chinese spokesman in Peking 
said the US had adopted “discriminating re- 
strictions" on the travel of Chinese diplomats 
in the US for many years. 

The bitterness has not been eased by ac- 
cusations by senior officials of the Federal 
Bureau of Investigation (FBI) that China's es- 
pionage efforts in California represent a 
worse problem than those of the Soviets. The 
State Department says this isunrelated to the 
diplomatic row. 

The Los Angeles Times on 20 Novem- 
ber quoted Harry Godfrey, head of the rar's 
counter-intelligence division in Los An- 
geles, as saying: ". . . the Chinese have 
now outstripped the Soviets in California 
[in human intelligence collection] . . . If 
we are talking about the violations o! 
law the Chinese are surpassing the ` 
sians." 

He said the FBI could not gather enough 
evidence for prosecution because a large 
number of people were engaged in collecting 
a small amount at a small time, leaving little 
trace of their activities, and because they 
accepted a more subtle payment — "instead 
of alump sum deared through a dead drop, 
they will offer legitimate business oppor- 
tunities.” 

Another FBI official was quoted as saying 
that "the friendly nation status of China com- 
plicates it somehow in carrying out our mis- 
sion." 

Peking has complained that 
the newspaper report is "hostile" 
and theState Department has said 
the FBI statement does not 
represent the official US view. 
"One would have hoped that a 
statement like that would be 
cleared with the State Dej 
ment, but it was not,” sáu a 
spokesman. 

Many analysts see the unusual 
public remarks by FBI officials as an 
expression of their frustration at 
being unable to bring charges 
against those spying for Peking 
and at the State Department for 
holding a different view from 
theirs. Peking's request to open a 
second consulate in Southern 
Califomia — in Los Angeles, in- 
stead of in Honolulu as agreed ear- 
lier — sparked a long and ac- 
rimonious debate between the FBI and other 
intelligence agencies, which opposed the 
idea, and theState Department, which back- 
ed it (REVIEW, 14 Jan. '88). The State Depart- 
ment got its way. 

It was a significant gesture to China as it 
became the only communist country on 
Western lists to be allowed to do so. n 
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A remarkable corridor of 
opportunity is now opened up 
along the River Tees in the 
North East of England. A 
remarkable opportunity for 
industrialists, developers and 
investors to become part of 
one of the most dynamic 
‘~-ding and manufacturing 
-..mmunities in Europe. 
Teesside - largest of the 

new UK Urban Development 
Corporations, with nearly 50 
square kilometres of land for 
new factories, houses, offices 
and leisure developments. 


Teesside - ideally placed on 
the North Sea coast between 
the South of England and 
Scotland, operating the UK's 
second largest port, providing 
a major gateway to Europe, 
Scandinavia and the world. 
With excellent road and rail 
links to all parts of the UK, and 
an international airport. 


.~2sside - an international 
centre of chemical and 
petrochemicals production, 
offshore oil technology iron 
and steel manufacture, metals 
development, and engineering 
design and construction; a 
major focus of food and drinks 
development and of the 
clothing industry. 

Teesside - with a labour force 
skilled in manufacturing 
operations, with education and 
training centres producing the 
technicians for today's 
industries, and research and 
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' .. Where you have 
initiative, talent and ability, 
the money follows..: 
the Rt Hon Margaret Thatcher, Prime Minister, 
Teesside, 16 September 1987 
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development facilities at the 
forefront of technology. 


Teesside - where Government 
financial assistance is the 
highest in Britain, where 
additional aid can be provided 
by Teesside Development 


Corporation, where substantial 
European Community funds 
are being made available for 
renewal projects. 


Teesside - with superb 
countryside and coastline, 
with a wide choice of attractive 
low-cost housing, with a 
civilised lifestyle that beats 

the big cities. 


Teesside - where companies 
from Japan, Korea, the USA, 
Germany, Denmark, Holland, 
Norway and Hong Kong have 
established manufacturing 
and distribution operations. 


To find out more contact: 


Paul Grosvenor, Northern 
Development Company, 
2803 Admiralty Centre, 
Tower 1, 18 Harcourt Road, 
Hong Kong. Tel: 5 8654011. 
Fax: 5 8613420. 


Peter Watson, Marketing 
Director, Teesside Development 
Corporation, Tees House, 
Riverside Park, Middlesbrough, 
Cleveland, TS2 IRE UK. 

Tel: 642 230636. 

Fax: 642 230843. 
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The new Minolta EP490Z plain paper 
copier gives you many other productive 
and creative features, including Quadruple 
Zooming Power, Automatic Duplex and 
Overlay Copying, Standard Three Cassettes, 
Optional Triple Paper Stacker for 6-Way 
Paper Feeding, 20-Bin Sorter and Interac- 
tive Keying. 
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See Minolta copiers at: 


Bangladesh Brothers International Ltd. National Scouts Bhaban, Inner Circular Road, Kakrail Dhaka, G.P.O. Box 767 Phone 400042, 404929 
Hong Kong Minolta Hong Kong Ltd. Room 208, 2/F, Eastern Centre 1065 King's Road, Quarry Bay Phone: 5-658181 

India Methodex Infres Pvt. Ltd. B-/F-1 Mohan Cooperative Industrial Estate Mathura Road, New Delhi 110 044 Phone: 636043 
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Think of Minoltas 





new Simul-Color copying 


like this. 





The new Minolta EP490Z gives you two- 
color copying that's as fast and easy as 
regular copying. 

Think of it. A copier that makes two-color 
copies in one quick scan. It’s now a reality for 
your business with the new Minolta EP490Z's 
Simul-Color function. 

Simul-Color makes two-color copies in 3 
fast, easy steps. Simply set the Color Lever, then 
press the Simul-Color Key and the Print Key. The 
result is a perfect copy in black plus another 
color: red, blue, sepia or green. 


So now you can say goodbye to ordinary 
color copying. No more waiting for two scans. 
No more time-consuming procedures for desig- 
nating the color area. No more disappointing 
copies that don't really match up. 

That's because the Minolta EP490Z makes 
high-quality two-color copies just as fast as it 
makes regular black copies, at a quick rate of 30 
copies per minute. 

So contact your Minolta dealer about the 
new Minolta EP490Z with Simul-Color. It's the 
world's first practical color copier. 


MINOLTA CAMERA CO.,LTD. Reprographic Product Operations 30, 2-Chome, Azuchi-Machi, Higashi-Ku, Osaka 541, Japan 


Singapore 





Minolta Singapore (PTE) Ltd. 10, Teban Gardens Crescent, Singapore 2260 Phone: 563-5533 


Taiwan Santa Office Machines Corp. 10th FI., No. 120, Sec. 2, Chien-Kuo North Road, Taipei 10433 Phone: (02) 505-0013 
Thalland Bangkok Business Equipment Automgtion Co., Ltd. 199/82-84 Vipawadee Rangsit Road, (At Suthisarn Fly-Over), Bangkok 10400 Phone: 271-0213 (5 lines) 
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A GENTLE, CARING STORY 


First Things First 


When you step on board our First Class, you leave behind 
the bustle of everyday life. Here, you can sink into the 
aura of comfort. Stretch out on luxurious SleepeRests. At 
Pakistan International, it's a gentle, caring story. For 
each passenger, on every flight. 






PIA 


Pakistan International 
Great people to fly with 





PIA Associate Hotels: The Roosevelt NewYork, Hotel Scribe Paris. 
Centre Hotel Abu Dhabi, Riyadh Minhal Hotel. 
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Human- rights groups document a buses 


Classified conditions 
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By John McBeth 


wo US human-rights groups, both of 
1 which have been extremely critical of 
abuses in South Korea, have now 
turned their attention to the communist 
North in a bulky report which paints a grim 
picture. It documents the existence of 
thousands of political prisoners and a perva- 
sive classification system that determines 
standards of food rationing, employment 
and health care — and the severity of punish- 
ment for common crimes. 
The two-year study by the Minnesota 
vyers International Human-Rights Com- 
m tee and the Washington-based Asia 
Watch was assembled from interviews with 
defectors and other former citizens, visitors 
to the country, foreigners who lived there, 
and a wealth of source material collected in 
China, the Soviet Union, Japan, South Korea 
and several European nations. 
The authors note that about 1,000 North 
Koreans have escaped to the South since the 





end of the Korean War, but they say because 
the Seoul government adopts the practice of 
isolating defectors for periods varying froma 
few weeks to two years, their testimony was 
treated with suspicion and had to be care- 
fully checked. More credibility was attached 
to North Koreans who had defected through 
Japan, Singapore and other countries. 
Among the other sources used by the or- 
ganisations were the 8,000 Koreans in Japan 
who have visited relatives in North Korea, 
and also the insular community of Koreans 
living in China's Dong Bei region, which is 
separated from the North Korean provinces 
of North Pyongyang and Chagang by the 


Yalu River. 

Asia Watch has published four substan- 
tial reports on the human-rights situation in 
South Korea over the past three years, detail- 
ing torture cases and other harsh political 
repression during former president Chun 
Doo Hwan's seven years in power. The 700- 
member Minnesota group has specialised to 
some degree in hard-to-report areas, pro- 
ducing studies on Tibet, Romania, South Af 
rica, Haiti and Chile among others. 

After being shown a copy of the 158-page 
report, North Korean Ambassador to the 
UN Park Gil Yon dismissed it as "full of lies 
and fabrications" and warned the two or- 
ganisations they would be held responsible 
for the consequences if it was published. Al- 
though much of the material pertains to the 
1970s and early 1980s, Asia Watch director 
Eric Schwartz told the REVIEW: "We didn'tin- 
clude any information without some cor- 
roborating evidence suggesting the same 
practices were continuing." 

The authors believe that despite their lack 


of direct access and the difficulties encoun- 
tered in gathering information, they have as- 
sembled an accurate picture. "As a general 
matter, we have reason to believe the 
human-rights situation has not changed sig- 
nificantly over the past 15 years," says the 
study. "Forexample, the information we col- 
lected from multiple sources about the ill- 
treatment of prisoners shows a very consis- 
tent pattern over a wide span of years, 
through at least the mid-1980s." : 

Perhaps the most intriguing part of the re- 
port deals with the classification system. Ini- 
tially devised by North Korean President 
Kim Il Sung in 1958, it now divides North Ko- 


reans into one ot three broad classes — tne 
core class, the wavering class and the hostile | 
class. A person's status appears to be deter- - 
mined by a number of factors, among them - 
loyalty and the potential to work for state . 
goals, class background going back at least _ 
three generations, and whether he or she — 
was born in the North. P 
The core class is believed to consist of © 
three sub-groups: the highest includes Kim T. - 
Sung, his son and heir-apparent Kim Jong ll, . 
their family and relatives; the next category - 
contains the country's principal leaders, or. 
1% of the 20 million population, and the third . 
group consists of loyal followers, or about a 
quarter of the population. ; 
The elite leadership, estimated to number - 
about 200,000, lives mainly in Pyongyang - 
with exclusive access to high-technology | 


health-care centres, luxury bath houses, spe- 
cial schools, private restaurants serving . 


Chinese, Russian and Japanese food, and. 


state-run clothing outlets offering furs and : D 


fashionably warm clothing. They have their 


own telephones, can read foreign publica- 
tions and are permitted to listen to foreign 
radio broadcasts — something ordinary >- 


people cannot do. 

The number of people living in Pyong- 
vang is tightly controlled, holding steady at 
1.3 million or 6% of the population. The joint = 


study says only the strong and healthy can. 
live in the capital. Every two or three years, 
authorities check for deformities and the dis- > 


abled, some of the elderly, the widows and : 
the sick are rounded up and removed. 


| his same harsh discrimination is P 
noted elsewhere in the report. It 


quotes two sources as saying that 


dwarfs in North Korea are confined to a set- : v 
tement in the mountains of South Hamg- | 


yong province where their numbers have 
now dwindled to 60 or less. 


The sub-group of loyal followers, i 


perhaps numbering about 5 million, are E 
those deemed to be devoted to the govern- 


ment. Most, says the report, seem tolivein ..- 


the larger cities, enjoy prestigious occupa-- E 


tions and serve in high positions in the mil- — 
tary, the ruling Korean Workers’ Party and... 
the government. E 

Members of the so-called wavering class, - 
thought to consist of about half the popula- 
tion, have something in their background. 
which renders their loyalty suspect, particu- 
larly in times of emergency. They generally 
work as lower-echelon cadres, technicians, 
semi-professional workers or labourers and 
live in farm and industrial areas in small and 
medium-sized towns where they subsist on 
a restricted income and tight rations. P» 

The 4 million who make up the third, 
or hostile class, are assigned to hard labour: 
and are rarely seen or talked about. Most 
either have backgrounds of actual opposi- 
tion to the government or are deeply dis- 
trusted because they are descendants of 
former landowners, capitalists, Westernised 








panese, religious figures or are relatives of 
those who escaped to the South. 

The class system is further divided into a 
system of 64 categories in an effort to prevent 
counter-revolutionary elements from infil- 
trating the party and North Korea's 840,000- 
strong armed forces. Most citizens are aware 
of their class status, but only internal security 
organs know an individual's category. 

Simply being assigned a classification 
alone has made people subject to state sanc- 
tion. Quoting a former actress who was im- 
prisoned in North Korea, the report men- 
tions the case of a widow who was banished 
to a concentration camp 80 km north of 
Pyongyang when it was learned that her 
husband had escaped to South Korea dur- 
ing the Korean War — more than 30 years 
earlier. 

Although it may depend on circum- 
stances in some cases, North Korea's penal 
code prescribes the death penalty for 45 dif- 
ferent crimes. The report says it appears 
clear, however, that an accused's class and 
category can have asignificant bearing on the 
way heis treated and that the death sentence 
has been handed down for still other of- 
fences when authorities want to make an 
example of the offender. 

The study says reports of mass trials have 
not been received in recent years, but public 
executions accompanied by public vilifica- 
tion continued through at least the early 
1980s. It quotes a former North Korean re- 
sident, whose information has partly been 
corroborated, that the State Security Agency 
uses a special 20-man squad to assassinate 
political opponents of Kim Il Sung and Kim 
Jong Il. Unconfirmed reports indicate the 
agency has also established special execution 
centres in each of North Korea's nine pro- 
vinces where people who have slandered the 
two Kims are beaten to death with iron bars. 
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tion centres in cities and counties, and labour 
camps, the report notes the existence of at 
least 12 maximum security prisons, mostly 
concentrated in the Pyongan and Hamg- 
yong regions. Four are believed to have 
been added in 1982 to accommodate 6-15,000 
new prisoners rounded up during a cam- 
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Kim Jong Il: purge of critics. 


paign by Kim Jong Il to purge his critics and 
rivals. 

Defector testimony and satellite photo- 
graphs suggest the size of the gulag popula- 
tion is anywhere between 115-150,000. 
Among former party members confined, 
either in purges to consolidate Kim Il Sung’s 
rule or remove independent power centres 
standing in the way of Kim Jong Il's planned 
succession, are said to be five former polit- 
buro secretaries, a deputy chief ofthe Korean 
People's Army, two former vice-premiers 
and a former head of the State Security 


Agency. 
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ily is also interned in the camps, which are 
generally located near mining sites or in re- 
mote mountains areas. Ringed by landmines 
and barbed wire fences, with guards and at- 
tack dogs circulating inside the compound, 
the prisoners live in crowded, unsanitary 
cells or clay and thatch huts, work 10-12 hour 
days in mines, forests and irrigation projects, 
and are often forced to grow their own food 
to survive. 

The report says all available evidence, at 
least through the early 1980s, points to politi- 
cal prisoners being publicly criticised and 
promptly executed for escape attempts. 
Deaths from torture, malnutrition and dis- 
ease are common, according to the tes- 
timony of former inmates, though sub-class- 
ification again serves as a basis for how indi- 
vidual prisoners are treated. 

Certain members of the elite apparently 
continue to receive their salaries and above- 
average rations while in confinement and, in 
some cases, have been known to be relea 
and returned to government office. Other 
the lower end of the scale are allowed less 
than 200 g of rice a day — an indication that 
long-term prisoners on so-called level-one 
rations are eventually expected to die. One 
North Korean, now resident in Japan, told 
researchers that most of the inmates in this 
category starved to death within two years. 

North Korea is also believed to be con- 
tinuing its long-standing policy of shifting 
supposedly unreliable communities away 
from areas near the demilitarised zone (DMZ) 
to remote villages farther to the north. The re- 
port estimates that by the early 1980s, more 
than 15,000 families or up to 70,000 people 
had been affected. For the most part, it ap- 
pears the exiles displace the residents of a se- 
cure village, who are either sent to other vil- 
lages or to the area near the DMZ that has been 
newly cleared. a 
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Hosti le hostages 


North Korea's draconian record is perhaps best illustrated in 


human terms by the plight of 86,363 ethnic Koreans, 6,637 accom- 
panied by Japanese wives, who were repatriated from Japan to 
North Korea between 1959 and 1982 in response to nationalistic 
appeals and promises of a bright future in President Kim Il Sung's 


4 supposedly utopian homeland. 


. Although Pyongyang assured the wives, 1,828 of whom still 


had Japanese citizenship, they could go home every two or three 


years, none has ever returned and more than 70% have never 
been heard from again. Despite appeals by relatives and the Ja- 
panese Government, Pyongyang has insisted the wives automat- 
ically became North Korean citizens and that their situation is an 
internal affair. 

_ Quoting relatives in Japan, an Asia Watch-Minnesota Lawyers 
Group study says most of the returnees and their families were 
categorised in Pyongyang’s wavering or hostile classes, given 
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poor food, clothing and housing, subjected to hard labour and 
generally treated with contempt. Some have committed suicide, 


_ the report says, while those who complained about their treat- 


ment or tried to escape to China or the Soviet Union were either 
placed in detention centres or publicly executed by firing squads. 

“We . . . live, nonetheless, we are like corpses,” the report 
quotes one of the few letters coming out of North Koreaas saying. 
“We are deprived of all freedoms, like a bird in a cage.” Added 
another:” . . . the life is one in a hell." 

- Koreans who have travelled to North Korea from Japan have 
been able to corroborate stories of political oppression, social in- 
justice and racial discrimination but they have been reluctant to 
describe all the hardships suffered by their families because of fear 
of reprisals. Itis for this reason, says the report, that the actual situ- 
ation has never been made known in Japan. 

A better existence seems to be possible only for returnees with 
an outstanding political background, or if they provide money 
and goods to the government. Many relatives in Japan are known 
to protect their relatives by doing this, either through financial 
contributions or even by providing materials such as trucks, en- 
gines and light industrial machinery. m John McBeth 


EP" 478548412254. eei 0541 in Ao ae o de A d e Él "Wm = 


WW become aware that this watch has the presence 
of an object of rare perfection. 

We know the feeling well. We experience it every time 
a Patek Philippe leaves the hands of our craftsmen. 
You can call it pride. For us it lasts a moment; for you, 
a lifetime. 

We made this watch for 
you -to be part of your 
life — simply because this 
is the way weve always 
made watches. 

And if we may draw a con- 
dusion from five genera- 
tions of experience, it will 
be this: choose once but 
choose well. 

A Patek Philippe - 
because it's for a lifetime. 


Ellipse models are available 
in a variety of 
styles and movements 
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Politicians assert themselves in policymaking 


Power to the people 


By | Paisal Sricharatchanyai in 1 Bangkok 


nder Thailand's previous quasi- 
l | democratic regime, the country's 

bureaucrats played an important de- 
cision-making role. However, their heyday 
may now be over. Politicians in the five- 
month-old, elected government of Prime 
Minister Chatichai Choonhavan are now de- 
manding to call the shots. 

Itis too soon to gauge whether this shift of 
power from technocrats to the elected repre- 
sentatives of the people will result in a net be- 
nefit to the country. But there is concern that 
less input from the technocrats may deprive 
the country of the fiscal discipline that be- 
came the hallmark of Thailand's success in 
recent years. 

Weighing against such concern is the po- 
tential for quick decision-making. The new 
political leadership's ability to ram through 
badly needed across-the-board salary in- 
creases for civil servants, which came into ef- 
fect on 1 January, and its approval of some 
important but long-delayed 
infrastructural projects have 
demonstrated the merit of 
political will over bureaucra- 
tic red tape — at least in these 
cases. 

Perhaps the most obvious 
indication of a power shift has 
been the lower profile accorded 
the National Economic and 
Social Development Board 
(NESDB), Thailand's top plan- 
ning agency. Under the govern- 
ment of former prime minister 
Prem Tinsulanond, the agency 
was dubbed the "Mafia" be- 
cause of its power to vet all key 
investment programmes. Prem 
had placed his trust more with 
the board's technocrats than 
with the politicians. Many 


NESDB members served as his advisers. 


Specialists working for such bodies as the 
NESDB, central bank and Finance Ministry 
(previously led by a technocrat) were called 
on by Prem to engineer the austerity drive 
that subsequently bolstered Thailand's cre- 
dit rating and led to its current economic 
boom. However, Prem's technocrats came 
under fire for blocking or delaying projects 
proposed by the coalition parties under 
him. 

When Chatichai assumed power in Au- 
gust 1988, there was much speculation about 
whether NESDB secretary-general 5noh Un- 
akul and his board would be replaced. But in 


"kitchen cabinet" emerges as a 
oe centre: 32. 


the event, Anuwat Wattanapongsiri, minis- 
ter attached to the Prime Minister's Office, 
who is now responsible for the NESDB, an- 
nounced that no personnel changes would 
be made. 

The agency's statutory functions as a 
planning and coordinating body have so far 
remained intact. It continues to serve as sec- 
retariat for several high-level bodies, includ- 
ing the economic ministers committee and 
the recently established committee under 
the social affairs minister. The retention of 
the NESDB's services underscores the six- 
party ruling coalition's need to draw on the 
expertise available in the government's va- 
rious apolitical agencies. 

Commenting on the latest political deve- 
lopments and their impact on the bureau- 
cracy's status, Snoh said: "What has 
emerged is a coalition of forces — rather than 





Bangkok traffic chaos: go-ahead for highway projects. 


any absolute [political] power. The coalition 
partners may still have to watch over each 
other, so the services of neutral bodies like 
the NESDB are still required." 

Snoh said that given Finance Minister 
Pramual Sapavasu's professed goal to main- 
tain fiscal and monetary discipline, his 
agency, the central bank and the Finance 
Ministry will continue working closely to- 
gether and their input in the government's 
decision-making process will be similar to 
whatit was before. 

While the NESDP's general advisory role 
may continue as in the past, its vetting power 
has clearly been lost. A month after assum- 


ing office, the new government awarded 
two large infrastructural contracts without 
consulting the agency. Held up by lengthy 
deliberations during the Prem government, 
the projects comprised a Baht 28 billion 
(US$1.12 billion), second-stage expressway 
and a Baht 7.2 billion elevated highway to be 
built above the existing highway linking 
Bangkok's airport to the city centre. The gov- 
ernment said the speedy decision was aimed 
at helping solve the capital's notorious traffic 
woes. 

The role of the economic ministers com- 
mittee — a body set up by Prem to screen 
major investment projects and policy : 
ters before their submission to the cabin 
has also been reduced. It was in this forum 
that technocrats like Snoh and former fi- 
nance minister Suthee Singsaneh faced off 
against coalition ministers over projects 
deemed by the former two as uneconomical 
or inadequately studied. 

In the first four months of Chatichai's 
government, the economic ministers com- 
mittee met only four times, or 
about once a month — in sharp 
contrast to the weekly meetings 
held under Prem. The only de- 
cision of note coming out of the 
committee's last four meetings 
was the reaffirmation of a pre- 
vious decision by the Prem 
cabinet to privatise the manage- 
ment of two new ports in south- 
ern Thailand. Large-scale in- 
vestment projects are now 
tabled first in cabinet meet- 
ings. 


overnment ministers 
( say the current decision- 

making process is 
more “well rounded" than be- 
fore and, hence, better. One 
minister said: "In the past, the 
prime minister's opinion tended to be almost 
identical with that of the NESDB." Now, he 
said, the agency's recommendations are con- 
sidered alongside opinions offered by the 
minister in charge of a given project and 
others in the cabinet. Another source of opin- 
ion comes from Chatichai's personal advis- 
ers. 

This more open consultative process re- 
sulted in a mid-December cabinet decision 
that effectively bars Thai Airways Interna- 
tional from participating in a costly, com- 
puterised reservations system unless its pro- 
posed headquarters is shifted from Singa- 
pore to Bangkok. The scheme was strongly 
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pushed by Thai Airways and backed by the 
NESDB. Airline executives are bitter over the 
decision, because they feel it will in the end 
hurt the company. 

The trend of politicians bypassing the 
technocrats has also been evident in some of 
the finance minister's actions. For example, 
Pramual recently initiated negotiations with 
a number of foreign banks over the possibil- 
ity of allowing them to open full branches 
here — amove taken without consulting the 
central bank, which controls all Thai and for- 
eign banks here. 

As part of a priority government decision 
to narrow the investment-savings gap, the 
central bank had recommended a list of mea- 
sures to encourage savings to support major 
public and private investment programmes 
for 1989. Sources said the option of allowing 
new foreign-bank branches to be opened 
here was not on the central bank's list but 
was added by Pramual. 

Although the finance minister is au- 

ised by law to grant banking licences, 
past practice usually involved prior consulta- 
tions with the central bank. Pramual has 
come under fire for entering into negotia- 
tions with foreign bank representatives with- 
out setting down a uniform criteria for open- 
ing new branches — a move some feel is not 
in the country's best interests. 

When Chatichai first took office, there 
was concern that his departure from Prem's 
non-partisan and financially austere policies 
might lead to widespread corruption. But 
there is as yet no indication that this has been 
the case. 

The only major decision to arouse con- 
troversy was the awarding by Transport 
and Communications Minister Montri 
Pongpanich of a telecommunications con- 
tract to Japanese trading house Toyo Menka 
Kaisha, despite last-minute efforts by the 
prime minister to review the deal. Two com- 
panies which lost out on the bidding — one a 
~~ t German firm, the other Australian — 

ged that the contract had been let un- 
fairly. The companies were supported by 
their respective diplomatic missions. 

Business and industrial interests are 
clearly wielding greater influence than ever 
before over the government's decision-mak- 
ing process — not surprisingly given their 
strong links to the coalition parties. This is re- 
flected in a decision to move ahead with 
Bangkok's mammoth Baht 42.3 billion Sky- 
train project, the city's firsttmass-transit sys- 
tem. 

The mass-transit idea had been bandied 
about for nearly two decades. The Prem ad- 
ministration approved it "in principle," 
though implementation was stalled because 
of his technocratic advisers' views that the 
huge investment required for this project, 
which would only benefit already-privileged 
urbanites, should instead be channelled 
into rural development and other schemes 
aimed at helping people in the’ country- 
side. 


Meanwhile, the government's new asser- 
tiveness is casting a shadow over the state- 
enterprise sector, where a string of purges in- 
volving senior managers and board mem- 
bers in at least six agencies have been re- 


ported in recent months. 
Since the government implements policy 
threugh state enterprises, personnel 


changes following the installation of a new 
administration come as no 
surprise. However, the re- 
cent purges have raised ques- 
tions about whether profes- 
sionally qualified leadership 
— which had been consi- 
dered crucial to improving 
the management of these 
mostly money-losing enter- 
prises — is being sacrificed 
for political expediency. 

Particularly. controversial 
was the sacking of the Mass 
Communication Organisa- 
tion of Thailand (MCOT) direc- 
tor by Chalerm Yoobam- 
rung, minister attached to the 
Prime Minister's Office, and 
the former's replacement by 
Chalerm's own party secretary-general. 
There was also an uproar over the dismissal 
of a popular private group under contract to 
produce and present a news programme on 
MCOT's Channel 9 Tv station. 

More recently, Science and Technology 
Minister Prachuab Chaiyasan sparked a 
storm by dismissing seven of 11 board mem- 
bers at the Thailand Institute of Scientific and 
Technological Research (TISTR), a state enter- 





Pramual: disc 


prise under the minister's control. Because a 
legal provision cited in the dismissal order 
implied a case of serious misconduct, the dis- 
missal prompted bitter protests by those af- 
fected, all of whom are well known in their 
respective fields. 

The incident underscores a simmering 
conflict between the TISTR director and its 
board chairman. Inside sources said the 
board was scheduled to in- 
vestigate a list of charges of ir- 
regularities against the direc- 
tor in mid-December. But the 
investigation was aborted 
with the dismissal order, 
which came three days be- 
fore the probe was due to 
bool 
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"This initial period of chaos 
involving the new political 
power-brokers and the state- 
enterprise sector is expected 
gradually to give way to 
| some semblance of order. As 
É the country's party system 

matures, the political leader- 

ship will want to exert greater 

control but, at the same time, 
it is also expected to become more concern- 
ed with the various enterprises’ perform- 
ance. 

“Ministers will have to be more careful in 
appointing managers to enterprises under 
their jurisdiction," a senior Government 
House source said, “because public punish- 
ment, resulting from unscrupulous appoint- 
ments or bad choices, is most feared by all 
politicians." » 
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The government faces up to a brain drain crisis 


Losing the cream 


omy is making greater demands than 

ever for a more efficient government 
bureaucracy, an increasingly serious brain 
drain from the government to the pri- 
vate sector is further undermining its 
strength. 

The problem is particularly striking 
among the government's best educated. 
Unofficial estimates suggest that about 45% 
of those leaving hold master's and doctoral 
degrees — a group comprising just more 
than 3% of the civil service. "This means we 
are losing more and more of the bureau- 
cracy's cream," warned Civil Service Com- 
mission (CSC) secretary-general Samran 
Thawarayusm. "Unless the trend is re- 
versed, we could be in for some serious prob- 
lems." 

Overall, among the country's roughly 1 


J ust as Thailand's rapidly growing econ- 


million civil servants — including the police 
— plus another 240,000 “temporary” gov- 
ernment employees, the annual turnover 
rate remains constant at just under 1%. 

The reasons for the brain drain are clear. 
A qualified, middle-ranking civil servant 
with a master's or doctoral degree earns Baht 
5-7,000 (US$200-280) a month, while his 
counterpart in a large state enterprise might 
make two to three times that amount or 
seven times the amountin the private sector. 
Many of those leaving the government also 
seek to escape a lacklustre system where 
promotions tend to be based more on senior- 
ity and nepotism than on merit. 

Another shortcoming of the system has 
been the absence of a coherent manpower- 
development programme. As a result, there 
has been uneven personnel allocation, with 
asurplus of qualified officials available to per- 


torm one task and a shortage of such officials 
to perform another. Although many govern- 
ment offices are equipped: with comput- 
ers, for example, few officials are com- 
petent to exploit fully the technology's po- 
tential. 

Traditional Thai respect for the govern- 
ment once drew large numbers of capable 
people into the civil service — mostly from 
well-to-do families who were attracted by the 
prestige of serving the government and were 
less concerned with pay. But more 
materialistic values, coming on the heels of 
the country's economic success, have caused 
a subtle change in attitude towards a career 
in government. 

This change in attitude is reflected in the 
number of bright, young recipients of the 40 
to 50 annual Csc and King's scholarships — 
much sought after in the past — who choose 


to withdraw from the programmes before 
completion. Such withdrawals, almost un- 
heard of in the past, are believed to be 
linked to the requirement that the young 
scholars must serve the government for a 
specified period on completion of their 
studies. 

Given the huge income disparity be- 
tween the public and private sectors, a gov- 
ernment decision to increase civil servants' 
salaries across the board effective this month 
may be too little, too late. The last major sal- 
ary increase was in 1982. Total inflation over 
the seven years since then tops 20%, far out- 
stripping the average 12% salary increase 
just put into effect. 

A sharp demand for middle-level execu- 
tives in the private sector, spurred by an in- 
flux of foreign investment over the past two 
years, is likely to aggravate the brain drain. 
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Bureaucrats eye Chatichats advisers with suspicion 


The kitchen cabinet 


where the traditionally strong voices of 

government technocrats now carry less 
weight than before, Prime Minister 
Chatichai Choonhavan’s “kitchen cabinet" is 
emerging as a potential power centre. 
Chatichai's “six-plus-one” group of advisers 
— comprising six academics and his son — 
now finds itself vetting selected investment 
programmes and policy matters. 

The kitchen cabinet's role in shaping po- 
licy surfaced recently during the administra- 
tion's handling of two major issues. The 
group is understood to have been behind a 
12 December cabinet decision barring Thai 
Airways International from participating in a 
regionwide, computerised reservations sys- 
tem, known as Abacus, unless it is head- 
quartered in Bangkok. Before the decision, 
Thai Airways had pushed hard for a Baht 1 
billion (US$40 million) investment in the 
scheme, which was tobe based in Singapore. 

Also in mid-December, the group was 
credited with being partly responsible for a 
toughened government stance on trade and 
intellectual-property protection negotiations 
with the US. 

In the case of Abacus, the group's mem- 
bers argued that the system should be head- 
quartered in Thailand as part of a more am- 
bitious scheme to establish an "offshore" 
data-processing zone here (REVIEW, 5 Jan.). 

On the trade issue with the US, the group 
took the position that the Thai Government 
should leave various options open pertain- 
ing to computer software and pharmaceuti- 
cal patents, rather than making any firm 
commitments now in these areas as Wash- 


I n a broadened decision-making process, 





ington has demanded. Although the 
toughened Thai stance was expected to re- 
sult in a cutback in US generalised system of 
preferences benefits for Thai exports, the 
move appealed to nationalistic sentiments 
and became popular. 

The Kitchen cabinet's influence should 
not be over-rated. Like the group's advocacy 
of a rapprochement with Indochina, its 
stands on such issues as Abacus and Thai-US 
trade happened to correspond with those of 
the prime minister. If there had been no com- 
monality of views, the group's decision- 
making role may have appeared less promi- 
nent. 

The group's very existence, however, re- 
flects a desire to widen participation in the 
decision-making process, which is in line 
with the country's maturing political pro- 
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Thai International aircraft of Bangkok: advisers block Abacus link-up. 


But those in the civil-service leadership are 
not entirely without hope. 

Prime Minister Chatichai Choonhavan, 
who has taken a personal interest in improv- 
ing bureaucratic efficiency has, among other 
things, instructed the CSC to establish an in- 
stitute to train senior government adminis- 
trators. More important, a comprehensive 
manpower-development programme — the 
first master plan of its kind for the bureau- 
cracy — was expected to be presented to the 
cabinet for approval soon. 

The new plan calls for a coordinated, sys- 
tem-wide approach, whereby all ministries 
would have to effect immediate measures to 
improve efficiency, link promotions to merit 
and estimate long-term manpower require- 
ments so that the educational system can be 
geared to civil service needs. 

B Paisal Sricharatchanya 


cess. "The bureaucrats or technocrats shc `` 
no longer be given the sole say," said 
kitchen cabinet member, adding: “All issues 
of national importance should be carefully 
weighed with input from the outsiders be- 
fore a final decision is made." 

Enjoying a hotline to the prime minister, 
the group is supposed to serve the dual func- 
tion of screening relevant issues and for- 
mulating advice for Chatichai — as in the 
case of Abacus — or taking up subjects as- 
signed by him. The group regularly screens 
the myriad items tabled at weekly cabinet 
meetings. 

Group members say their role is strictly 
advisory and hence should pose no threat to 
the bureaucracy's administrative function. 
Because their resources are limited, any vet- 
ting of investment programmes or policy 
matters is possible only on a selective basis, 
they assert. 

But the group's activities — even its very 
presence — have caused resentmentin some 
bureaucratic circles. The resentment st 
from the perception among some bun 
crats that their once exclusive domain is 
being invaded by outsiders. 

B Paisal Sricharatchanya 
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FOREIGN RELATIO 


India follows up after China/Pakistan talks 


Down to details 
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moved quickly to maintain the momen- 

tum for normalisation of relations gener- 
ated by his visits to Pakistan and China. 
Steps are now under way to activate the 
moribund Indo-Pakistan joint commission 
on economic and cultural relations. and 
to begin a dialogue with China on the 
Sino-Indian border dispute and economic is- 
sues. 

Gandhi has told his cabinet colleagues 

i senior government officials that both 

<istan and China sincerely desire normali- 
sation at the earliest time. Meanwhile, Minis- 
ter of State for External Affairs Natwar Singh 
told Indian reporters that Gandhi's foreign- 
policy initiative would not just affect India’s 
bilateral relations, but would have a positive 
impact on Asian regional politics. 

Gandhi was back in New Delhi on 4 Janu- 
ary, where he instructed officials to finalise 
composition of the two Sino-Indian joint 
groups on the boundary issue and economic 
relations. He told colleagues that his China 
visit had been a turning point in bilateral rela- 


[re Prime Minister Rajiv Gandhi has 


tions and had created significant potential for 
expanding and diversifying cooperation. 
Natwar Singh is to guide the boundary 
group, while Commerce Minister Dinesh 
Singh will be the main delegate for the eco- 
nomic group. 

During his Islamabad visit, Gandhi and 
his Pakistani counterpart Benazir Bhutto 
agreed to make the long-inactive Indo-Pakis- 
tan joint commission the instrument for 
promoting trade and other economic ties and 
cultural relations. The agreement on cultural 
cooperation signed during his visit to Pakis- 
tan provides for reciprocal facilities for stu- 
dents and a mechanism to work out mutual 
recognition of each country's university 
qualifications. The agreement provides also 
for the exchange of publications and elec- 
tronic media programmes, currently not al- 
lowed across the border, with the important 
provision that textbooks should not contain 
any misrepresentation about the two coun- 
tries. 

On the military front, confrontation con- 
tinues on the Siachen glacier, despite four 
meetings of defence secretaries over the past 
couple of years. A proposal explored at Is- 
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Chinese immigrants are not opposed like Vietnamese 


A double standard 


By Emily Lau in Hongkong 


hile many Hongkong Chinese 
W protest against the government 

providing temporary asylum for 
Vietnamese refugees arriving in the territory, 
few have objected publicly to 
the 27,500 mainland Chinese 
who are permitted to settle here 
permanently each year. In addi- 
tion, Hongkong played host 
to more than 355,000 mainland 
visitors last year, an increase of 
almost 100,000 over 1987, Im- 
migration Department figures 
reveal. 

The past few years have seen a marked in- 
crease in the presence of mainland Chinese 
in Hongkong and more are expected to ar- 
rive as the territory gets closer to 1997, when 
it will become a special administrative region 
of China. However, the fact that few people 








have expressed alarm about the large num- 
bers of Chinese arrivals does not necessarily 
mean they welcome the mainlanders with 
open arms. 

No surveys have been conducted to test 
public attitudes towards the newcomers 


Visitors from China 2 ers." i 
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from China, but many here — especially 
those who have come from the mainland 
themselves — say privately that they are not 
eager to see fellow countrymen allowed in, 
except for immediate family members. 

The lack of fuss over the Chinese arrivals 


lamabad for total disengagement was. 
stillborn. But the defence secretaries are due - 
to meet again soon to work out a monitoring» 
mechanism for troop deployment on both 
sides, indicating that at least in the short ^ 
term, agreement has been reached to treat 
Siachen, in disputed Kashmir, asa no-marn's : 
land. The troops on the glaciers have been in- 
structed to resolve local differences on the 
spot when possible. According to India, 
Pakistan has agreed not to make any attempt | 
to dislodge the Indian troops from their posi- 
tions on the glacier and to await the outcome - 
of the defence secretaries’ talks. 

The Indians also believe there will in fu- 
ture be more cooperation from Pakistani bor- 
der guards in preventing Sikh terrorists 
crossing the border. The Indians are cur- |. 
rently examining the feasibility of joint pat- T 
rolling of the border. E 

The next meeting of the Indo-Pakistan 
joint commission, due soon, is expected to 
agree to concrete steps to give effect to there- < 
cently concluded cultural agreement and to 





discuss steps for promoting trade. Under the a 


late president Zia-ul Haq's regime, expan- 
sion of trade was agreed on, but that coin- . 
cided with the installation in Islamabad of 
then prime minister Mohammad Khan 
Junejo's government. Playing up fears in 

Pakistani business quarters of Indian indus- 
try swamping Pakistan's markets, the re 
gime had blocked the agreements im- 

plementation. India informally has said that... 
it is quite willing to let Pakistan set the pace .. 
for improving trade relations. " 


reflects the Hongkong Government's policy. 
of allowing controlled, legal immigration... 
from the mainland. Unlike the case of the — 
Vietnamese refugees, where the govern- - 
ment as well as lawmaking Legislative Coun- 
cil members Rita Fan and Hui Yin-fat stirred 
up anti-Vietnamese sentiment in a bid torid 
the territory of a financial burden, the gov- 
ernment plays down the mainland influx. - cus 

When the issue of Chinese arrivals is 
pitched against the Vietnamese refugees, it. 
becomes a racially charged one. The general 
attitude, as expressed in radio phone-in 
programmes and elsewhere, is that Hong- 
kong should look after the Chinese and stop 
wasting money on "foreign 























director, said in an inter 
view that the government is 
satisfied with an’ agreement 
it reached with China in 
1982 which allows 27,500 “one- 
way exit permit holders” to 
emigrate to Hongkong from 
China annually. Hundreds of thousands o 
Chinese are waiting to settle here under th 
agreement, many of whom have family i 
the territory. Given the quota, many mus 
wait for 10 years or more. Yeung sak 


— Chinese authorities, conscious of the terri- 
^. tory's population problems, have never ex- 
-.. eeeded the quota. 
.  Inadditionto these legally sanctioned im- 
migrants, there isa steady flow of illegals. Itis 
= difficult to estimate how many illegals are 
- able to remain in Hongkong, but about 
-< 20,000 are apprehended and repatriated 
each year. The illegals are not severely 
. punished upon their return to the mainland 
and many try again and again to escape to 
. Hongkong. Some illegals, unable to work 
without a Hongkong Government-issued 
dentity card, contribute to a growing crime 
problem here. 
— Newspaper editors have on occasion pri- 
vately urged the Hongkong Government to 
push the Chinese to penalise the returnees 
more harshly as a deterrent. But the govern- 
ment points out that should the illegals face 
harsh punishment upon their return to 
. China, a case could be made on humanita- 
¿rian PE to allow them to remain here. 

















This argument is used in defence of the 
British Government's policy of allowing 
Vietnamese refugees to remain in Hong- 
kong temporarily, though the British have 
been negotiating a refugee repatriation 
agreement with Vietnam. 

More than 355,000 mainlanders came to 
the colony in 1988 as visitors. Chinese citi- 
zens must have government approval to go 
abroad — even to Hongkong. About 64% of 
those who visited last year came on "two- 
way permits" issued by the Chinese au- 
thorities. Such permits are issued to tourists 
or to people visiting relatives here. 

Yeung said holders of two-way permits 
are treated like non-Chinese foreigners hold- 
ing passports from countries which do not 
require visas for Hongkong. Such people can 
stay for up to three months. Of those main- 
landers arriving on two-way permits last 
year, nearly half came on organised tours. 
In 1987, 244 two-way permit holders were 
arrested for working illegally in Hong- 
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. Infig ohting shakes a C. hinese National F oni partner 


Cracks in Gerakan 


v By Suhaini Aznami in Kuala Lumpur 


"d nother component of the ruling Na- 
Du A tional Front coalition, the Gerakan, 
ae, has succumbed to the country’s en- 
-demic internal political bickering. Ideologi- 
cally multiracial but in composition the coali- 
. on's second-largest Chinese party, the 
_ Gerakan is now trying to assess the damage 
of a spate of resignations by party leaders 
and members. 
<- The Gerakan lost hundreds of members 
to its rival, the Malaysian Chinese Associa- 
tion (MCA), from two Gerakan branches in 
enang last November following the suspen- 
sion and subsequent resignation of Penang 
party stalwart Datuk Khor Gark Kim. Party 
sources said Khor had harboured ambitions 
‘ succeeding Gerakan adviser Lim Chong 
Eu as Penang chief minister and, in his haste, 
tried to knock down potential rivals. 

. Then on 10 December 1988, one of Gera- 
kan's three vice-presidents, Datuk Michael 
Chen, defected back to the party he left about 
eight years ago — also because of thwarted 
ambitions. And on 3 January, but under dif- 
ferent circumstances, the party's deputy pre- 
sident, Datuk Paul Leong, resigned from his 
postofeightvearsbutnotfromthe party itself. 

. Leong's move is the most serious blow to 
the party. However, Gerakan leaders were 
quick to point out that his action was not 
prompted by factionalism. "I have the high- 
est respect for Paul," party president Datuk 
Lim Keng Yaik said. "His contribution and 






















integrity hasbuiltuptheimage of Gerakan so 


that the people who come later have to live 


up toit." 

Leong, a man of moderate views and 
quiet honesty, gets on well with Malay lead- 
ers in the cabinet. Members of parliament 
from both sides of the floor remember him as 
the backbencher who, in keeping with the 
Gerakan's role as the "conscience of the Na- 
tional Front," spoke up against controversial 
Official Secrets Act amendments in 1986 and 
only then, bowing to a convention of joint 
responsibility, voted to support the bill. 

He was a vigorous primary industries 
minister until 1986, when Lim Keng Yaik ac- 
quired the portfolio. If Leong felt slighted at 
the time, he hid it with grace. Thereafter, he 
continued his own work in international 
trade and was appointed chairman of 
Malaysia's Gatt negotiating committee on 
tropical products and, more recently, as 
chairman of the Asean Group of 14, an eco- 
nomic-cooperation body. 

Leong gave these duties — they had kept 
him abroad for four or five months in 1988 — 
as his reason for resigning. Given that Lim 
had also spent months away selling Malay- 
sian commodities, he said he did not want 
party members to feel shortchanged or for 
other politicians to think that Gerakan's lead- 
ers did not have enough time for the party. 

Leong said he had been phasing himself 
out of politics for several months now. For 
the first time in 14 years, Leong could not at- 
tend a party assembly on 26 November 1988 


kong. Last year, the figure rose to 681. 

The other 124,948 visitors came to Hong- 
kong on Chinese passports. These people re- 
quire visas from the Hongkong authorities. 
There are four kinds of Chinese passports. 
Senior government officials and communist 
party cadres travel on diplomatic or official 
passports. Others use ordinary Chinese 
passports, which are divided into those is- 
sued for official purposes and those for pri- 
vate use. The former are used by Chinese 
sent here on official business. The latter are 
for citizens who come here to work or to 
study. 

Yeung said visa applications from main- 
land Chinese are normally approved be- 
cause the Chinese have a good record for not 
over-staying. In 1987, there were 796 over- 
stayers. For the first 11 months of 1988, there 
were 1,107. Yeung said the numbers of over- 
stavers are small when compared with the 
number of arrivals, but they constituted 40% 
of all overstayers. 


because of his Gatt duties. For now, he will 
remain as MP for Taiping but this will be his 
last term, he said. 

His departure from the party hierarchy 
means that members must now set up a new 
line of succession. Two logical candidates are 
a staunch ally of Lim Keng Yaik, party secret- 
ary-general Kerk Choo Ting, or Kerk's dep- 
uty, Datuk Alex Lee. Lee has hinted that the 
post need not go to the most senior in line. 
The party could promote some younger 
leaders — as Leong himself had hinted when 
he said he was making way for younger lead- 
ers — to provide Gerakan with a continuity 
that seems to be missing in some of its coali- 
tion partners. 

The Gerakan is keen to capitalise on the 
MCA's present weakness, having long chaff- 
ed at playing second fiddle to it. One vital 
step is to improve the party's multiracial 
image by enlarging its non-Chinese me 
bership. But party leaders also realise thatt 
Gerakan suffers from some of the same 
handicaps as the MCA. If a general election 
were called now it would fare as badly as the 
MCA concur insiders. 

Even in years when popular support for 
the National Front has been strong, only 40- 
60% of rural Chinese voters and 30-40% of 
their urban cousins voted for the ruling coali- 
tion, Kerk said. And the Gerakan's base is 
Penang, an independent-minded northem 
island that refuses to live in the federal capi- 
tal's shadow. 

Since component parties go to the polls 
on a joint National Front ticket, election per- 
formance depends very much on how the 
Malays vote, Kerk pointed out, underscor- 
ing the fact that in a number of mixed seats 
coalition components have relied heavily on 
Malay support. With the split between the 
old and new configurations of the dominant 
United Malays National Organisation, its 
partners are also feeling squeezed. = W 


“To think we almost made a gift of it.” 


"It's the thought that counts." 
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From February 3rd to Sth, the first World Qualifying Tournament of the Dunhill Cup will be played 
over the challenging Serapong Course, Sentosa Golf Club, Singapore. 

The greatest players from 24 nations will compete for a place at the $1.3 million Dunhill Cup 
held at St. Andrews, Scotland from September 28th to October 1st 1989. 





Everything that carries the Dunhill name has to be the best of its kind. 
It has to have a lasting beauty and be both useful and dependable. Dunhill has become a hallmark 
not just of inherent British values but of quality the world over. 
Dunhill fashion and accessories for men. 























DEREK DAVIES 


Traveller’s Tales 


hatever the verdict of history on 
the pre-war, war-time and 
post-war roles played by the 
late emperor of Japan, nigh on 
everything that can be written about his life 
at this stage has been or is being written. 
Whether the new Emperor Akihito 
wishes to steer the Japanese monarchy into a 
more active and popular role, enjoying great- 
er contacts with his subjects, or whether he 
opts to remain a remote symbol of many of 
the forces which have held Japan society to- 
gether through the traumas of the past six 
decades, I trust that the task of modernising 
the Imperial Household will be high on his 
x priorities. 
staffed by aristocrats on a hereditary basis 
and by what appears to be a selection of the 
more obscurantist bureaucrats, the house- 
hold is a stickler for the most convoluted pro- 
tocol. My own occasional dealings with it as a 
journalist left me baffled and alienated, but 
on an important national level, it is the 
household's jealous guardianship of the gulf 
between the emperor and his people that 
helps promote the rightwing nationalism 
which scares so many Japanese and foreign- 
ers, while its inability to make any decision 
— even to obtain the best or act on medical 
advice — seems unnecessarily to have 
lengthened the suffering of the late emperor. 
The household deliberately keeps full the 
moat around the palace, preserving its in- 
habitants’ separateness as kami, or god-like 
spirits, preventing them from functioning — 
even royally — as human beings, and reduc- 
ing their capacity to relate either to Japanese 
caciety or to any wider audience. The sad- 
thing in accounts of the late emperor is 
that so many are agreed that the highlight of 
his life was the time he spent abroad. 





Thank goodness Murdoch did not take 
over the REVIEW; this was the parochial head- 
line in his “quality” Oz paper The Australian: 


The Son of Heaven 
who presided over 
bombing of Darwin 


I suspect that I may have been somewhat 
Scrooge-like last week in my liverish com- 
ments on the “idiotic, meaningless and ex- 
pensive custom” of exchanging seasonal 
greetings cards. In fact, as] admitted, they do 
provide a useful way of keeping in touch 
with distant friends these days, as the more 
civilised custom of exchanging news, views 
and intimate feelings in voluminous per- 
sonal letters is dying — despite the enorm- 


ously increased ease of communications. 

I tend to brood sadly and enviously over 
the large volumes of the collected letters of so 
many of the great and the gifted, from 
Mozart to George Bernard Shaw, who man- 
aged by letters, until recently hand written, 
to maintain close personal relationships with 
a whole network of families, friends, profes- 
sional colleagues and even with people they 
had never met. Such collections are not 
made up of notes of the “Yours-in-haste” 
variety: there is so much of great literary 
worth, wisdom and wit in such pages. And 
yet the companion collections of their real 
works — whether music, plays or whatever 
— also occupy forbiddingly long lengths of 
shelving. Such energy and discipline! How 
many such exchanges are taking place 
today? I would guess relatively few, despite 
the blessing — or the curse — of word-pro- 
cessors and satellite communications. We 
can barely manage a scribbled signature once 
a year. 

And some of the Christmas cards and 
seasonal greetings we did receive were posi- 
tively heart-warming. One read: 

Dear Mr Davies, 

[know you through the REVIEW, comprehen- 
sive in its coverage and expert in its opinion with 
rare insight. 1 feel obliged to share my thanks and 
admiration for its good works with you. Looking 
forward to your keeping up the high standards | 
wish you and the REVIEW another year of success 
and prosperity. 

#2066, Kwangjoo Prison 
South Korea 


Chae Do-Sun 


Not all in South Korea were as generous in 
the months before the festive season. One of 
the large South Korean manufacturers of 
electronic goods advertised widely, includ- 
ing in the REVIEW's pages, during and after 
the successful mounting of the Olympic 
Games. Some of the ads were single-page; 
others double-page spreads: 


s Weltonie'to the Olympic Challenge ~ 
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But even on the double-page spreads, 
which featured the flags of 32 nations, there 
was one notable absentee: that of Japan. 


None of the spirit of goodwill was to be 
found on the South Island of New Zealand 
where John Stile, on a fishing holiday, photo- 
graphed a welcoming sign: 





I fear little of the Christmas spirit entered 
the heart of Paul J. Saii, who is a very, very 
important Secretary in Papua New Guinea's 
Department of Agriculture and Livestock. 
He solemnly inserted this advertisement in 
the department's staff newsletter — and | 
fear he was entirely serious: 


14 Didimag June - September 1988 


Position on the 
Secretary 


It is becoming a prevalent and a 
common practice amongst all and 
sundry to address and 
acknowledge as Departmental Head 
by my first name at the work 
place. 


When this is practised by my 
subordinates, then I considered 
it disrespectful. 


If the Prime Minister, Ministers 
and my colleague departmental 
heads can address me with either 
the title of my office or my 
surname prefixed by "MR", I do 
not expected less from my 
subordinates. 


If you are not sure how you 
should address me then the 
following would be considered 
adequate: 


Secretary 

Mr Saii 

Sir 

Boss 

Namba wan 

Tau bada 

Big man 
and other respectable names of 
address. 


Select whichever you feel 
comfortable with but not my 
first name. 


Paul J Saii 

Secretary 

Department of Agriculture and 
Livestock 





Alsoin Papua New Guinea, A. E. H. Ross 
presumed that a Highlands hotel did not like 
guests wearing rubber thongs (or flip-flops): 





In fact, it objected to Chinese triad gangs. m 


ENVIRONMENT 1 


Loss of habitat leads to endangered species 


Call of the wild 


By Brian Jeffries in Hongkong 


s Asian rainforests recede at the 

hands of man, the first casualties 

are wildlife and plant species. Rain- 

forests are the richest remaining 
source of biological diversity on earth. Al- 
though they cover only 7% of the world’s 
surface, they are believed to contain half of its 
species. And of these, a high proportion — 
estimates range from 50-75% — are to be 
found in Asia's tropical forest. 

Rainforests are home for nine out of 10 of 
the world's primates, such as monkeys and 
orang-utans, 8076 of the world's insects and 
more than half of all the 250,000 known 
species of plants. The richest reserves of this 
immense diversity of life on earth are to be 
found in the rainforests of Southeast Asia, in 
existence far longer than any others. 

The rainforests of India, Bangladesh and 
Sri Lanka have already been almost com- 
pletely destroyed. If those remaining in 
Southeast Asia continue to be consumed at 
the present rate, in 30 years most will have 
disappeared or been seriously disturbed, 
threatening the survival of those forests' 
plants and animals. Some of the world's 
most renowned biologists compare the po- 





Now that deforestation is widely re- 
garded as an ecological threat in South- 
east Asia, the REVIEW looks at the threat 
to flora and fauna. 


tential destruction with the mass extinction 
that struck the Earth 65 million years ago, 
when dinosaurs and an estimated two- 
thirds ofall other organisms were wiped out. 

Most people are only dimly aware of this. 
Only those beyond the reach of modern 
communications can be totally unaware of 
the plight of China's pandas. Many know 
that other regional species, such as the 
orang-utan, the Asian and Indian elephant, 
the Sumatran rhino and the Philippines 
eagle are similarly endangered. But only a 
few will be aware that Ridley's leaf-nosed 
bat, the flat-headed cat, the white-winged 
wood duck and the violin beetle also face un- 
certain futures. 

Farlier this year, a partial list of the Earth's 
endangered rainforest species (plants 





excuded) was published, 
based on scientific studies by 
the International Union for 
the Conservation of Nature 
and Natural Resources. In 
Southeast Asia it listed 166 
species. If the areais enlarged 
to include that encompassed 
by the Indian Ocean, the total 
rises to 291, and if the Pacific 
is also embraced, it reaches 
514. Disturbing as these figures are, they rep- 
resent only the tip of the extinction icebe 

Life in the rainforests is so rich anu 
diverse that only a fraction has ever been 
properly catalogued. Anyone who takes a 
walk in a rainforest has a good chance of en- 
countering a plant or an insect unknown to 
science. 


ccording toa report compiled by the 
US Academy of Science, a four 
square-mile patch of rainforest will 
contain 1,500 species of flowering 
plants, 750 species of trees, 125 different 
mammals, 400species ofbirds, 100of reptiles, 
60 of amphibians and 150 of butterflies. A 
study ofthe beetle populations in the canopy 
(top level) of tropical forests in Panama and 


Least disturbed by these changes are species living in the forest 


After the felling 


Conservationists would like to know to what extent wildlife sur- 
vives in logged forests and whether they can be managed in ways 
that reduce ecological damage to a minimum, while sustaining a 
profitable timber industry. No clear answers are available. But a 
recent study in Peninsular Malaysia, comparing the extent of 
. wildlife in an area of forest logged 12 years ago with that in pri- 
mary (untouched) forest, has provided some clues. 

The study for wwF Malaysia was conducted by Andrew Johns 
of the zoology department of Aberdeen University in Scotland 
and carried out in the Sungai Tekam Forest Reserve, Pahang. The 
general conclusion of the report was that the survival rate of 
species in selectively logged forest depends on how closely linked 
their existence is to particular virgin-forest conditions in the first 
place. | 

Undisturbed primary forest is typically dark, humid, cool and 
wind-free. But after the loggers move in it becomes “well-lighted, 
relatively dry, hot at mid-day and experiences greatly increased 
wind turbulence, " says the report. The amount of sunlight reach- 
ing the floor of the forest can jump from 2% to more than 90%, 
with a loss of differing temperature and humidity levels. 


canopy, such as hornbills, which have variable diets and are able 
to range over wide areas to meet their needs. Even so, the esti- 
mated number of canopy birds in the study area had declined 
from 55 to 45in the 12-year period. Most mammals, too, had reap 
peared, though Johns warns that they are so mobile itis difficult to 
assess whether their presence was directly related to partial regen- 
eration of the forest. 

Species that live in narrow ecological niches within the forest, 
however, appear to fare far worse. For instance, birds with large 
eyes used for foraging in the dim light of understorey vegetation, 
are unable to operate in the bright light of a recently logged forest. 
"These birds are characteristically short-winged and incapable 
of travelling long distances on a regular basis,” says Johns. “Since 
logging drastically alters the microclimatic conditions of the 
understorey, these are among the forest species most suscepti- 
ble." His study showed that the number of species of birds liv- 
ing in such narrow confines dropped from 22 to seven in the 12 
years. 

Johns concludes that though partially logged forests can con- 
tinue to be an important refuge for wildlife, they can never be a 
substitute for primary forests. And this underlines the need for 
the continued preservation of primary forests as national parks 
and reserves to provide a secure refuge for the region's dwindling 
wildlife and other species. B Brian Jeffries 


Peru has resulted in estimates that 
the world's rainforests may con- 
tain some 30 million species of in- 
sects alone — ortens of thousands 
per acre. 

In fact, only about 500,000 or- 
ganisms have been named in the 
tropics. But such is the state of ig- 
norance, that the experts are liable 
to quote widely differing figures. 
But Peter Raven, a botanist and di- 
rector of the Missouri Botanical Garden, who 
has done extensive research in Southeast 
Asia, says most scientists now accept that the 
number of different species of organisms in 
the tropics is around 5-10 million, though 
even these estimates may be low. 

Far more clear is the fact that life in Asia's 
rainforests, as in those elsewhere, is finely 
balanced. Once the balance is disturbed the 
effects can be profound. There are basically 
three ecological niches from the forest floor to 
the canopy, which can reach a height of 160 

ife is most dramatic in the canopy, a 
—... se and continuous layer of greenery; 700 
species, for instance, have been identified in 
a 10 ha plot in Borneo, as many as the total 
found in all of North America. 

Within the canopy live mammals, birds, 
insects, ferns and orchids, in an intricate, in- 
terlocking web. Many of the trees and plants, 
for instance, rely on birds and insects for pol- 
lination. Many of the mammals, such as the 
orang-utan, feed off the fruits of the trees, as 
do some birds. They, in turn, are the prey of 
the forest leopard and giant eagles, which 
nest in the highest reaches of the forest. 
Below the canopy, lies the understorey, 
which is far less dense and full of life. 

Finally, there is the dank, twilit humid 
floor of the forest, covered with dead leaves 
and other scraps of rotting vegetation that 
drop from the layers above. The floor of the 
forest is thin and the nutrients released by 
the decay are recycled by the trees, through a 
network of shallow roots. The forest floor is 

a fertile breeding ground for beetles, 
ants, termites and a myriad of other insects 
and micro-organisms. Because little sunlight 
reaches this far down, plant life is restricted 
and there are few large animals, though 
there is enough for forest-adapted species 
such as the Sumatran elephants and rhinos. 

“The relationship between plants and 
animals is so intricate that at least 10 animal 
species may die everytime a plant species is 
eliminated," says George Schaller, director 
of Wildlife Conservation International of the 
New York Zoological Society, who has done 
extensive research in Asia. Raven calculates 
from whatis known about the diversity of life 
in tropical forests, that over the next 30 years 
an average of 100 species a day will become 
extinct, with the rate rising to several 
hundred daily early next century. 

The conflict between conserving life in 
Southeast Asia's rainforests and develop- 
ment designed to benefit human beings was 
well illustrated earlier this year in Thailand. 





To meet the country's growing 
need for energy, the government 
proposed placing a new hyd- 
roelectric project in two adjacent 
wildlife sanctuaries near the Bur- 
mese border. Between them, the 
Thung Yai Naresuan and Hua 
Kha Khaeng sanctuaries, covering 
a total of 5,775 knv, form the 
largest protected area in Southeast 
Asia. It contains the richest re- 
maining reserves of wildlife left in Thai- 
land, including 350 species of birds, five 
species of monkeys, tigers, bears, wild 
elephants, deer and forest leopards, as well 
as the diversity of insect and plant life of 
tropical forests. 

The proponents of the plan pointed out 
that the scheme, involving a reservoir, dam 
site buildings and powerhouses, would des- 
troy less than 4% of the area. They argued 
that damage to wildlife would be minimal, as 
animals in the reservoir area would be able to 
walk to higher ground. 

Conservationists in Thailand 
and around the world were appal- 
led. They argued that the project 
would upset the entire ecosystem, 
resulting in a gradual loss of 
species through extinction. This 
would be caused by the 75 km 
long reservoir which would sub- 
merge the unique habitat of a 
small river on which many species 





rely; restrict the movements ot large animals 
who need to range over wide areas to find 
food, and fragment the species into units too 
small to persist over the longer term. 
Biologists now believe that the subdivision of 
rainforests leads to extinction and that pre- 
servation of large areas is the only guarantee 
of survival. It was these, and other consider- 
ations, that finally persuaded the Thai Gov- 
ernment to shelve the project. 

The decision was a rare victory for South- 
east Asia's conservationists. In neigbouring 
Malaysia, the state governments are for the 
first time considering detailed conservation 
strategies prepared for them by WWF 
Malaysia. If acted on with deliberation, they 
could preserve much of what is left of the 
country’s rainforests. 

Spreading this message in Asia so far has 
largely been the work of organisations such 
as WWF and Friends of the Earth, both of 
which have their roots in the West. But en- 
vironmental organisations rooted in regional 
cultures are emerging. Among 
them is the Bangkok-based 
Buddhist Perception of Nature, 
which employs religious teach- 
ings to encourage conservation. 
But whether this mounting public 
concern will be enough to pre- 
serve significant tracts of Asian 
rainforests and the rich diversity of 
life they contain, remains very 
much an open question. » 





ENVIRONMENT 2 


Last-ditch attempts to breed animals in Indonesia 


Time for a tiger 








By Victoria Butler in Jakarta 

ome scientists believe that Indonesia, 
"- with its incredible variety of marine life 
as well as its diversity of land species 
may have the richest ecosystem on the 
planet. The country's wildlife, however, is 
increasingly threatened by a rapid loss of 
habitat and the illegal bird, fish and animal 
trade. 

Indonesia houses 500 mammals and 
more than 1,500 species of birds or about 
one-sixth of the world's birds. About half of 
the bird species and 30% of the mammals are 
not found anywhere else. These creatures 
live and breed primarily in the country's 
forests which have an estimated 40,000 dif- 
ferent flora species, belonging to 3,000 differ- 
ent families. Roughly 10% of the world's 
plant species grow in Indonesia. Only Brazil 
has more. 

However, the Java tiger is gone, as is the 
Bali tiger. Two bird species, the Javan wat- 
tled lapwing and the cacrulean paradise 
flycatcher have not been seen for decades. 





The Sumatran and Javan rhino are teetering 
on the edge of extinction along with several 
bird species. Scores of other mammals and 
birds are seriously threatened. 

The Indonesian Government recognised 
the need to increase conservation efforts in 
the early 1970s, and between 1977 and 1982, 
the amount of protected land nearly tripled 
from about 4 million ha to almost 12 million 
ha set aside in more than 300 distinct reserve 
areas. Another 7 million ha of reserves have 
been approved in principle. When the new 
reserves are established about 1076 of In- 
donesia's total land area will be protected, at 
least on paper and by law. 

Environmentalists say that Indonesia is 
well on its way to establishing a good reserve 
system which includes 16 national parks. 
The country has laws protecting threatened 
species and is a member of the Convention 
on International Trade in Endangered 
Species. 

Nevertheless, the loss of habitat con- 
tinues, even in reserve areas. Indonesia's 
burgeoning population, especially on the 
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mam isidrius Of Java Må Sumatra, ıs pusning 
into the forests, threatening the survival of all 
the big mammals, including the elephant, 
the Sumatran tiger, the orang-utan and the 
rhino. 

Elephant herds once ranged up and 
down Sumatra. Although reserves have 
been set up for them, the preservation areas 
do not cover the home ranges. So, elephants, 
nomadic by nature, continually venture out- 
side the reserves, generally wreaking havoc 
as they feast on the rice fields and gardens of 
villages. Elephants killed several farmers last 
year. The government is attempting to solve 
the dilemma of how to protect the elephant 
without jeopardising man's interests by tam- 
ing the pachyderms. While generally prais- 
ing these efforts, conservationists question 
how many elephants can be maintained as 
domesticated animals. 

Life for the Sumatran tiger, estimated to 
number only 5,000, is more precarious. 
Zoologists point out that one tiger needs 





Endangeredtiger: squeezed off the land. 


about-50 km? of reserve. Some of this area 
can be overlapping, but the tiger's natural 
habitat needs are still tremendous. But the 
demand for agricultural land is squeezing 
the tiger population into smaller and smaller 
pockets of wild terrain. 

Indonesia still has about 35,000 orang- 
utans, the famous primate endemic to 
Sumatra and Kalimantan. Zoologists, how- 
ever, say the statistics can be misleading. 
They are confined to primary forests which 
are the main target of logging companies. 
Orang-utans do not seem to be able to adapt 
to changes in their environment and they die 
in coastal areas. Still, as one of the most pro- 
tected species in Indonesia, they are faring 
better than many others. 

In contrast, the Sumatran rhino, found 
only in the forests of Kalimantan, Sumatra, 
Malaysia and Burma faces probable extinc- 
tion. Numbering less than 150, this shy two- 
horned creature, the smallest of the world's 


tive rhino species, suffers the twin dangers of 
shrinking habitat and poaching. Earlier this 
year poachers killed five Sumatran rhinos in 
the thick jungles of Borneo, hacking off the 
valuable horns which are incorrectly be- 
lieved to have medicinal properties. 

Malaysia and Indonesia have both em- 
barked on captive rhino breeding program- 
mes in the hope of keeping the species alive. 
Indonesia has captured some rhinos in 
Sumatra, where their habitat is being de- 
stroyed by development, and sent them to 
the US where scientists are hoping to breed 
them. A British Zoo is also buying Sumatran 
rhinos from Indonesia for breeding. 

Proponents of these schemes say that 
poaching will soon wipe out the rhino and 
that the only way to prevent this happening 
is to remove the beasts and breed them else- 
where. Many conservationists, however, 
say that if the zoos were really concerned 
about the survival of the species they would 
put the money used to capture and transport 
the rhinos into protecting their natural 
habitat. 

Poaching is not limited to rhinos. A 
flourishing illegal trade in animals and birds 
is threatening several species including mon- 
keys, turtles, crocodiles, giant clams, fish, 
butterfiles and birds. One palm cockatoo, the 
pitch black bird with crimson cheeks that is 
native to Irian Jaya, costs US$10,000 in 
Europe. 

The famed bird of paradise may fetch 
three to four times that much. No one knows 
how many birds are smuggled out of In- 
donesia every year but environmentalists es- 
timate it to be in the hundreds of thousands. 
Government efforts at protection are ham- 
pered by lack of trained manpower and 
funds to patrol the vast archipelago. 

Ornithologists say that illegal trade in two 
birds — the salmon crested cockatoo and the 
Bali starling — has brought both species to 
the edge of extinction. The salmon crested 
cockatoo is endemic to Seram, an island 
in the Moluccas. The government set the 
legal trading limit at 7,000 birds a year since 
1984. Conservationists say that might have 
been reasonable but the illegal smuggling 
has been so rampant that they wonder if 
there are 7,000 of the shimmering pink birds 
left on the island today. 

The Bali starling, also known as the 
Rothschild's starling, is found in the wild 
only on the northwestern tip of Bali. Today, 
less than 40 of these white-crested birds with 
cobalt blue eye patches and black wing and 
tail tips survive there despite the fact that 
their natural habitat lies within the bound- 
aries of a the Bali Barat National Park. Ironi- 
cally, there are more than 700 of these birds in 
cages and zoos around the world. American 
Zoos, recognising the danger, have initiated 
a project to return the rare starling to its 
natural home. Last year, 40 breeding pairs 
from the US and two from Britain were flown 
to the Surabaya zoo. Their offspring will be 
released in the wild. DI 






Source IUCN 
Tropical South and East Asia 
Doria's Tree-kangaroo 
Goodfellow s Tree-kangaroo 
Black Dorcopsis Wallaby 

Black Forest-wallaby 

Papuan Dorcopsis 

Macleay's Dorcopsis 

Papuan Forest-wallaby 
Black-spotted Cuscus 

Stein's Cuscus 

Woodlark Island Cuscus 

Clara Bandicoot 

White-lipped Bandicoot 
Mindanao Gymnure 

Mindanao Moonrat 


Dwarf Gibbon, Bilou 
Javan Gibbon, Silvery Gibbon 
Pileated Gibbon, Crowned Gibbon 


Musang, Brown Palm Civet 
Bornean Bay Cat 

Bornean Marbled Cat 
Marbled Cat 

Flat-headed Cat 

The Asiatic Golden Cat 
Temminck's Cat 

Clouded Leopard 

Tiger 

Indian Elephant, Asian Elephant 
Malayan Tapir 

Sumatran Rhinoceros 
Javan Rhinoceros 

Babirusa 

Black Muntjac 

Fea's Muntjac 

Thorold's Deer 
White-lipped Deer 
Thailand Brow-antlered Deer 
Calamian Deer 

Kuhl's Deer 

Gaur, Indian Bison 
Banteng 


Kouprey 

Water Buffalo 

Wild Asiatic Buffalo 
Lowland Anoa 
Tamaraw 

Mountain Anoa 
Golden Takin 
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Nilgiri Tahr 

Featherback 

Asian Bo | 

Ikan Temoleh, Ikan Temelian — 

Pla Esok 

Giant Catfish 

Catfish 

Phallostethus dunckeri 

Sinarapan, Tabios 

New Guinea Plateless Turtle 
Pitted Shell Turtle 

Fly R. Turtle, Pig-nosed 

Batagur, River Terrapin, Tuntong, 


Tuntong Laut, Tao Lai, Teen Bet 
Kavalai Forest Turtle 

Burmese Brown Tortoise 
Sulawesi (Celebes) Tortoise 


(Crested Lizard) 

Komodo Dragon 

Indian Python, Burmese Python 
Scarce Bridal Snake 

Mindoro, Philippines Crocodile 
New Guinea Crocodile 
Estuarine Crocodile 

Salt-water Crocodile 

Siamese Crocodile 

False Gharial, Malayan Gharial 
Storm's Stork 
White-shouldered Ibis 

Giant Ibis 

White-winged Wood Duck 
Philippines Eagle 

Maleo 

Bulwer's Wattled Pheasant 
Edward’ S Pheasant 


patus sp. 
Ghost Walker Beetle 
Fiddle Beetle, Violin Beetie 
Lichen Weevil 
Paradise Birdwing 
Tailed Birdwing 
Ornithoptera meridionalis 
Queen Alexandra s Birdwing 
Ornithoptera aesacus 


Ypthima dohertyi persimilis 
Chestnut Rajah 

Autumn Leaf 

Leafwing (Andaman ssp) 
Pale Hockeysticker Sailer 
Neptis sankara nar 

Sasakia charonda 

Manus Green Tree Snail 


An Encounter with Tenderness. 
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Zhao Ztyang's climb to power 


Premier hagiography 


By Louise do Rosario 


espite the publishing boom in China, 
D authorised biographies of» com- 

munist Chinese leaders are still off- 
limits to mainland writers. Only two full- 
length ones have appeared so far, one of the 
late Marshal Peng Dehuai, and the other of 
Zhou Enlai. Both, in English, are propagan- 
da exercises. So while Chinese bookshops 
are filled with thick volumes of the thoughts 
of Mao Zedong, Deng Xiaoping and other 
“celebrities,” there are none about the people 
themselves. Secrecy continues to shroud the 
lives of the leaders, who live behind the high 
walls of Zhongnanhai (the residence of top 
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leaders in Peking) and travel in black 
limousines with shaded windows. 

It thus takes considerable courage for 
Zhao Wei, an unknown mainland Chinese 
writer in his mid-30s, to put together what is 
believed to be the first Chinese-language 
biography of party General Secretary Zhao 
Ziyang (The Biography of Zhao Ziyang). The 
obscure publisher, the Cultural Education 
Publishing Co., is based in Hongkong, a fa- 
vourite outlet for Chinese publications on 
such taboo subjects as Mao Zedong/s lovers 
and Chinese spies. 

In his preface the author wrote that the 
earliest and most influential biographies of 
many Chinese leaders had been written by 
foreigners. That Chinese writers shy away 
from such topics is "a matter of the political 
climate and of personal courage." He wants 
to break this "unpleasant rule" by being the 
first to write about Zhao Ziyang. 

He is unaware of The Making of a Chinese 
Premier, a biography of Zhao Ziyang pub- 
lished four years ago by an American scho- 
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Zhao: in the swim, pragmatic leader, family man. 


lar, David L. Shambaugh. Drawing on the 
standard sources of Western sinologists, 
Shambaugh's book concentrated on Zhao's 
career from 1953-80, before he became pre- 
mier. Zhao Wei's book is more complete, fill- 
ing in important gaps, particularly of Zhao 
Ziyang's pre-1953 years and his absence 
from front-line politics in 1968-71, of which 
very little is known. 

Zhao Wei's sources are internal party 
documents, work reports by Red Guards, 
confessions of officials interrogated during 
the various campaigns and other informa- 
tion not available to a foreign writer. It would 





take a skilled reader to discern how far Zhao, 
who is liberal by nature, has deviated from 
the prevailing party line, so much does the 
book quote from official, jargon-ridden 
documents. 

It glorifies Zhao as an able administrator, 
enlightened leader and reform pioneer with 
no major faults. Political constraints aside, 
upbringing and a habit of self-censorship 
make it hard for Chinese writers to see men 
in power as ordinary human beings capable 
of making mistakes. 

The book also fails to describe in detail the 
patron-client relationships Zhao had with 
Deng and Tao Zhu, Zhao's superior in 
Guangdong. Zhao enjoyed Deng's patron- 
age from the mid-1970s, and Tao's in the 
1960s. 

Still, it is worth reading for its wealth of 
biographical information. The Zhao por- 
trayed in the book conforms with what has 
been said by most commentators. He is an 
accommodating, pragmatic leader who re- 
frains from political and ideological excesses 


and always stresses the importance of pro- 
duction even under the most difficult politi- 
cal circumstances. 

He typifies the elite whose career pattern 
entailed a move from running a province or 
municipality to a post at the centre, in Pe- 
king. As a provincial party boss, Zhao was 
constantly on the road, inspecting produc- 
tion in fields and factories, and talking to 
farmers and workers about their livelihood. 
His leadership style poses a stark contrast to 
that of his present colleagues Premier Li 
Peng and Vice-Premier Yao Yilin, and other 
civilian bureaucrats who have spent most of 
their working lives in Peking. Zhao has, 
however, achieved a smooth adjustment 
from regional administration to the more 
cosmopolitan climate in Peking, a transition 
which requires skilful balancing of varied 
ministerial interests. 

Since the downfall of former party gen- 
eral secretary Hu Yaobang in early 1987, 
Zhao's political image has undergone a 
series of important changes. However, 
writer refrains from making any judgm..... 






about what are still-evolving events | 
merely repeats what is widely known. 

In the first half of 1987, Zhao was per- 
ceived as a heroic reformer standing up 
bravely to the short-lived conservative back- 
lash of anti-bourgeois liberalisation. At the 
13th party congress in October 1987, his in- 
ternational and domestic prestige rose to a 
new peak. But as inflation and other eco- 
nomic problems worsened last year, he was 
perceived by many as being responsible for 
the inflationary hyper-growth and market 
chaos. 

How has this sudden change of percep- 
tion come about? Is Zhao really the heedless 
radical reformer his critics say he is, or is he 
reaching his limits as reform becomes more 
complex? Will Zhao be able to survive if criti- 
cisms against him continue to mount? The 
book, which stops at the 1987 congress, does 
not anticipate these questions. Maybe 
a later book on Zhao — and probably one 
by a foreigner — will provide objective 
answers. a 


Quick, accurate, easy com- 


munication. That's what the UF-250 


facsimile machine is all about. 
One-touch and abbreviated 

dialling put up to 100 individual 

stations at 








your fingertips. Press a single 
button, and in as quickly as 15 
seconds* your document will reach 
its destination. Even while the 
machine is receiving, you can ready 
a correspondence for automatic 


transmission when current operation 


. ends. No waiting around. 


For the stations you call the 
most, the UF-250 is equipped 
with eight multifunction 
buttons that can each be pro- 


erammed with a one-touch dialling 





number, plus a timer setting. This 
built-in timer can activate transmis- 
sion or polling at any time around 
the clock, letting you can call it a 
day while still taking advantage of 
low nighttime line rates. 

The Panafax UF-250 — works 


overtime so you don t. 


"Transmission time applies to text data using only Ct ITT No 1 test chart. between 
same machine models at maximum modem speed. Transmission time may vary 


in actual usage 
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FUEL UP WITHOUT 
TOUCHING DOWN. 


Being far from home and low on fuel 
neednt put an end to your sortie. 

Not when you can put a Lockheed 
Hercules KC-130H tanker on station. It 
can arrive with more than 4,000 gallons 
of fuel ready to feed anything from fight- 
ers to helicopters. No other tanker gives 
you such flexibility. 

Transfer 300 gallons per minute from 


an auxiliary tank in the C-130's cargo 
compartment, or 150 gallons per minute 
from its wing tanks. Then, if necessary, 
quickly remove the aircraft's refueling 
tank and pods and convert it to a con- 
ventional transport for other duties. 
Give your squadrons greater range 
and endurance. Keep them flying with 
Lockheed's KC-130H Hercules tanker. 


= Lockheed 


Aeronautical Systems Company 


Giving shape to imagination. 
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Memories of old Peking 


Ancient Melodies by Su Hua Ling Chen. 
Universe Books, New York. No price given. 


Ancient Melodies is an ideal antidote to the 
horrors of contemporary China, be they liter- 
ary or political. It is supremely lighthearted 
and absolutely charming. The author, Su 
Hua Ling Chen (or Ling Su Hua) was born in 
the final years of China’s last dynasty, the 
10th daughter of the mayor of Peking. An- 
cient Melodies describes growing up in a 
privileged household replete with con- 
cubines, children, servants, and small 
dramas. 

Once, a terrible fight broke out in one of 
the inner courtyards between the senior 
wife and the youngest concubine, which 
« | dwith both of them "in a horrible state, 
tneir long black hair spread over their faces 
and necks . . . The powder and rouge had be- 
come mixed by tears, a patch white, a patch 
red, a patch black on their faces; if one looked 
carefully one could see many scratches from 
fingernails.” Ling did not understand the 
reason for their quarrel. She sensed her 
father had something to do withit, but when 
she saw him shortly afterwards he spoke to 
her only of the smell of wisteria and the art of 
calligraphy. She was too shy to change the 
subject. 

Ling is a marvellous storyteller, and 


paints warm portraits of the people who 
made up the world of her childhood, among 
them a poor elderly neighbour, the family 
gardener and her eccentric but good-natured 
Great Uncle. 

There was the time when the fiancé of one 
of her older sisters, who had accepted the 





1930s Peking: small dramas. 





Japan s virulent imports 


Epidemics and Mortality in Early 
Modern Japan by Ann Bowman Jannetta. 
i ton University Press, New Jersey. 
u>pə4.50. 


This book grew out of Ann Bowman Jan- 
netta's desire to learn whether the outbreaks 
of bubonic plague that periodically deci- 
mated Europe between the 14th and 17th 
centuries caused similar destruction in 
Japan. Plague failed to reach Japan, and "it is 
possible that the absence of trade in grain be- 
tween Japan and other countries prevented 
the transfer of the necessary hosts and car- 
riers to Japan." 

The epidemic diseases that were preva- 
lent in pre-modern Japan were smallpox, 
measles, dysentery and cholera — important 
epidemic diseases in all urbanised societies 
of the pre-modern world. She found that 
smallpox, the biggest killer in Japan, was en- 
demic in the country as a whole by the late 
12th century and probably earlier. 

Measles reached Japan by the 10th cen- 
tury but never became endemic in the 
countrys population of 30 million. In 


the second half of the 19th century, measles 
was still an imported disease that spread but 
soon died out each time it was introduced by 
carriers arriving at Nagasaki. Jannetta calls 
this an anomaly in the history of measles. 
How could the virus have died out in such a 
large population? One reason measles failed 
to become endemic in Japan was probably 
the distribution of its pre-modern popula- 
tion. 

Measles hit Japan every 20-30 years. The 
disease began in Nagasaki and spread east- 
ward along the coasts, first to the popula- 
tions along the major transportation routes, 
then to remote inland settlements, and fi- 
nally to the sparsely populated north. 

Dysentery epidemics are described in 
early accounts though not as frequent- 
ly as outbreaks of smallpox and measles. 
Local death records show that mortality from 
dysentery varied considerably among, vil- 
lages in the same region, which "warns 
against any general conclusion about the 
overall importance of enteric disease 
as a cause of death in early modern Ja- 
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idea of an arranged marriage, demanded 
that they celebrate it with a modern, West- 
ern-style wedding. Her mother would not 
hear of the bride wearing white — the colour 
of mourning. After much discussion, they 
compromised on a pink gown and veil. Still, 
the family had their misgivings, and the cere- 
mony did little to dispel them. A Western- 
style orchestra played an odd medley of 
hymns, military marches and funeral music 
which only served, Ling recalls, to make the 
guests “more and more depressed." 

By the time Ling went to school, China 
had become the battleground of warlords 
and the arena for a contest of influences 
among the imperialist powers; like many of 
her classmates and peers, she became in- 
volved in the student protest movements of 
the May Fourth era. But even here, she 
characteristically focuses, not on her partici- 
pation in the demonstrations, but the small 
miracle of how, in those iconoclastic times, 
she discovered the beauty of Daoist 
philosophy. 

Some years later, Ling wrote a letter to 
Virginia Woolf and the two women engaged 
in a warm and extensive correspondence. 
They never met, for the English writer was 
dead by the time Ling immigrated to London 
in 1947. Woolf's friend Vita Sackville-West, 
however, urged Ling to publish these mem- 
oirs, to which she also wrote an introduction. 
In 1953, Ancient Melodies was named by J. B. 
Priestley as "the book of the year" and read 
over the BBC by Peggy Ashcroft. Universe 
Books deserves kudos for reviving this de- 
lightful book. a Linda Jaivin 


Japan's position and relative isolation 
probably made it more difficult for some dis- 
eases to reach the islands. The only explana- 
tion for the absence of cholera epidemics in 
Japan between 1822 and 1858, when the dis- 
ease circled the world many times, is that 
"people who were infected with cholera did 
not enter Japan and contaminate the food 
and drinking water there." 

But Jannetta concluded that since "certain 
diseases failed to reach Japan despite the 
fact that foreign trade with neighbouring 
Asian countries continued throughout the 
Tokugawa period," Japan's geographical 
position and insularity must be only part of 
the answer. It seems likely that "the Japanese 
may have played an active role in keeping 
foreign diseases out of the country. For 
example, Japanese port officials may have 
tried to identify and quarantine ships that 
had visibly sick persons aboard." 

Whatever the source of Japan's 
prophylactic good luck, it is clear that the ar- — 
chipelago lost all of its “immunity” to cholera 
and some other exotic diseases when it 
opened its ports to the outside world in the 
middle of the 19th century. The epidemic of 
Asiatic cholera that ravaged Japan in 1861-62 
reportedly claimed 150,000 lives in Tokyo 
alone. m William Wetherall 


BORROWING 


Peking has reined in its foreign borrowing 


One star for debt control 








By Louise do Rosario 


hina’s foreign borrowing has 

stabilised after three years of run- 

away growth. Foreign debts grew 

by US$5-6 billion last year — about 
half the 1985-87 rate of increase — to total 
US$35-40 billion. In addition, the struc- 
ture of the loan portfolio has become heal- 
thier, with more long-term concessional 
loans. 

The improved loan portfolio is one bright 
spot in the troubled Chinese economy. 
China so far has avoided the liquidity crises 
suffered by East European countries which 
fell heavily into debt during economic 
liberalisation in the 1970s. 

But this improvement does not disguise 
the fact that China still has neither a clear 
medium-term debt strategy, nor the political 
and administrative means to execute one. 


China's debt management is still inefficient, 


despite the introduction in 1986 of a tighter 
debt-reporting system. There is no single, 
strong authority determining the appro- 
priate currencies, interest rates and maturity 
structure of the debt. 

Despite this weakness, foreign 


bankers expect China's borrowing to % 


remain at US$4-6 billion in new loans 50 


this year, though the composition 
may change. Economic austerity may 


lead to fewer commercial loans, and if 40 


the current account deteriorates be- 
cause of a widening trade deficit, 


more short-term borrowing may be 30 


needed. 

China’s foreign debt rose sharply 
from 1984-86, increasing on average 
by 32% a year, with up to 46% of it in 
short-term debt, according to the 
World Debt Tables (wpr) 1988-89. 
Rapid decentralisation of external- 
borrowing rights sent scores of 
Chinese entities overseas to borrow, 
often using the money to buy im- 
ports. This borrowing thus became 
both a cause and a consequence of the 
record trade deficits of 1985-86. 

Both the IMF and the World Bank 
warned China of the dangers of running up 
foreign debt without adequate macro-econo- 
mic controls. In October 1986, a World Bank 
mission wrote: "If China were to continue to 
contract debt at the present rate, debt would 
be a serious economic issue by the 1990s.” 

Peking took the hint, and two years of 
debt restructuring later, China's short-term 
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debt ratio has dropped to an estimated 25% 
of total debt. The sharp increase of long-term 
debt has also slowed. In 1985 and 1986, these 
loans increased by 59-60% a year, but this 
growth dropped to 44% in 1987, WDT reports. 

Despite recent reports of delayed pay- 
ments by Chinese borrowers because of the 
domestic credit squeeze, China's credit 
worthiness is still excellent. At end-1987, its 
long-term debt was only 8.176 of GNP and its 
debt-servicing ratio (debt service to exports) 
stood at 7.1%, WDT reports. 

China has yet to foot the biggest part of 
the bill, however, and Peking is not looking 
forward to 1992-95, when many of the yen, 
medium- to long-term loans and bonds ma- 
ture. Chinese economists believe that the 
debt-servicing ratio will rise to 20% — higher 
than the 15% ceiling China strives for. Con- 
tingency plans have been laid down and in 
anticipation of possible defaults, China plans 
to collect foreign exchange from the Treasury 
and local governments into an emergency 
fund for Chinese enterprises unable to repay 
foreign loans. 

WDT estimates that China’s interest and 


China’s foreign debts ‘ 
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principal payments for long-term debt will 
peak in 1991-92 at US$4-4.19 billion annually 
— a small sum compared with its US$47 bil- 
lion exports last year. Since 1980 when China 
started to borrow more, its debt-servicing 
ratio has been kept under 10%. 

Having incurred an unexpectedly high 
ratio of commercial loans in 1986, China has 


Source: World Bank 


been shopping aggressively for more conces- 
sional loans. The World Bank and Japan con- 
tinue to dominate soft loans to China, com- 
mitting US$7 billion (at end-1988) and X850 
billion (US$6.7 billion) for the period 1990-95 
respectively. Other government loans con- 
cluded recently include DM 200 million 
(US$110 million) from West Germany, £350 
million (US$622 million) from Britain, 
US$700 million from Canada, A$600 million 
(US$518 million) from Australia and US$300 
million from Italy. 

The upshot of this has been that - 
mid-1987 commercial lenders have had little 
chance to finance projects needing to borrow 
more than US$10 million, since government 
loans are always preferred. Last year, few 
bonds were issued overseas, and Sino-for- 
eign joint-venture financing, popular in pre- 
vious years, declined sharply. 


hile China remains cautious 
about how much foreign debt it 
contracts, it is still inexperi- 
enced in making sure that the 
money borrowed is well spent. Domestic in- 
vestments are in general inefficient, 
and usually rescued by the govern- 
ment when things get tough. 

External borrowing is approved 
on a rigid project-by-project basis. To 
ensure that money will be repaid, the 
potential Chinese borrower must 
show that they will earn foreign ex- 
change or have arrangements | 
another foreign-exchange ea 
entity. Foreign financiers say this sys- 
tem is inefficient compared to a lump- 
sum for several projects approach, 
and has deprived many worthy pro- 
jects of foreign capital. 

China also lacks a clear debt stra- 
tegy, the World Bank wrote in its just- 
published report, China: External Fi- 
nance and Capital. While there are one- 
year plans and long-term plans with 
general targets for foreign trade and 
loans, China has no explicit five to 10 
year debt strategy. With no medium- 
term forecast and strategy for the 
balance of payments, China could either 
end up exceeding its annual borrowing 
targets or having to contract imports drasti- 
cally. 

Furthermore, with no discernible debt- 
portfolio strategy, the report continued, 
China is running considerable . currency 
risks, and debt servicing could rapidly rise as 
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currencies fluctuate. This was the reason 
China's commercial debt ballooned in 1985. 
It happened again in 1987, when China's for- 
eign debts increased by US$4 billion because 
of the US dollar's depreciation, according to 
an international financial group. Over half 
China's debt in 1987 was non-US dollar de- 
nominated. 

China's debt-control system is also ineffi- 
cient. The People's Bank of China's State Ad- 
ministration of Exchange Control (SAEC), ap- 
pointed as the sole agency to monitor exter- 
nal debts in 1986, has the formidable task of 
monitoring debts of scores of Chinese bor- 
rowers. But as a minor political player within 
the Chinese bureaucracy, the SAEC lacks the 
political muscle to achieve a proper balance 
between national priorities and provinces' 


and enterprises’ desire to borrow to speed up 


local development. And the Ministry of Fi- 


nance wants to set up a new debt-control 
body — a move interpreted by many as an 
open challenge to SAEC's authority. 

Thereis also confusion overthe definition 
of foreign debt. China tends to omit short- 
term trade credits, joint-venture and Over- 
seas Chinese companies' borrowings, and 
other debt-like flows such as obligations 
under leases and compensation trade fromits 
portfolio. So while the World Bank estimated 
China's debt at end-1985 was US$19.3 bil- 
lion, China's estimate was US$15.8 billion. 
Discrepancies between Chinese and foreign 
estimates have narrowed recently, but the 
line between sovereign and non-sovereign 
debt remains blurred. 





BUDGETS 


...lonesia cautiously raises public spending 


Taxing targets 


\ fter three years of strict austerity in re- 


sponse to falling oil prices, Indonesia 

has opted for increased public spend- 
ing in the 1989-90 financial year. The new 
budget unveiled on 7 January was described 
by Finance Minister Johannes Sumarlin as 
"slightly expansionary," though continuing 
to reflect "selective austerity." 

But there is some concern that the 26% 
jump in government spending to Rps 36.5 
trillion (US$21 billion) will be generated 
mostly by a 60% increase in foreign aid. Gov- 
ernment sources also add that since govern- 
ment spending will overshoot its 1988-89 

t by 7%, the increase is not as large as it 
lly appears. 

Caveats aside, the new budget is re- 
garded as bigger than expected. The govern- 
ment, though stressing that problems and 
uncertainties lie ahead, is anxious to project 
the economy as "fundamentally sound" and 
"steadily moving forward." 

For the coming year, the need to demon- 
strate soundness is all the more imperative 
because the 1989-90 fiscal year coincides with 
the start of the fifth five-year plan (Repelita 5) 
during which Indonesia is projected to reach 
the stage prior to “economic take-off” in the 
mid-1990s. 

Envisaging an average growth rate of 5%, 
government planners have calculated the 
need for total investments of Rps 239.1 tril- 
lion over the next five years — 45% of which 
will be provided by the government. 

President Suharto, launching Repelita 5 
at the same time as the budget, has charac- 
terised the next five years as requiring “va- 
rious measures of solidification, consolida- 


tion, reorientation and reordering” — in 
other words, the continued restructuring of 
the economy, reducing further its depen- 
dence on oil. | 

An initial look at the coming year's 
budget demonstrates that this re-adjustment 
continues apace. The contribution of oil rev- 
enues to government receipts declines by 








Indonesia’s budget plans 


Revenues 
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Foreign lenders perceive most lending to 
Chinese enterprises as sovereign, though 
China argues otherwise. While borrowings 
by the Bank of China, the China Interna- 
tional Trust and Investment Corp. and other 
well-known government agencies are 
explicit sovereign risks, the status of those by 
provincial agencies and major Chinese en- 
terprises is less clear. Loans incurred by 
mainland Chinese companies in Hongkong 
are even more complex. As these companies 
are registered in Hongkong, they are techni- 
cally not Chinese sovereign debt. But as 
there is political support from the mainland 
to meet such financial obligations, these 
loans should be induded in the SAEC pro- 
gramme to reflect more accurately China's 
debt situation. = 


11%, with non-oil revenues increasing over- 
all by 34%. Budget revenues from the oil sec- 
tor are projected on the basis of an average 
price of US$14 a barrel, down US$2 from the 
current year. Overall, it is estimated that the 
non-oil sector will provide almost 69% of 
domestic revenues. 

While analysts are confident that the cur- 
rent boom in non-oil exports will continue, 
the projections of increased tax revenue for 
1989-90 have been met with more scepticism. 
The new budget projects a 31% increase in 
revenue from income tax and about 22% 
more from value-added tax (VAT). 

The government hopes to increase tax 
revenue from.Rps 11.7 trillion this year to 
Rps 14.9 trillion in the new fiscal year. In the 
longer term, Repelita 5 envisages increasing 
tax revenues as a share of GDP from the pre- 
sent 9% to 15% by the mid-1990s. 

These increases will be made possible by 
more efficient tax collection and an extension 
of VAT to wholesale goods and an increase in 
VAT levied on luxury consumer goods. 

In view of the current weak income tax 
base, businessmen are worried that the ex- 
tension of VAT will necessitate price rises on 
consumer goods and depress domestic ex- 
penditure. “The intensification of tax collec- 
tion will contract net domestic expenditures 
by Rps 4.1 trillion next fiscal year,” says 
economist Frans Seda. 

Another local analyst expressed fearsthat — 
the tax drive will "substantially negate In- = 
donesia’s competitive edge in some areas 
and make the country less attractive to oper- 
ate in.” Sumarlin has hinted that the cost of 
locally produced sedan cars, for example 
could increase by 30%. 

Nonetheless, there is broad agreement 
on the need to increase the amount contri- 
buted by tax revenues to the receipt side of 
the budget. Itis a major plank of the new five- 
year plan and is aimed at reducing the coun- 
try’s dependency on foreign aid. | 

Meanwhile, this prospect looks as distant 
as ever, with an estimated 58.295 increase in 
foreign aid receipts in the new budget, ac- © 


counting for almost half of governmentrev- .- 








enue. On the expenditure side, 
foreign aid accounts for margi- 
nally more of the development 
budget (8675) compared with 
the current year (80%). 

Indonesia's debt obligations 
once again dominate the expen- 
diture side of the new budget. 
Although slightly down on the 
current year's 52.9%, over US$6 
billion or 51.6% of routine ex- 
penditure is earmarked for ser- 
vicing the debt. This will have 
an adverse effect on the current 
account deficit, which is pro- 
jected to rise from US$1.94 bil- 
lion this fiscal year to US$2.44 
billion in 1989-90. But the gov- 
ernment does predict a slight 
fall in the debt service ratio, from 35% 
in the current fiscal year to 33% in 1989- 
90. 

Debt obligations notwithstanding, the 
government has, as expected, found the 
means to give the country's estimated 4 mil- 
lion civil servants and members of the armed 
forces a 15% pay rise — the first rise in four 
years. Wages have effectively declined by 
anywhere between 25% and 30% owing to 
inflation over the past four years. Just how 
much of this increase will be affected by the 
drive to increased taxes, possible price rises 
due to VAT and the removal of fuel subsidies, 
remains to be seen. Sumarlin has ruled out 
an increase in fuel prices because of lower 
input prices of oil at the refineries. 

The government's commitment to great- 
er public spending, despite the obvious dif- 
ficulties in finding the funds, reflects an 
awareness that Indonesia faces an urgent 
employment problem in the medium term. 

Recent figures have shown that almost 
half the country's present workforce of 75 
million is employed for less than 35 hours a 
week, or has no job at all. And at present 
rates of population growth, the labour force 
is projected to grow at more than 275 a year. 

"Creating enough productive jobs for al- 
most 12 million newcomers in the labour 
market in the next five years is a difficult but 
necessary job," said Saleh Afiff, minister of 
national development. After considerable 
lobbying by concerned officials, it appears 
the task oftackling employment has been en- 
shrined as a major priority in Repelita 5. 

However, in the short term, Indonesia's 
development budget remains very much a 
product of the generosity shown by the 
country's donors. Development expendi- 
ture is projected to increase by an impressive 
47% over the current fiscal year. The govern- 
ment almost certainly felt it had to boost de- 
velopment spendingin the first budget of the 
new five-year plan. Of this, though, only 
Rps 1.8 trillion comes from government sav- 
ing, the rest from foreign aid. 

The government denies that the provison 
of counterpart funds in regional develop- 
ment programmes is being squeezed. The 


Rubber workers: urgent unemployment problem. 
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Ministry of Public Works recently an- 
nounced, for instance, that it will limit the 
total of foreign loans offered on specific pro- 
jects for the coming fiscal year because of its 
limited counterpart funds. 

“The government is concentrating on the 
provision of health and infrastructure” said 
Saleh Afiff, adding that the new budget re- 
flects a reduction in emphasis on govern- 
ment help for the industrial sector in order to 
stimulate private sector involvement. 

Despite what some might see as a precari- 
ous situation, the government is confident 
that its policy of careful management and 
prudent spending rules out the necessity for 
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any “shocks” in the coming 
year. On the monetary front, 
President Suharto told parlia- 
ment that “we can maintain 
monetary and balance-of-pay- 
ments stability, and we will 
manage the rupiah exchange 
rate realistically in a controlled 
floating system.” 

The weak state of the rupiah 
and the ever-present threat of a 
downturn in oil prices hover 
over this budget as they did the 
last. Oil prices reached a near re- 
cord low of US$11 a barrel in Oc- 
tober, though government 
sources say that an average of 
about US$15 a barrel obtained 
for Indonesian oil through the 
year and greater-than-expected support 
from foreign donors will help make the 
budget this year. 

Economists point out that even tho 
Indonesia is holding its own and impres: 
donor countries, it is still failing to reach 
growth targets of around 576. In 1987, GDP 
growth was officially recorded at 3.7%. The 
figure for 1988 is conservatively estimated at 
less than 4%. The new five-year plan projects 
annual growth at 5% over five years, a figure 
that some feel may not be high enough to 
solve such problems as unemployment. 
Moreover, at this stage, even 5% looks like an 
elusive target. a 
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LABOUR 


Hawke government's fate hangs on deal with unions 


The power brokers 





By Michael Malik in Sydney 
\ rash of strikes over the Christmas and 





New year holiday period were a 

routine affair for the Australian pub- 
lic. But for the Labor Party government of 
Prime Minister Bob Hawke they were por- 
tents of a serious problem in the short term 
and chilling reminders of the long way Aus- 
tralia has to go to become competitive in 
world markets. 

This year may well be a turning point. 
The fate of the Hawke governmentis likely to 
depend on a successful wage-tax deal with 
the trade-union movement. The future of 
Australia’s economic growth and competi- 
tiveness in the Asia-Pacific area also de- 
pends on forging a new era in industrial rela- 
tions. | 

The air of an impending crisis was 
heightened on 30 December when an ana- 
lyst from the New York investment agency 
Moody's said that if the wage-tax deal did not 
work and the economy continued on its pre- 


sent path, the country's credit rating m 
be reduced from its present AAT. 

Already, the seriousness of the situation 
has led the two leaders of the powerful Aus- 
tralian Council of Trade Unions (ACTU), 
Simon Crean and Bill Kelty, to make Hawke 
and his treasuer, Paul Keating, an unpre- 
cedented offer: a new approach to wage ne- 
gotiations which would seek an increase in 
living standards from a package of taxes, be- 
nefits and productivity-related wage rises, 
abandoning for the first time any linkage 
with the cost of living. 

The danger now is that Keating, facing 
unexpectedly bad trade figures and higher 
than expected inflation (REVIEW, 10 Nov. 
'88), is going to renege on his promise of a 
substantial personal tax cut. Keating's esti- 
mate of a A$9.5 billion (US$8.2 billion) trade 
deficit for the 1988-89 fiscal year looks 
beyond reach, with a near A$4 billion deficit 
after the first quarter. And with the inflation 
rate reaching 7.3% in October last year, the 
4.576 target for 1988-89 also appears in doubt. 


The four-year high value of the Aus- 
tralian dollar — mainly due to high 
interest rates — is hurting exports and 
making imports cheap. 

Both the government and the 
ACTU are committed to increasing the 
flexibility of the workforce by remov- 
ing union restrictions on hours 
worked and ^who does what," and 
by retraining to raise the job mobility 
of the workforce. The crunch may 
well come in coal mining, where 
strikes over the past six months have 
reflected last-ditch union resistance 
against efforts to establish seven-day 
working. 

It is widely recognised that Aus- 
tralia must move away from its tradi- 
tional high dependence on com- 
modities into higher value-added 
processed and manufacturing ex- 
ports and services if living standards 
are to be maintained and improved. 

And a key to competitiveness in 

ie areas and in Australia's targeted 
markets in important in the long run, 
however, is finding a cure to the low 
productivity that strikes, bans, re- 
strictive practices and other union actions 
have caused. 

The Labor government is proud of its re- 
cord over the past four years of reducing 
working days lost from strikes while at the 
same time seeing a healthy increase in the 
workforce and a growth in GDP. More than 4 
million days a year were lost under the pre- 
vious Liberal-National coalition government 
compared with current levels of less than 1.5 
million — a decline of 6276. 

The key has been the accord Hawke 
forged with the ACTU — the organisation he 
himself once led. There are few who doubt 
that a less well-trusted man in the unions 
eyes could ever have got them to accepta real 
decline in earnings. 

Unions fear a return of a Liberal-National 

ition government which could confront 
n power. 

In actual wage terms, since Labour came 
to power in 1983, average weekly wages 
have risen 33.796 from A$375.70 (then worth 
US$324) to A$502.40 (now worth US$429), 
while the consumer price index in the same 
period has risen by 43.2%. 

Even more significant and startling for 
Australian industrial relations is the rout of 
the previously all-important “relativity” 
principle — the maintenance of wage diffe- 
rentials between different sectors. In 1978, 
miners, stevedores and communication 
workers lead the wage-league table, with 
miners earning 29% more than those in 
manufacturing. Today, those in manufactur- 
ing earn 1.9% more than miners and in some 
sectors — textiles, clothing and footwear — 
the advantage over miners is 5.3%. Trans- 
port and communications hover around the 
same figure as miners, but below those in 
many other sectors. 





Breaking such patterns and holding the 
line on wages is only part of Labor's effort to 
revitalise the economy. Having rejected the 
option ofa totally deregulated labour market 
as leading only to confrontation, industrial 
legislation has been overhauled in an effort 


to reduce the number and duration of 
disputes. 

The new legislation retains the 
former concept of conciliation and ar- 
bitration, with binding decisions 
being handed down by the Concilia- 
tion and Arbitration Commission, the 
wage-fixing and dispute-setting tri- 
bunal. But a wide range of reforms 
have been introduced, aimed at re- 
ducing the number of disputes and 
settling them earlier. 

Reforms include cutting the 
number of unions through amalga- 
mations of unions with fewer than 
3,000 members and encouraging the 
formation of industry-based unions 
to eliminate demarcation disputes. 
Emphasis will be placed on trying to 
resolve disputes before they reach the 
commission, either by seeking ACTU 
action to stop inter-union disputes or 
encouraging the inclusion of dispute 
procedures in wage agreements. 

In a major step to encourage pro- 
ductivity deals, the commission will 
have the power to certify voluntary 
union-management wage  agree- 
ments even if they are outside the wage sys- 
tem limits, as long as it believes these will be 
in the public interest, taking account of the 
state of the economy. Such agreements will 
not be allowed to be used to justify "flow-on" 
claims from other unions. a 
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TRADE 


Koreans promote brand-name products in the US 


Exporting an image 


he problem is simple enough. South 

Korea is no longer a low-cost export- 

er. Over the past quarter of a century, 
South Korea has climbed into the ranks of the 
almost-rich nations by peddling cheap tex- 
tiles and electronics, stuffed toys and other 
low-priced gizmos and widgets to bargain 
shoppers in the West. Now, rapid apprecia- 
tion of the won, double-digit wage rises in 
each of the past two years and an increas- 
ingly protectionist trade stance in the West 
herald the end of an era. 

Nevertheless, South Korean exporters in 
the US say that they expect to maintain solid 
sales growth by offering higher value-added 
products, raising unit prices, turning to third 
countries for low-priced imports and taking 
more control over their sales channels. 
“There's a gradual shift upmarket in all 
areas,” says Im Hyo Bin, president of 
Daewoo International (America). 

Growth, at least in percentage terms, is 


slowing. But major exporters are still expect- 
ing a 10-15% increase this year in exports to 
the US, which took more than 35% of South 
Korea's exports in 1988. Total exports are 
projected to increase from US$60.6 billion in 
1988 to US$70 billion this year. 

Textiles, which were overtaken by elec- 
tronics as South Korea's biggest export in 
1988, are seeing the most radical shift. Ex- 
porters are pursuing a two-pronged strategy 
of selling higher-priced, more fashionable 
clothes and importing more low-priced pro- 
ducts from third countries. Daewoo, the 
countrys best-known textile exporter, is 
bringingintothe USclothes from Bangladesh, 
Burma, Indonesia and Costa Rica. "We plan 
to expand offshore production as much as 
we can," saysIm. "Koreashouldn't continue 
its efforts in basic [textile] products." E 

Samsung is pioneering new brands and . 
selling to more exclusive stores, including 
Bloomingdale's, Saks and Macy's. It intro- 


duced two new brands in the US marketlast ^. 


year, Enrico Gelini and Crescendo, in an at- 





tempt to reduce dependence on private label 
sales. It previously had a single house brand. 
“In the future we want to sell our names, not 
just the merchandise," says Yang Ki Seh, 
general manager of Samsung America’s tex- 
tile division. 

Shipments of electronicand electrical pro- 
ducts surged almost 40% in 1988 to US$15.6 
billion, or one-quarter of South Korea’s total 
exports. However, the outlook for consumer 
electronics exports to the US is mixed. The 
general trend is towards more sophisticated 
and, hopefully, more profitable products, 
though volume growth is set to slow. 

Daewoo, which handles its electronics 
goods through a separate subsidiary, ex- 
pects sales to increase by about 25% to 
US$250 million this year. Sales growth last 
year was led by a low-tech item, computer 
monitors, which Daewoo is supplying to In- 
ternational Business Machines. Daewoo also 
introduced a new four-head VTR model last 
year, an improvement over the two-head 
model previously sold in the US. Samsung is 
adopting an aggressive marketing strategy 
in a bid to build brand-name recognition in 
the US. But it expects sales to stay flat at 
US$450 million. 

In the past, South Korean firms relied on 
US marketing companies to peddle their pro- 
ducts, which were often sold under another 
name. Now they are trying to establish their 
own brands. Both Goldstar and Samsung 
advertised heavily during last year's Seoul 
Olympics in a bid to establish their brand- 
name consumer electronics products in the 
US. Hyundai, for its part, is trying to cash in 
on the success of its cars by using similar slo- 
gans to advertise its personal computers, 
which made a splash in 1988. 

Daewoo remains the only South Korean 
firm without a brand presence in the US. Its 
lack of control over sales has hurt its car ship- 





e RCA, who sell under their own names, and boost sales of Sam- 


. sung-brand products. 


What’s in a name? 





Samsung products: heavy advertising. 


ments especially hard. General Motors' Pon- 
tiac division sells all of Daewoo's cars in the 
US. But Pontiac's salesmen "have not been 
as aggressive as we had hoped," says Im. 

South Korean companies are also enjoy- 
ing some success in selling new products in 
the US. Samsung began exporting cameras 
to the US at the end of last year, selling 
US$1.5 million worth. This year the figure is 
expected to soar to US$10 million and by 1992 
Samsung America executive vice-president 
Shin Pil Yul expects camera shipments to the 
US to reach US$30 million. Samsung is also 
aiming to capture 5076 of the US piano mar- 
ket, currently dominated by Japanese man- 
ufacturers. The company expects piano sales 
to increase from US$8 million last year to 
US$10 million in 1989. 
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The South Korean Government's stress 
on developing the machinery sector is also 
paying off. Daewoo says the US$20 million 
in machinery exports it sold to the US last 
year made it the largest South Korean export- 
er of such products. It expects machinery ex- 
ports to the US to grow to US$30-35 million in 
1989. 

Daewoo executives say that products 
such as numerically controlled lathes and 
machining centres, the preserve of Japanese 
exporters in recent years, look to be among 
the most promising. While in the past 
Daewoo primarily competed against Taiwan 
machinery products, Im says it is now com- 
peting against Japanese manufacturers. 

South Korean trading companies are also 
eager to stress that they are increasing ex- 
ports from the US to South Korea, especially 
of capital goods and agricultural and chemi- 
cal products. Shim Young Joon, president of 
Lucky-Goldstar International (America) says 
that his company will export about US$300 
million to South Korea this year and im 
only about US$80 million, the same as 
year. 

Lucky-Goldstar says that about two- 
thirds of its projected US$300 million in ship- 
ments from the US to South Korea will be 
electronic equipment, parts and compo- 
nents, much of it taking the place of Japan- 
ese-supplied products. ! 

Protectionism remains a threat, and last 
year's US trade bill has forced the South Ko- 
reans to tread even more carefully in the US 
market. Steel, Tv sets, and textiles are among 
the products already subject to import re- 
strictions. "We have to be cautious about 
making any radical changes,” says Im. “We 
are very concerned about the possibility that 
the US Government will nominate [South] 
Korea as a priority country [for trade pres- 
sure] in 1989.” = 


pects sales to remain flat this year at around US$450 million. But 
profitability should increase. Last year was the company's firs 
profitable year in the US. Noh says Samsung’s primary objective _ 


is to compete with the Japanese by selling fancier and pricier pro- 


ducts and spending heavily on advertising. 


Spending on advertising is rising to 1.5% of sales, still behind 
the roughly 2% that top Japanese companies spend. But the 
group is launching its first nationwide media campaign, targeted 
at upper—middle class buyers. 


While Samsung is still a few years away from challenging top- 
flight Japanese makers such as Sony, its competitors now include 
major Japanese mid-line brands such as Sharp and Sanyo. 

While archrival Goldstar still sells mainly to mass merchandis- 


. . Thecompany aims to have 55% of its electronics exports to the 
. US sold under its own name by 1991, compared with 40% in 1987. 
. That means spending heavily on product development, market- 
ing and revamping distribution channels. It also signals higher 
prices. Samsung says it will try to push through a 6% price in- 
crease this year in an effort to remain profitable in the tight US con- 
sumer electronics market. - 

Noh Gun Sik, president of Samsung Electronics (America), ex- 


ers, Samsung is moving into specialty audio and video stores. 
Specialty store sales are expected to be 50% of sales this year com- 
pared with only 25% in 1987. Along with that shift, Samsung is 
dropping its line of black-and-white TV sets. 

The future lies with high-definition, bigger-screen, remote- 
control TV sets and other top-range products. The company plans 
to sell four-head vTRs soon but it still lacks such products as digital 
VTRs and the large-screen TV sets that top Japanese makers offer. 

m Mark Clifford 


ECONOMIC RELATIONS 


Hongkong cassette makers accused of dumping 


EC’s video nasties 


By Carl Goldstein in Hongkong 


Ithough in recent years the US has 

been seen as the main protectionist 

threat by Hongkong, local manufac- 
turers are now beginning to suffer the effects 
of mounting trade friction with the European 
Community (EC). 

A recent spate of EC dumping charges 
has been levelled at Hongkong as well as 
other East Asian manufacturers. At the end 
of December, the EC Commission imposed 
provisional anti-dumping duties ranging 
between 8% and 59% against eight Hong- 
l video cassette and tape makers. Duties 
Y also imposed on four South Korean 
firms. 

In a potentially even more damaging 
case, the Brussels trade bureaucracy is inves- 
tigating charges by the European Associa- 
tion of Consumer Electronics Manufacturers 
that Hongkong makers of small-screen col- 
our TV sets are selling their product at below 
cost in Europe. The affected companies, in- 
cluding Luks Industrial, Tai Wah Radio, 
Xiamen Overseas Electronics, Han Wah 
Electronics, and Lotus Everbright Group, 
have completed EC questionaires on pricing 
policies and are awaiting further word from 
Brussels. i 

Hongkong photograph-album makers 
have also been accused of dumping. Anditis 
understood that the EC is close to announc- 
ing a formal inquiry into dumping allega- 
tions against the territory's denim cloth 
weaving mills. 

One reason these cases have raised such a 
|I level of concern in Hongkong is that 
trauc with the EC accounted for 22% of the 
territory's domestic exports during the first 
10 months of last year, or HK$38.79 billion 
(US$4.97 billion). In the past, Hongkong's 
sizeable trade with the EC was thought to 
provide a cushion against feared trade pres- 
sures from the US. This belief is now being 
questioned. 

Before the recent flurry of anti-dumping 
cases, the last time the EC brought such 
charges against Hongkong was in 1979. The 
sudden onslaught against the territory's 
manufacturers has led to the suspicion that 
protectionism, rather than alleged unfair 
trading practices, is the main issue. 

"There is a temptation for both the EC 
and the US to use anti-dumping instead of 
trying for other protective measures," said 
Hamish Macleod, Hongkong's trade and in- 
dustry secretary. 

At the moment, however, there are no 
outstanding anti-dumping investigations by 


the US International Trade Commission 
against Hongkong companies. Indeed, pro- 
tectionist pressures in the US appear to have 
abated, if only temporarily. But in Europe, 
governments and industry groups appear 
determined to stem the rising penetration of 
EC markets by East Asian countries in the 
run-up to 1992. 

The import of video cassettes shows that 
the threat to European manufacturers is a 
real one. Between 1985 and last year, the 
combined share of Hongkong and South 
Korea in the community's video cassette 
market jumped from 9% to 28%, according 
to EC statistics. In the case of small-screen 
colour TV sets, China and Hongkong to- 
gether sold 620,000 in the EC last year, com- 
pared with 55,000 in 1985. 

However, it is unclear how the Hong- 
kong firms involved, which are all small to 
medium sized, could engage in dumping 
even if they wanted to. Dumpingis generally 
defined as subsidising below fair market 
value sales of a product to one market — for 
the purpose of increasing market share — by 
high-priced sales in either the home or 
another market. 

"The normal theory of dumping does not 
fit Hongkong’s circumstances. With the to- 
tally open system, there's no way companies 
can use high prices here to subsidise ex- 
ports," said Stuart Harbinson, Hongkong's 
deputy director of trade. 


makers said that their domestic sales 

accounted for less than 10% of total 
sales. And there is no evidence that their 
sales prices in the US or other markets have 
been unfairly boosted to allow for greater 
market penetration in the EC. In any case, 
keen competition from Japanese and South 
Korean makers of cassettes and tapes makes 
its unlikely that any Hongkong firm could af- 
ford to boost prices unreasonably. 

EC trading partners, which fear that the 
community is rapidly turning into an inward 
looking "fortress Europe," are convinced 
that the commission has started using anti- 
dumping procedures for purely industrial 
policy objectives, especially against its East 
Asian rivals. 

In addition, they have serious doubts 
about the EC's method of calculating the 
actual margin of dumping of foreign pro- 
ducts. To prove that dumping is taking 
place, the commission has to do four things: 
establish a normal value or domestic price, 
show that the EC or export price is lower, 
prove that EC competitors are therefore 


T hree of Hongkong's video cassette 


being injured and that itis in the EC" s interest 
to impose duties designed to wipe out the in- 


ury. 

In the case of Hongkong, where local 
manufacturers customarily sell far more 
overseas than at home, establishing the fair 
domestic price is open to widely varying def- 
initions and thus provides ample opportun- 
ity for manipulation. 

Officials at the Hongkong Trade Depart- 
ment said they were awaiting publication of 
detailed findings on the video cassette case, 
at which time it would be decided whether to 
appeal against the ruling. Meanwhile, con- 
cern over the wider economic implications of 
the EC anti-dumping offensive is pushing 
the Hongkong Government towards a more 
interventionist stance. 

A Brussels-based legal adviser is to be 
hired by the end of this month to guide 
Hongkong firms through the process of ap- 
pealing against the imposition of duties. The 
government has also started researching the 
EC’s anti-dumping regulations to see 
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whether a case can be made that they conflict 
with the General Agreement on Tariffs and 
Trade rules on anti-dumping. 

A recent European Court of Justice ruling 
upholding the commission's anti-dumping 
procedures has done little to appease Japan- 
ese and other nation's lawyers who remain 
convinced that the EC's methods of deciding 
anti-dumping cases are tilted against both 
Japan and East Asia's newly industrialised 
countries (NICs). 

Hongkong received one heartening bit of 
news on the EC trade front when the EC 
Commission on 4 January dropped plans to 
impose anti-dumping duties on radio-tele- 
phones from Hongkong, Japan and Canada. 
But this should not be seen as an indication 
that the EC was becoming softer in its at- 
titude towards the NICs. The case was drop- 
ped because Motorola UK, which lodged the 
case with the EC Commission in early 1987, 
said that the "steep price erosion" which it 
had complained about initially had now van- 
ished. æ 
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Holiday snaps on TV 


ust when it seemed that conventional 
cameras had reached the limit of their 
technological development, along 
comes a completely new type which 
promises to change the way people take 
photographs. 

Dubbed “floppy cameras” because they 
record up to 50 images electro-magnetically 
on tiny (2-in.) floppy disks instead of chemi- 
cally on film, the new cameras are plugged 
into ordinary domestic TV sets in order to 
play back the pictures. 

In an orchestrated effort to obtain 
maximum publicity, Canon and Sony simul- 
taneously began shipping floppy cameras in 
the middle of December. Both products are 
priced at just under the ¥100,000 (US$788) 
mark. 

But the main difference between them is 
that Sony's camera features a separate 
playback unit, whereas Canon's playback 
unit is built in. 

With initial production levels of 20,000 
units a month each, both companies are bul- 
lish about the camera's prospects. Early reac- 
tion among young Japanese consumers has 
been favourable. Backed by multi-billion yen 
advertising campaigns, the first batch of 
cameras quickly sold out. 

This overnight success is the 
result of more than a decade of 
research on the part of the two 
companies. Seeing the writing 
on the wall for conventional 
cameras, Canon began work on 
developing their electronic suc- 
cessors back in 1977. 

The company was the first in 
Japan to apply for a patent on 
electronic still cameras, the be- 
ginning of a patent portfolio 
which now totals 2,700. It was 
also the first to put together a 
working system. But Canon is 
better at developing new pro- 
ducts than telling the world 
about them. 

As a result, it has been Sony, 
with its well-oiled publicity machine, that 
has garnered most of the kudos stem- 
ming from the floppy camera's develop- 
ment. In 1981, Sony scooped Canon with 
the introduction of its first effort, the Ma- 
vica. 

Since electro-magnetic pictures are easier 
to transmit down telephone lines than chem- 
ical ones, an obvious application for the new 
technology was photo-journalism. Both 
companies lent cameras to big Japanese 
newspapers for their coverage of the 1984 
Los Angeles Olympics. But Mavica was only 





capable of taking black-and-white shots, 
whereas Canon's system could manage col- 
our. 

Since then, successive new products 
have concentrated on professional markets. 
For example, Canon has sold floppy camera 
systems to the Japanese police to aid them in 
identifying villains; Sony, to US dentists to 
protect themselves, among other things, 
from malpractice suits. 

But the goal for floppy cameras has al- 
ways been the much bigger consumer mar- 
ket, especially as, from a camera-maker like 
Canon’s point of view, this market has been 
getting progressively less profitable. 

As Michael Jeremy, an analyst with Swiss 
Bank Corp. Investment Banking, says: 
“There isn't much more you can do with 
single-lens reflex cameras except make them 
cheaper." He points out that markets for 
such cameras are nearing saturation point — 
especially in Japan, where sales are 45% 
down from their 1981 peak. 

With price competition the name of the 
game, it becomes increasingly hard to justify 
the cost of developing new wrinkles for such 
cameras. In the cheaper compact (viewfind- 
er) cameras, the situation is even worse. In- 





Canon’s ‘floppy camera’: overnight success. 


tense competition and ever-shorter product 
cycles have combined to shave profit mar- 
gins wafer thin. 

To break out of this vicious cycle, Canon 
decided that increasing value was more im- 
portant than cutting costs. To this end the 
company invested heavily to develop floppy 
cameras. 

The commitment shows in its new cam- 
era, known in Japan as the Q-PIC. For one 
thing, the camera is a masterpiece of 
miniaturisation, weighing just 485 g (against 
Sony’s 450 g for camera only) and containing 


no fewer than 34 microchips (compared with 
just seven or eight in a conventional au- 
tofocus camera), of which 13 are custom de- 
signs. 

Much thought has also gone into the de- 
sign of the camera. To prevent shaky hands 
spoiling the picture (a particular problem for 
floppy cameras, since their image-capturing 
sensors are much smaller in area than film), 
Canon’s designers have placed the lens on 
the extreme right of the camera, that is, 
smack in the middle of the picture-taking 
hand. And they have put the flash at the ex- 
treme left to avoid the irritating “red-eye ef- 
fect.” : 

Hit product though the floppy cai 
may be, it is still no match for the cor 
tional camera in picture quality. Given that 
people like to have copies of their snaps to 
show to their family and friends, pundits 
wonder how much this inferiority will affect 
the floppy camera's future. 

Initial consumer response, says 
Yoshiyuki Takashima, general manager of 
Canor's Still Video Products Group, is di- 
vided evenly between those who want hard 
— paper — copies and those who think that 
playback on TV is sufficient. 

To cater to the needs of the 
former group, Canon plans to 
introduce in the second half of 
this year a thermal colour 
printer that will sell for less than 
x 100,000. 

This printer will be the 
first in a series of products 
that will ultimately transform 
what people do with pictures. 
For the real importan f 
the floppy camera is not ww a 
replacement for the conven- 
tional camera, but as com- 
plementary technology offering 
a whole range of additional 
abilities. 

The first step in implement- 
ing these abilities will be to 
input (via an analogue-digital 
converter) the contents of the camera’s 
microfloppies into personal computers. 
Once the images are inside the computer, 
there is no limit to the number of ways in 
which they can be manipulated. 

That Canon is thinking in this direction 
can be seen by visiting Imageland, a chain of 
experimental shops that the company has 
opened in Tokyo. Customers bring their 
snaps and snap-based illustrations to these 
shops for transformation, via a colour laser 
printer, into everything from postcards to 
posters. = Bob Johnstone 











OVER 2,0O YEARS OF CAREFUL BREEDING 
PRODUCED THIS CHAMPION 


Every once in a while, a truly great 
horse is born. A horse destined to become 
a supreme champion on the racecourse 
and to pass into legend. A Nijinsky or 


an Arkle, a Red Rum or a Shirgar — superb The fine lines of the thoroughbred denote an impeccable pedigree Hine cognac has been lo- 


animals who remain unchallenged in their lifetimes. 
But perfection does not come about by chance. Such 
a horse is the result of the careful breeding of the bluest 
of bloodlines that can be traced for generations. And from 
the day of its birth, the young horse will be lovingly 
nurtured and cared for, meticulously shaped into a 
champion. 
So it is with Hine X.O., the champion of fine 
cognacs, the choice of connoisseurs. 
WY , Established in the heart of the Cognac region 
T2» of France in 1763, the house of Hine 


has remained unswervingly 





















Leaves nothing to be desired. 





faithful to the standards of quality set 

down by its founder, Thomas Hine. 
Since the eighteenth 

century, every drop of 









vingly matured under the watchful eye of 

one man, the cellarmaster, whose senses 

are his birthright and whose extraordinary 

talents can be traced back through 

six generations of the Hine family. 
Hine X.O.— a thoroughbred champion 

of maturity, delicacy and P 

finesse. A cognac of f 

incomparable quality, / 

to be savoured with 

respect and infinite | 


pleasure. 


A lightweight not to be 
taken lightly. 






Introducing the new 
COMPAQ SLT/286. The first PC that 
puts true desktop performance aie eee 
on your lap. ———— 


Compaq introduces the first laptop to 


deliver the full performance of a desktop — on 
battery power. 
 Weighing i in at just. 14 Ib. “with a space- 
saving footprint, the COMPAQ SLT/286 is powered 
| by a 12-MHz 80C286 microprocessor that drives 
software 20% faster than most 10-MHz 80286- 
based PCs. You get the capability to run the 
world's largest library of software with MS-DOS. 
Plus Microsoft OS/2. | 
It has VGA graphics with 640x480 reso- 
lution on a 10" diagonal screen and full-size 
spaced just like those on a desktop PC. 
Moreover, with innovative new battery techno- 
logy, the COMPAQ SLT/286 gives you over three 
hours of power. 
With flexibility built in, you can choose 
a high-speed 40- or 20-MB fixed disk drive to 
complement the standard 3 ^ ” 1.44-MB diskette 
drive. Plus you can easily expand the 640K of 
standard memory to 3.6 megabytes internally. 
There's also an optional internal 2400- 
baud modem. Room for two internal storage 
devices. Ports for a printer, external VGA monitor 
; "ther peripherals. You. can even add a 12-MHz 
80C287 coprocessor as an option to sp " 





crunching. 


SLT/286 snaps right into an optional Desktop 
Expansion Base that gives you two industry- 
standard expansion slots along with duplicate 
interfaces for your peripherals. 


. The COMPAQ SLT/286 — the first laptop ss 
from the company that set the standard in Por "- 


ble awnpotieg. 


| number | 


As good as a desktop, the COMPAQ 


; comaa COMPUTER ASIA. 
i 50 Tagore’ Lone, #81-04, 


Singapore 2678 


Phone: 4500666, 4599977 


Telex: RS 51054 CQASI IA 
Fax: 4592453 


Microware USA Ltd., | 
Phone:5-471289 Telex.89586 
INDONESIA 

EMKOM, Jakarta, 


Phone: 021 -6000080/85. 4 


Telex: 63651 
MALAYSIA 


Microcomputer Centre, Kuala 


Lumpur, Phone: 03-2417400 
Telex: 21386 

Penang, | Phone: 04- 372362 
PAKISTAN 


Computer Graphics & Systems, : 
Lahore, Phone. 042-871546 
Telex: 47001 


Karachi, Phone: 021-440368 


Telex: 24074 
islamabad, Phone: 05 1-853119 
Telex: 54002 


f PEOPLE'S REPUBLIC OF CHINA is — 
Computerland China, Beijing, 2 : a 

Phone:1-5128330 Telex:21116, —— 
| Computer port, Hong Kong, - E 


Phone: 3-699271 Telex: 49904; É 


EEKON. Enterprises Ltd;, | 
Hang Kong, Phone: 5-7 14028 " 
Telex: 76626 
. PHILIPPINES a 
l Datronics, Manila, Phone: 02- | ; 


8182703 Telex: 23232 
SINGAPORE 
Computer Industries, Singapore, 


asd 2255836 Telex: 22907 7. 
E Olympo Thai, Bangkok, 





P n :02:2340770 Telex 20 
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West German publishing: 
increasingly international 


In Germany, where Guten- 
berg invented printing from 
movable type, the traditional 
print media are still very 
important — not least because 
access to them is not restric- 
ted to a specific time or place. 
The country's business men, 
for example, still rely primar- 
ily on specialist periodicals 
rather than non-print media: 
roughly 80 % of executives get 
most of their news from busi- 
ness papers and magazines, 
which in West Germany justi- 
fiably pride themselves on 
their topicality. 

The mass-circulation press 
is also alive and well in West 
Germany, where a total of 
370 dailies are published — far 
more than in any other EC 
country. However, total circu- 
lationis marginally lower than 
for Britain's 100 dailies - 21 
million versus 21.2 million 
copies sold. Overall, 2,700 
enterprises publish nearly 
1,300 newspapers and 6,900 
magazines in West Germany. 
The publishing industry, in- 
cluding the book trade, em- 
ploys some 215,000 people 
and, with an annual turnover 
of DM 29 billion — equal to 
that of the country's depart- 
ment stores — it is an import- 
ant force in the economy. 


Thriving book trade 


With its continuing strong 
growth, the book trade is one 
ofthe most dynamic segments 
of West German retailing. 


At the 40th Frankfurt Inter- - 


national Book Fair, it was 
reported that in 1987 roughly 
66,000 titles appeared on 
the German market, almost 


tt erm Am aee rrumars WR nc (aia m e rr m emm. 


three-quarters of which were 
first editions. 

The West German book 
trade is becoming increas- 
ingly international in charac- 
ter. Indeed, one publication 
in nine today is a translation 
into German from a foreign 
language — English in about 
70% of cases. Last year, Ger- 





man publishers listed books 
translated from no fewer than 
46 languages. The export and 
import of books and other 
printed materials involves vir- 
tually every country in the 
world. The value of deliveries 
abroadofnewspapers, period- 
icals, books and cartographic 
products now exceeds DM 2 
billion. On the import side, it 
is interesting to note that, in 
recent years, sales of publi- 
cations from the US and the 
UK have risen more than in 
the other EC countries — evi- 
dence that German readers 
feel ever more at home in 
English. 


This growing interna- 
tionalisation has given rise to, 
amongst other things, new 
structures in the print media 
market, which are chang- 
ing the face of German pub- 
lishing. 

The industry comprises a 
broad spectrum of publishing 
houses. The myriad of small 


firms that account for nearly 
67 % of all West German book 
publishers generate less than 
5% of aggregate sales, while 
the numerous medium-sized 
concerns contribute some 
3096, and the country's 57 
large publishers are respon- 
sible for more than 5596 of 
the sector's total turnover. 





Whereas the small and me- 
dium-sized companies fre- 
quently adopt a strategy of 
carving out market niches, 
some of their larger competi- 
tors have long since evolved 
into huge media groups. In 
many cases, their product 
lines encompass both the 
classic print and the modern 
electronic media. Such com- 
panies market not only print- 
ed materials; they can also 
make information available at 
the press of a button through 
their own databank services 
or via videotext. At the same 
time, as operators of cable o 
satellite television channels, 
they are involved in the film, 
TV and video industries. 

German publishing houses 
started moving into foreign 
markets some years ago and 
were thus able quite early on 
to exploit the growth potential 
of a direct presence abroad, 
and especially in the English- 
speaking countries. The large 
media groups in particular 
have captured a share of 
foreign markets by establish- 
ing local outlets and by pub- 
lishing in foreign languages. 
And, above all in the eighties, 
the West Germans have been 
joined by French, Dutch and 
British media companies in 
the vast, and expanding, US 
market. 

Over the next few years, 
the large West German media 
groups will focus increasingly 
on Europe: as Project 1992 
becomes reality, EC media 
markets will open up. Ob- 
viously, new competitors will 
emerge- but so will new busi- 
ness opportunities within the 
Community. 


COMMERZBANK W 


German knowhow in global finance 


VIEWPOINT is presented as a regular service to the international 
business and financial community by the Economics Department 
of Commerzbank, P.O. Box 100505, D-6000 Frankfurt/Main 1. 
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Singapore sets a riddle 


hroff joins most of Singapore's brok- 
ing community in being mystified 
by the decision of the Stock Ex- 
change of Singapore (SES) to admit 
the two British brokers James Capel Interna- 
tional and Barclays de Zoete Wedd (BZW), 
but reject the equally true-blue British broker 
Barings Securities and the US insurance 


| giant John Hancock Mutual Life Assurance. 


An application from Sun Hung Kai Securities 
of Hongkong was also rejected. 

The ses itself did not elaborate on the 
reasons for the decision, but the govern- 
ment-guided Singapore press is floating the 
theory that John Hancock was turned down 

use it was not a broking house and 
efore did not have any expertise to trans- 
fer to the local market. 

"John Hancock will be merely a ‘passive’ 


| investor," said a local broking source sup- 
| porting the latest sES decisions. The same 


theorists believe that Barings’ application 
was rejected because it was proposing to buy 


| a “defunct” seat once held by Alfa-Pacific, a 


firm that has been dormant since the Pan-El 
Electric crisis, rather than an "active" local 


| seat. 


But neither of these theories stand up in 
the light of previous decisions by the SES. It is 
well known that the Kuwait Investment Of- 


| fice (KIO) was a passive investor in the 


stockbroking firm of J. M. Sassoons even be- 
fore the Pan-Electric crisis. It has since an- 


| nounced its intention to remain a "passive" 


investor in foreign companies as a badge of 


| honour during the BP controversy in Britain 


recently. And, of course, KIO has no 
stockbroking expertise to transfer. 
lo doubt the KIO was given its Sassoons 


| a2 in the hope that some of the enormous 


amounts of money it controls would find its 


| way to Singapore — a policy that has worked 


beautifully, with the KIO buying stakes in 


| many locally listed companies as well as real 


estate. 
Even if one were to argue that the situa- 


| tion before the Pan-Electric crisis was differ- 


ent from now, that does not explain the case 


| of Bankers Trust, which was allowed to enter 
| a joint venture in 1987, despite having no 


equity experience in the US. 

If one of the criteria is the amount of funds 
a firm has access to, John Hancock is as qual- 
ified as the KIO or Bankers Trust. Even if Sin- 
gapore’s brokers are naive enough to believe 
that insurers have no broking experience, 
the Monetary Authority of Singapore (MAS), 
which regulates the srs, should surely know 
better. 

US insurers are becoming little more than 
thinly disguised fund manangers, selling in- 







creasing numbers of variable and equity- 
linked policies. 

John Hancock’s rejection becomes even 
more inexplicable when one considers that it 
was proposing a tie-up with G. K. Goh — a 
dynamic local firm led by the son of the foun- 
der, who has the distinction of being blessed 
both by the British, through his years at 
Jardine Fleming, and by the Americans 
through his degree from Wharton Business 
School. 

G. K. Goh pioneered research among 
local brokers in the 1970s and the breadth of 
its research, if not always its quality, is some- 
thing that even other broking firms talk 
about. Shroff would have thought this local 
dynamism coupled with a dose of American 
money from John Hancock would have 
made the ideal combination. | 

The rumour in Singapore is that the G. K. 
Goh — John Hancock tie-up was turned 
down because the "local" brokers — and that 
includes the foreign firms that already have 
access — feared it would have been too for- 
midable a combination for them to deal with. 
Shroff is inclined to believe that. 

TheBarings case is more understandable, 
because the company has had a research of- 


Winners and losers at the SES 


brokers and Singapore partners 











fice in Singapore for only about six months, 
and is said to have been none too keen to 
apply, doing so only because the authorities 
dropped heavy hints that if it did not apply 
now, it may not get a licence when it really 
wants one. 

However, the reason being circulated by 
the local media — that Barings proposed to 
buy a “defunct” seat — again does not stand 
up. Last year Lum Chang, a local construc- 
tion company (not much equity experience 
there) was allowed to buy the defunct seat of 
City Securities while Keppel Corp. (a ship re- 
pair company — not much equity experience 
there either) was allowed to buy the seat of 
E. G. Tan. 


ifi AMO 


So obviously there is one logic for foreign 
firms and one logic for local firms, which 


led one foreign broker to whisper in Shroff's . 


ear: "All this talk about what constitutes a 
'proper' foreign participation reminds me of 
the ‘Bumiputra’ policy across the Cause- 
way." 

It is not just the latest rejections that 
defy logic. At least one of the approvals 
also repays study. Kay Hian is one of the 
oldest stockbroking firms in Singapore and 


has a history of making forays into the inter- ||. * 
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national markets on its own. And James E 


Capel has maintained one of the largest re- 
search departments in Singapore for a long 
time. 


In allowing these two firms to tie up, it 


looks to Shroff as though the authorities are 
reducing, rather than increasing, the re- 
search and marketing capabilities currently 
available in both the firms. Some of the re- 
search staff from the two firms, anticipating 


rationalisation, are already looking for jobs. | 
elsewhere. Shroff understands that the MAS | 


vetoed a James Capel proposal to maintain a 
separate outfit while taking a stake in Kay 
Hian. 

Perhaps it has even dawned on the sES 
that its actions are not making much sense, 


| for it has promised to draw up a set of 


guidelines for future applicants. It would 


have been a lot better if the guidelines had a 


been given before the application process 
began. ! 

The fact of the matter is that so far none of 
the world giants from outside Britain, such as 
Nomura or Merrill Lynch, have applied to 


join the SES. The lack of Japanese participa- ; 
tion is said to be particularly irksome to the | 
authorities. As one foreign broker put it | 


“The MAS threw a party and all the wrong | - 


people showed up." | 


One explanation for the latest set of con- |. 
tradictory decisions is that the authorities | 
have decided to play hard to get and show 
the world that Singapore is not an easy mar- 


ket to enter. 


This may also explain why, after months Ju 
of bulldozing foreign brokers with the mes- 


sage that if they did not apply soon the door 


may be shut permanently, the MAS is now 
quietly telling prospective applicants that. 
there will be no more “rounds,” and that 
from now on applications will be considered 


as and when they arrive. 


ButShroffis afraid that this latest round of 
coquetry by the authorities has not madeSin-- 
gapore more desirable for foreigners. Instead 


it has merely confused them about the inte 
tionsofthetruculentSingapore lady. 


aN. Balakrishnan 
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tis not every month, or even every year, 
M that one of Japan’s top 20 manufacturing 
M. companies makes its debut on the Tokyo 
Stock Exchange. But then Mitsubishi Motors 
Corp. (MMC), whose ¥60 billion (US$472.1 
million) listing on the exchange on 5 De- 
 cember was one of the big investment events 
of 1988, is no ordinary company. 
. Thanks partly to its links with Mitsubishi 
Heavy Industries (MHI), a shipbuilder and 
"aircraft manufacturer which is also the coun- 
.,. try's largest defence contractor, MMC has 
. . been able to draw on a reservoir of manage- 
* tial and engineering talent not available to 
^ other middle-ranking Japanese car makers. 
Its problems, however, may also stem from 
the company's past as a division of a general 
heavy engineering business. 
Us Unlike larger competitors, such as Nissan 
^. and Toyota, MMC's strategy has been to offer 
-. a full range of vehicles from mini cars to 
5s. trucks instead of aiming at a dominant posi- 
<< ton in one sector. The result is that while 
MMC can claim to be Japan's third-ranking 
_ vehicle maker in terms of domestic vehicle 
^; sales, it ranks fifth in the crucial, and most 
s | profitable, passenger car sector. 
5^ Spreading itself evenly over the 
*... entire range of four-wheeled vehicles 
. has made the company a high-cost 
(|. producer compared with rivals like 
=- "Toyota and Nissan, which boast 
~~ longer production runs and far great- 
-.. er economies of scale for a narrower 
^- range of models. High production 
* . costsarenottheonly problem — even 
if MMC had specialised successfully, 
its status as a privately owned com- 
pany would have pushed its financ- 
Ang costs far above those of its main 
competitors. 
The ¥470 billion of outstanding 
bank loans in MMC's books on the eve 
of its stockmarket float compared 
with zero for Toyota and just under 
X40 billion for Honda, one of its 
closest rivals in the domestic market. 
Another key measure of financial 
strength, net interest earnings on loans and 
investments, also reveals MMC in an un- 
favourable light compared with competitors. 
The company reported a negative net finan- 
cial balance of around ¥8 billion in its 1987 
fiscal year, equivalent to 0.5% of sales. By 
contrast Toyota and Nissan reported posi- 
tive financial balances. 
The financial drawbacks involved in 
being a privately owned company havebeen 

























Innovative technology puts a new 
gleam on an old model: 62. An eight- 
year delay over a public listing is re- 
solved: 63. 


obvious to MMC since 1981, the year sales 
passed the ¥1 trillion mark, according to 
Toyoo Tate, a former MHI man who became 
MMC president in 1983. But the company's 
delicate relationship with Chrysler Corp., 
the US motor manufacturer which holds a 
20% stake in MMC, initially made stock- 
market listing a delicate issue. MMC was un- 
able to obtain Chrysler's final agreement to 
its listing plans until 1985 (after Chrysler had 
surmounted its own problems in the domes- 
tic US motor industry). | 
MMC could afford its relatively costly stra- 
tegy when exports werea guaranteed source 
of profit. But yen appreciation has squeezed 
margins in the vital US market, and forced 
the company to place greater emphasis on 
making profits at home. Tate says improving 
the company's performance in the home 
market is the top item on his agenda now 
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that the company hassuccessfully gone pub- 
lic. 

Tate says several of MMC's recent cars 
have sold less well than might have been ex- 
pected given their critical acclaim. For exam- 
ple, since its debut in July 1986, sales of the 
Debonair, a 2,000/2,000 cc luxury model 
aimed at the chauffeur-driven company di- 
rector market, have averaged only 500 a 
month. MMC had hoped to sell 800 a month. 


Newly listed Mitsubishi Motors pins sales hopes on Japanese market 


Into the showroom 


Sales of the technologically advanced Galant 
have averaged 7,000 a month — well below 
the 12,000a month chalked up by the Toyota 
Mark II, one of its close competitors. 

The solution to MMC's weakness in its 
domestic market, according to Tate, is to 
strengthen the company's dealer network, 
particularly in fast growing residential areas 
like suburban Tokyo and Sapporo (capital of 
the northern island of Hokkaido). Accordi g 
to Yasutaka Suzuki, director in charge of 
domestic car sales, the aim will be to add 200 
new retail outlets over the next two years to 
the 1,100 already handling MMC cars, and 
raise the number of MMC salesmen | 
8,000 to 9,000. 

Tate says both of these objectives should 
be easier to attain now the company has 
gone public. Recruitment, both by MMC itself 
and by independent dealers handling the 
company's cars, is expected to become easier 
because of the publicity generated by the 
share issue, while the ability to raise funds 
through convertible bond issues rather than 
high costbank loans should make the expan- 
sion easier to finance. Yet Tate agrees that the 
sheer cost of building new outlets in big cities 
such as Tokyo and Sapporo may still turn out 
to be prohibitive. 

According to managing director 
Bunji Date, MMC's senior executive in 
charge of finance, the company is 
likely to get little help from other 
members of the powerful Mitsubishi 
group when it comes to acquiring 
land for expansion, since the group's 
enormous property holdings are not 
located in the areas where MN 
likely to want to expand. Buying wuu 
for dealerships is likely to be a matter 
of skilful timing, Date says, because 
competitors like Nissan, which have 
bigger and more ambitious expan- 
sion plans than Mitsubishi, are also 
looking for new sites to extend their 
dealer networks. 

Apart from the need to build mar- 
keting muscle, both Tate and Suzuki 
admit that MMC's model range is too 
small to support an all-out attempt to 
build market share in Japan. The com- 
pany operates two independent (and 
occasionally competing) sales channels, but 
the smaller of the two, the Plaza chan- 
nel, lacks a distinctive medium-sized car 
to match the Galant (sold through the big- 
ger and longer established Galant chan- 
nel). 

Developing a new medium-sized car for 
Plaza dealers to sell is thus one of the 
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priorities for MMC's design department, 
says Date. Another challenge is to build 
strength in the 2,000 cc plus sector, currently 
the fastest growing sector of the domestic 
market. 

The silver lining to the cloud over MMC's 
domestic market prospects is the interest the 
company has been forced to show in using 
lower cost imported components. Unlike 
Toyota, which still seems to believe that Ja- 
panese is best, MMC has used its network of 
contacts and investments in Southeast Asia 
and Australia to import, for example, low 
cost Philippine transmissions and Australian 
cylinder heads. 

MMC was also the first Japanese car com- 
pany to sell an Asian car through its domestic 
dealer network, shipping 150 Hyundai Excel 
passenger cars into Japan in 1988 as a "special 


import." The company says it has no plansat 
present for further Excel imports but MMC's 
distribution would be the obvious channel 
for Hyundai to use if and when imports are 
properly under way. 

The establishment of two joint-venture 
companies to import and sell Mercedes Benz 
cars and commercial vehicles could yet prove 
to be even more of a breakthrough. Benz's 
luxury cars compete directly with Nissan 
and Toyota models such as the Crown and 
Cima, but barely overlap with MMC's range. 
The Benz link could thus be the company's 
ticket into the luxury end of the car market. 

Regardless of whether MMC succeeds in 
building its domestic car sales, its future as a 
separate and independent company looks 
more assured than that of some other mid- 
dle-ranking car companies. Unlike Mazda 





COMPANIES 2 


cur grant concentrates on building overseas alliances 





top three Japanese car makers, MMC 
has been slow to establish overseas 
manufacturing facilities. The company has 
no plants in or near Europe other than a 
truck-assembly operation in Portugal and a 
bus-assembly plant in Turkey. In the US, it 
has trailed not only Nissan and Honda, but 
even the notoriously cautious Toyota (by a 
matter of a few months) in starting to build 
cars locally. Yet MMC's delayed emergence as 
an overseas manufacturer is not due to cau- 
tion. Rather, the company seems to have 
taken time to get its international act together 
because it has chosen a different path from its 
rivals, 
inlike car makers such as Nissan or 
rionda, whose overseas advance was based 
on a strategy of wholly owned production 
facilities on greenfield sites or, in Nissan's 
case, on acquisition of existing ventures, 
MMC has consistently sought alliances with 
foreign companies, often in the form of 
equity participation. 

The policy looks like paying off as global 
over-capacity forces more and more of the 
leading players to hang together in order to 
avoid hanging separately. But in the short 
run, MMC's insistence on a "partnership" ap- 
proach has involved the company|in more 
than its fair share of frustrations. 

The most problematic of MMC's interna- 
tional relationships strategy, dating from 
1971 (the year after the company was created 
as a separate entity out of the motor-manu- 
facturing division of Mitsubishi Heavy In- 
dustries) has been the tie-up with Chrysler 
Corp. By becoming the first Japanese car 
maker to allow a US concern to acquire a sub- 


C ompared with at least two of the other 


Take your partners 


stantial capital stake (15%) in its own equity 
MMC clearly hoped to steal a march on com- 
panies like Nissan, and Toyota which had 
opted to go it alone in the huge US market. 
But the Chrysler link cast the company, at 
least initially, in the role of the weaker part- 
ner in a relationship riven by conflicts of in- 
terest. Selling MMC cars through Chrysler's 
US outlets placed MMC at the mercy of an ef- 
fectively monopolistic distributor — until 
1981, when Chrysler agreed to the building 
of a parallel network of Mitsubishi dealers. 
One result of this, says managing director 
Bunji Date, is that the company initially 


How MMC sales grew 


- Ybilin Sales 








lacked control over the price at which its cars 
were sold to Chrysler's dealer network. 

The bright side of the relationship is that 
thanks toits links with Chrysler, MMC seems 
to have had less difficulty than Toyota in 
negotiating favourable tax treatment for its 
US manufacturing operation. MMC and 
Chrysler have agreed to build a jointly 
owned and operated car plant in the US — 
Diamond-Star Motors Corp. based in 


Motor Corp., the fourth-ranked car maker 


whose future looks to depend heavily on its - cH 


link with Ford, MMC has the security of be- 


longing to the Mitsubishi group. Yet, ironi- 


cally, the time might be approaching when - 
the Mitsubishi group needs MMC at least _ 
much as MMC needs other group members. 

One of Tate's boasts is that in 1987 MMC 
overtook its former parent, MHI, in terms of | 
sales, and ranked second only to the group. 
electronics flagship, Mitsubishi Electric | 
Corp. Most of MMC's top management are _ 
former MHI men who may have had little no- 
tion that they would end up working fora car 
company when they started work in the 
1950s. In future the Mitsubishi group's 


ability to attract high-quality managers may. 


depend heavily on MMC's own rankinginthe | 
corporate pecking order. 


Bloomington, Illinois. That half of Diamond- 
Star's output of 240,000 cars a year will be 
sold by Chrysler when the new factory — 
reaches full capacity in 1990 was another big = 
plus since MMC almost certainly could not 
have sold enough carson its own to make the 
plant viable. 


Yet for all its merits, the Diamond-Star — 
venture could still involve MMC in some . 


tricky decisions. Even to sell 120,000 locally 
made cars (its quota after the factory reaches 
full production in 1990) MMC will need to 
double the capacity of Mitsubishi Motor 
Sales of America, a wholly owned dealer net- 
work which at present handles the sale of 
50,000 imported MMC passenger cars, 40,000 
pick-up trucks and 30,000 Excel passenger 
cars made by Hyundai Motor of South 
Korea. To achieve this, Date estimates the... 
company needs 220 new outlets to add toits: 
existing network of 240 dealers. "Bh 

If the dealer network cannot be expanded 


fast enough MMC may have to cut exports = 
from Japan, or ask Chrysler to take an addi- 
tional share of the output from the new |... 
plant. A third alternative is to startexportsto = 


Europe, or back to Japan. 


MMC's top management denies that the © 


frustrations of the Chryslerrelationshiphave- 
had any effect on strategy outside the US. Yet 
a link may exist between the restrictions im- 
posed by the agreement on MMC's direct ex- 


ports, and the zeal shown by the company in 
seeking alliances and tie-ups with other non- 
Japanese car makers. So far, the most fruitful 
of these has been the alliance, backed by a 
14% Mitsubishi group holding, with Hyun- 
dai Motor, South Korea's largest car manu- 
facturer. i 

MMC's technical assistance agreement 
with Hyundai led to the development of the : 
Excel, a Korean-made small car based on Ja- . 
panese engineering knowhow and a Euro- 
pean body design which now outsells all 
other small cars in the US market. The Excel’s . 
success helped Mitsubishi's US dealer net- 
work to stay afloat in the difficult years fol- 
lowing the 1985 revaluation of the yen, since. 
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handled by Mitsubishi dealers. But Masanao 
Ueda, MMc’s vice-president in charge of 
overseas business, says that the two com- 
panies could be doing a lot more to expand 
their relations. 

| Apart from buying (cheaper) Korean 
. components for its current made-in-Japan 
. models, MMC is interested in the possibility of 
- "doing things outside [South] Korea" with 
© Hyundai. One idea is for an international di- 
= vision of labour under which Hyundai 
. would develop small cars for sale through 
. both companies worldwide networks, 
. While MMC would concentrate on what Ueda 
calls "slightly larger" models. 

.. MMC's relationship with Hyundai over- 
Shadows its predominantly one-sided tie- 
ups with various Southeast Asian com- 
|. panies. Ueda says the policy of investing in 
= Southeast Asian countries dates back to 
5. former president Tomio Kubo, and is based 
.... on the notion that developing nations will 








IOuow tne japanese patn towards becoming 
competitive car manufacturers. 

MMC's efforts to help Malaysia build its 
own car, the Proton Saga, (built by Perusa- 
haan Otomobil Nasionalan, a joint venture 
between MMC and the government) will be 
rewarded this year when the joint venture 
breaks into profit, Ueda claims. Investments 
in the Philippines and Thailand are also be- 
ginning to show returns. MMC Sittipol Co., a 
Thai manufacturer in which MMC has a 4896 
stake, shipped 4,000 Colt cars, based on 
MMC'Ss Mirage design, to Canada in 1988 and 
aims to export 20,000 in 1989. 

The most intriguing of MMC's overseas re- 
lationships, partly because itis by far the least 
developed, is its agreement to cooperate 
with Daimler-Benz, the leading West Ger- 
man vehicle maker. Signed in 1987 the agree- 
ment stipulated cooperation in “certain 
fields” — one of which has turned out to be 
the sale of Mercedes Benz cars through 
MMC's Japanese dealer network. 
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t T the minds of Mitsubishi Motor 


Corp.'s designers and engineers wonder- 
fully. For almost two decades, the Galant — 
MMC's standard-bearer in the high-volume 
< Sub-2,000-cc stakes — has been a pleasant 
. enough, butlargely unremarkable car. 
r3 Until the end of last year, that is, when a 
.. new and drastically different Galant burst 
onto the scene. This vehicle's combination of 
2c stylish looks and innovative technology 
^ quickly garnered enthusiatic reviews from 
<-> the trade press. 
sU They also won Mitsubishi the coveted Ja- 
.^. panese Car of the Year award for the first 
— time in the company's history. Domestic 
— sales of the new model are up almost 50% 
^. over those of its predecessor (from 38,500 in 
^. 1987to 57,500 this year) and exports are roll- 
.. ingoutata brisk 8,000 cars a month. 
^». TheGalant'sunmistakable styling results 
—. froma fresh approach to design. In the past, 
.. Mitsubishi's cars were more or less designed 
= by committee. The idea was not to offend, 
¿> rather than to impress. 
.. . The new Galant's "organic" outline, by 
. contrast, is the work of a single young stylist. 
~~ Such an individualistic approach indicates 
~ how much attitudes to product develop- 
.. menthave changed at this essentially highly 
-. conservative company. 
: The top-of-the-line Galant Gs musters the 





steering and anti-lock brakes. In addition, 
Mitsubishi's engineers have pulled off some- 
thing of a technological coup — an electroni- 
cally controlled "active" suspension system. 

The Galant is the first production model 
car in the world to feature such a system. Its 
purpose is to keep the car's body level with 
the road, regardless of road conditions. 

Continuously adjustable air springs and 
shock absorbers at each wheel work to pre- 
vent the car's rear end from squatting when 
the driver floors the accelerator; and, con- 
versely, prevent its front end from diving 
when he slams on the brakes. They also 
minimise rolling at corners and bouncing on 
bumpy roads. 

A microprocessor-based control unit uses 
actuators to adjust the internal pressure of 
the air springs and the damping rate of the 
shock absorbers, based on signals from 
seven different sensors. These monitor con- 
ditions such as front and rear height, ac- 
celeration and road speed. 

Like many innovations in automobile 
technology, active suspension has its origins 
in motor racing, where it was developed to 
handle wriggly circuits. Based on such ex- 
perience, the British firm Lotus has de- 
veloped a much more sophisticated version 
of the system which it is reportedly adapting 
for the family cars of its parent company, 
General Motors. 

Mitsubishi's R&D staff of 3,500is less than 


Cooperation could also extend to cover 
links between other Mitsubishi members 
and Daimler-Benz's aviation and electronic 
interests. The three main components of the 
Daimler-Benz goup, AEG, (electronics), Mer- 
cedes-Benz (motors), and Messerschmidt 
(aviation), correspond closely to the three 
core companies of the Mitsubishi group, Mit- 
subishi Heavy Industries, Mitsubishi Elec- 
tric, and MMC. 

Mercedes Benz could help MMC plug the 
largest remaining hole in its world manufac- 
turing network by allowing it to use a Benz 
factory in West Germany or Portugal to build 
Mitsubishi cars. But Ueda says that, while 
MMC "must" acquire a presence in Europe 
before 1992, this is not necessarily the way it 
will be done. The real importance of the Benz 
link, says Ueda, is to provide the final com- 
ponent in MMC's strategy of building an over- 
seas business network on the basis of three 
"pillars" inthe US, Europe and Asia. 

E Charles Smith 


half those of Toyota and Nissan. How then 
did MMC manage to steal a march on its giant 
rivals on active suspension, a feature which 


industry pundits predict will become the 


most significant application of electronics to 
cars in the next five years? 

Part of the answer lies in MMC's ability to 
call on other members of the Mitsubishi 
group for help in developing new products. 
In particular, Mitsubishi Electric's contribu- 
tion is substantial, according to Akira Kijima, 
manager of MMC’s advance product plan- 
ning group. For some years now, the car 
maker has operated a “guest engineer” sys- 
tem under which it co-opts specialists from 
Mitsubishi Electric to join MMC's design 
teams. "Working closely with our suppliers 
is the only way to bring down development 
lead times," Kijima says. 

Being able to depend on close coopera- 
tion from a leading maker of electronic com- 
ponents and microchips is a tremen 
competitive advantage for a relatively sinau 
company such as MMC. Especially since one 
of Mitsubishi Electric’s strengths lies in in- 
dustrial process control. This skill could 
prove invaluable for MMC in the future, as in- 
tegrating the various electronically control- 
led sub-systems — which, with the excep- 
tion of the engine and transmission systems, 
currently work independently of each other 

— becomes a major research theme. 

From another group member, Mitsu- 
bishi Heavy Industries (MHI), the car maker 
gets the basic combustion technology it 
needs to improve engine performance. Two 
other MHI specialities with immediate ap- 
plication are emission control and turbo- 
chargers. 

When MMC tied up with Chrysler in 1971, 
the Japanese were able to acquire a lot of 
technology. Now, however, according to 


. Kijima, the flow of technology is mostly the 
u 


other way. 
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Reconciliation of stockholders delayed listing 


The scrip juggle 


ne reason it took MMC nearly eight 
() years fromits 1981 decision to go pub- 

lic and list its shares on the Tokyo 
Stock Exchange (TSE) was difficulty in recon- 
ciling major shareholders to the implications 
of the change. Listing rules for the first sec- 
tion of the TSE stipulate that principal 
shareholders in a listed company must hold 
less than 70% of the stock. MMC's shares, 
however, were held by only two sharehold- 
ers until mid-1985 — MHI with 8576 and 
Chrysler Corp. with 1576. 

A complex redistribution of shares during 
that year reduced MHr's holding to 32.6%, 
partly by bringing in other Mitsuibishi 

ip companies as shareholders. Chrysler 

.. ," s stake, meanwhile, rose to 20%, with 

another 4% going to other Chrysler group 
companies. 

The issue of 70 million shares to new 


stockholders on 5 December changed the 
picture again, cutting MHrI's stake to 29.7% 
and the Chrysler group holding to 21.8%. 
Other Mitsubishi Group shareholders in- 
clude Mitsubishi Corp. (the group trading 
company) with 9% and Mitsubishi Bank 
with 4.576. 

A consequence of flotation was that 
Chrysler could, in theory, have 
purchased enough of the 
company's new shares 
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The reborn Galant. 
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Shenyang enterpises revamp labour policies 


The iron bowl cracks 





By Robert Delfs in Shenyang 
serious attempt to smash China's iron 








rice bowl is under way in Shenyang, 
capital of northeastern Liaoning pro- 
vince. Last year, 63,000 redundant workers 
were transferred or laid off from jobs in state- 
:d enterprises, where previously job te- 

had been for life. 

Shenyang leaders say one reason for the 
surprising success of their programme is the 
enterprises’ commitment to find new jobs for 
displaced workers. Enterprises are financing 
everything from stores and trading com- 
panies to beauty salons and kiosks to absorb 
former staff, often on their own premises. 
Laid-off staff may also retain their state hous- 
ing and other benefits, at least temporarily. 

“If we immediately cut off housing and 
medical benefits, no one would be willing to 
leave,” Shenyang Alloy Plant vice-director 
Yang Xiangyou said. “We will eventually cut 
them off, but only after they are established 
in their new jobs.” 

The key to Shenyang’s success, however, 
is that the enterprise’s original wage and be- 
nefits authorisation remains the same after 
lay-offs. Bonus funds that would have gone 
to laid-off workers are distributed among the 
remaining employees, a feature which has 


won considerable support for the program- 
me among retained workers. 

Chinese economists estimate that there 
are 20 million redundant industrial workers 
countrywide, or about 15% of the employed 
urban workforce. Unnecessary workers cost 
the state about Rmb 33 billion (US$8.9 billion) 
in wages alone last year, not including other 
non-monetary benefits, such as housing, 
medical treatment and food subsidies. 

Despite this over-manning, however, 
there remain acute labour shortages. Rural 


Labour productivity in China 


Output per worker (Rmb a year) 
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on the open market to increase Its stake 
beyond MHrs holding, and become the 
largest single shareholder in MMC. Bunji 
Date, MMC's managing director in charge of 
finance, says this has been effectively ruled 
out by an agreement in which Chrysler un- 
dertakes not to take its shareholding beyond 
2495. Date says that MHI wants to continue 
holding “at least 24%” of MMC shares, even 
after future share issues. 

MMC plans to use half the X60 billion 
raised through the listing to repay bank 
debt, keeping the rest for investment in 
production facilities or its dealer network. 
At the end of 1988 MMC is believed to have 
cut its bank debt to X440 billion, from 
4 ¥ 470 billion just before 

the listing. 
«. Charlies Smith 
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labourers fill 15 million jobs that urban work- 
ers are unwilling or unable to do, mostly in 
construction, and there are an estimated 20 
million more unfilled urban jobs, economist 
Yan Kalin wrote in the Economics Daily on 7 
September. 

Wang Ruolan, vice-director of Shen- 
yang’s labour department, said it is almost 
impossible to get workers with urban resi- 
dence certificates to work in textile factories. 
The same is true for sanitation, casting and 
other "dirty" jobs. 

Labour reforms so far have been mostly 
carrot and no stick. Contract employment, 
the main reform of the mid-1980s simply 
created a new dual-status structure within 
state enterprises. "Permanent workers take 
it easy, while making sure their income 
keeps up with temporary and contract work- 
ers, while the contract workers try to get the 
same security and welfare benefits as perma- 
nent workers,” economist Wu ]Jiaxiang 
wrote in Economics Daily on 16 September. 

Relationships between employees of 
Chinese enterprises, and all work "units," is 
a lifetime affair, encompassing benefits such 
as housing, medical care and social security. 
Employees enjoy the perquisites of their unit 
even beyond the grave, as surviving family 
members are entitled to remain in unit hous- 
ing, and in some cases children may even in- 
herit their parents’ jobs. 

Employees of certain kinds of state- 
owned enterprises form a kind of blue-collar 
aristocracy, with pay and welfare benefits far 
superior to workers in collectively owned 
urban enterprises. To be cast out of a state- 
owned enterprise is tantamount to social ex- 
communication, so it is hardly surprising 
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. bour rationalisation schemes. 

As a result, previous, smaller-scale at- 
tempts to cut back redundant workers in 
other cities have had little success. In Henan 
province, laid-off workers at the Luoyang 
Cotton Textile Mill returned to work after 
protesting at their dismissal. In Shanghai, 
3,000 workers at 90 state firms transferred to 
different jobs at lower pay accused their 
A bosses last June of "exploitation" and “anti- 
communism.” 

. The 63,000 workers laid off by Shen- 
. yang enterprises in 1988 was 26% more 
than originally planned, and local leaders 
say the process will continue next year. 
At least 300,000 of the city's 1.26 million 
production workers are redundant, accord- 
ing to Guang Weiguo, vice-director of the 
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But only 16,000 of those laid-off in 
Shenyang have found new jobs so far. It is 
unclear whether the creation of new jobs will 
keep pace as the lay-offs continue. 

The problems will increase as lay-offs 
seep downward to enterprises which lack 
the financial resources to establish viable 
new ventures, particularly as efforts to slow 
down the economy begin to take effect. 
Some projects designed to employ laid-off 
workers have already been axed under the 
current crackdown on credit and new capi- 
tal-construction investment. 

The city union organisation is strongly be- 
hind the lay-off programme, according to 
Zhao Shiming, director of the municipal gen- 
eral labour union’s reform office, despite 
complaints from workers. 





Insurers see silver lining to monsoon clouds 


"The disaster bonanza 


vi -Scarcity, at least one item is in abundant 
lL supply: catastrophe. And last year's con- 
= Catenation of floods and cyclones is rec- 
|... koned one of the worst in Bangladesh's 
. disaster-prone history — bad enough to 
awaken the shell-shocked business com- 
.munity to the need for catastrophic risk in- 
<o surance. 
==> Foreign reinsurance companies are al- 
== ready queueing up in anticipation of 
windfalls, reports Rafiq ul-Islam, managing 
_ director of Pragati Insurance here. Among 
_.. the recent callers: Lloyd’s of London mem- 
|... bers Tyser & Co. and Stewart Wrightson, as 
well as Indian Reinsurance, the UN-affiliat- 
ed Asian Reinsurance, Swiss Reinsurance, 
Munich Reinsurance and the Singapore 
branch of Sedgewick & Co. 
- There is room for plenty more, Islam 
feels, with a potential expansion in total 
gross premium income of nearly Taka 500 
‘million (US$13.4 million) — as much as the 
-private general insurance companies receive 
from all sources combined. Other industry 
forecasts are more conservative. M. A. Hag, 
general manager of Reliance Insurance, pre- 
dicts a rise of only 33% in aggregate premium 
income, while A. R. Bhuya, deputy manag- 
ing director of Green Delta Insurance, ex- 
pects only Taka 70 million initially. 
< But all agree that, however much catas- 
trophic risk premium is actually raised, the 
timing could not be more fortuitous for the 
beleaguered insurance industry — a grim 
irony of Bangladesh's latest unlucky streak. 
Since the sector was liberalised in 1985, pri- 
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vately owned insurance firms have sprung 
up faster than the premium income needed 
to support them. 

Overcrowding will only be aggrevated, 
Islam predicts, by regulations requiring in- 
surance companies to match their Taka 30 
million promoters' capital with a public- 
share issue of the same size within three 
years of their establishment. This deadline is 
fast approaching for some of the industry's 
pioneers, and insurance lobbyists are press- 
ing for a deferral. An abrupt doubling of the 
industry's capitalisation seems bound to in- 
tensify the scramble for business, despite the 
catastrophic risk "boom." 

Catastrophic risk coverage — flood, cy- 
clone and earthquake additions to the basic 
stock-in-trade fire policies — have been avail- 
able here for a long time. But most business- 
men balked at the premiums, which could 
triple the cost of the straight fire insurance re- 
quired by their bankers. 


But aftera large proportion of banks’ com- - 


mercial credit portfolios went literally under 
water in 1988, bankers have started insisting 
on catastrophic risk coverage. Some are even 
prepared to lend businessmen the extra 
money for the premiums. 

The promised fillip to premium income 
might not be enough to save all of the 16 pri- 
vate insurance firms that have elbowed their 
way into the industry since 1985, many of 
which were established by entrepreneurs 
with scant experience in this field. 

Management resources are spread 
dangerously thin in the sector. When the in- 
dustry was liberalised, the only source of 
home-grown insurance industry talent was 
the nationalised Shadana Bima Corp. (SBC), 


ihe union can intervene in cases of 
nepotism or other irregularities in the pro- 
cess of selecting workers to be laid off. For 
older or sick workers with good service re- 
cords, the union has counselled manage- 
ment to offer early retirement rather than lay- 
ing them off. | 

Most of the problems the union has en- 
countered involved women. Many of the 
laid-off workers in Shenyang are women 
with young children, who typically are of- 
fered a "long vacation" of one to five years at 
70% of their base wage (but with no bonuses 
or other cash subsidies). In theory, at least, 
the arrangement is voluntary, and the 
women can return to the enterprise after the 
child reaches school age. But in some cases 
women have been put on "long vacation" 
against their will. E 


which monopolised general insurance be- 
fore 1985. Seasoned insurance executives 
now command ever-rising compense 
packages. 

To cut these costs, some private com- 
panies are now starting to poach the lower 
echelons of SBC’s executive ranks. But inex- 
perience tells, especially during a crisis like 
the recent cyclone, when a number of com- 
panies found themselves hard pressed to 
cope with the volume of marine insurance 
claims — many of them bogus — for alleged- 
ly lost inland craft. 

"Imagine how an eventlike that would be 
if catastrophic risk coverage became wide- 
spread," said Nassir Choudhery, managing 
director of Green Delta. "Sheer bedlam. In 
this place, 85% of our risk is ‘moral hazard.’ 
And a time like this is exactly when the 'inde- 
pendent’ claims surveryors decide to earn 
themselves a little extra ex post facto ‘pre- 
mium' income." | 

Choudhery's chief worry about catas- 
trophic risk coverage, though, is its potential 
impact on the private companies' retained 
premiums. After all, he explains, risk di 
sification is what insurance is all about. Bur nı 
a small and disaster-prone country like 
Dangladesh, any catastrophe is likely to af- 
fect a high proportion of claimants. At their 
current stage of development, that could 
wipe out the private insurers' meagre cush- 
ion of reserves and investments. 

To hedge against this, private insurers are 
negotiating with SBC to reinsure their entire 
catastrophic risk portfolios. This would be in 
addition to the reinsurance they take out for 
each policy they sell to the public. 

Private insurers in Bangladesh can only 
insure private businesses. SBC still enjoys a 
monopoly on government insurance busi- 
ness, which tends to cover relatively exciting 
assets such as sizeable industrial plant and 
capital-goods imports. One reason for the 
sector's overcrowding was an expectation — 
so far unrealised — that private companies 
would soon be allowed to compete for gov- 
ernment business. a 
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rade policy is a hot political issue in 
the US. Rectifying the massive 
trade deficit is on the front burner 
for national leaders of all political 
stripes, and it is certain to be a top priority 
item for the next US administration. The US- 
Canada free-trade agreement may be a solu- 
tion to one major set of problems. Many 
American scholars and policymakers are 
now considering the notion of a "free-trade 
zone" as the answer to US-East Asian trade 
frictions, and the best way to defuse protec- 
tionism on both sides of the Pacific. This is a 
seemingly good idea whose time has not 
2; and may never come. 

_he American free-trade agreement with 
Canada is worthwhile because the US and 
Canada enjoy comparable leveis of living 
standards, are at compatible stages of deve- 
lopment, and — most important — share 
common values that allow us to ratify such 
an agreement without fear of hidden cul- 
tural barriers frustrating its intent. Even with 
these advantages, there are some Canadians 
and Americans who doubt the wisdom of 
the agreement because of lingering bilateral 
frictions. On balance, however, the trade ar- 
rangement is desirable. 

At some point, a comparable free-trade 
arrangement is conceivable between the US 
and the European Community or all of 
Western Europe. Here, too, levels of deve- 
lopment and values are compatible. 

There is, however, a profound difference 
about the trade challenge from East Asia 
that makes it more difficult for Americans to 

with than challenges from other West- 
s — or even from the Soviet Union. 
11e issues causing problems in US relations 
with Asia are of an entirely different mag- 


nitude, and make a free-trade pact between . 


the US and East Asian states undesirable. 

If one listens to the rhetoric of leaders in 
Japan, South Korea, Taiwan, and other East 
Asian market economies, it is easy to get the 
impression that most of them are disciples of 
Adam Smith. Many free marketeers in the 
US speak of the economic leaders of Japan 
and the "Four Dragons" in precisely those 
terms. Such Americans are deluded by the 
rhetoric of these leaders. 

There is no doubt that many Asian con- 
verts to free-market capitalism exist and are 
exhorting their countrymen to appreciate 
the mutual benefits of free trade. Clearly, 
Asia's small cadre of Adam Smith followers 
are making a serious effort to convert their 
own societies. And when one considers 
where those societies once were, the pace of 
market opening deserves praise. 


STH 


By Edward Olsen 


Overall, however, these impressions are 
misleading. While many in Asia ostentati- 
ously sport Adam Smith neckties, few are 
true believers. Except for Hongkong and 
Singapore — city states with no alternative 
to total free trade — East and Southeast 
Asia’s economic dynamos are not truly com- 
mitted to free trade in the Western sense. 

These are centralised economies in 
which governments play major roles in 
guiding the private sector. Those roles are 
difficult to change even when some 
economically progressive leaders try to push 
their systems towards market opening, de- 
centralisation and deregulation, as the price 
of free trade’s vaunted benefits. These pro- 
gressives are pushing against an ingrained 
social preference for centralisation and regu- 
lation. These group-oriented societies usu- 
ally do not value the individualistic ethos 


. unreconstructed economic 
nationalists whose commercial 
chauvinism verges on 
mercantilism. 
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which is the driving force behind Western 
capitalism. | 

Deeply entrenched social attitudes to- 
wards trade present still more of a problem. 
Despite the popular appeal of imported 
^luxuries," consumers throughout the re- 
gion do not exert much pressure on their 
leaders to drop legal barriers. Consumerism 
in much of Asia is in its infancy. Instead of 
pressing for market opening, in the hope 
that free-market mechanisms might lower 
their prices, most of Asia's consumers re- 
main docile supporters of higher priced 
domestic products. 

Even when overt barriers are lowered or 
removed, the so-called non-tariff barriers re- 
main formidable. In part, these consist of 
business practices that impede the distribu- 
tion of foreign imports that would compete 
with domestic products. Most profound, 
however, are the cultural biases regarding 
imports. Desirable and/or cheaper though 
they may be, imports face deep-seated re- 
sistance from consumers who think buying 
them is unpatriotic. 

Even as Asia's governments diminish 
their public coaxing to — for example — 
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More liberal than thou — 


“buy Japanese" or "buy Korean," Asian 
consumers are slow to change their ways. 
They frequently detect a discreet and know- |. 
ing wink from the authorities which tells |. 
them not to really shift their buying pat- | 


i 


terns, despite the rhetoric urging them to É 
change. : 

South Korea provides an egregious |. 
example. As Seoul reassures the US that itis |. 
telling the South Korean consumer to ignore | 


earlier admonitions against squandering na- | 


| 
B 
E 
! 
| 





tional wealth on imported luxuries, its min- |. 


| 

| 

ions in the customs service hew to the | x 

widely posted guidance, "conserve foreign | X 

exchange for national prosperity." | | es 
i 





In short, many leaders and ordinary | ~ 
people among the US’ Asian trading] 
partners are unreconstructed economic | _ 
nationalists whose commercial chauvinism. 
verges on mercantilism. For many of them, | 
free trade is an abstraction which is appro- |. 
priate to apply in the US, but should not be l S 
prematurely forced on their economies. qom 





Before the US seriously contemplates | e 
edging towards a free-trade agreement with | — 
any Far Eastern trading partners — includ- | 
ing Japan, which has a relatively en- > 
lightened perspective — it is essential that | us 
those states demonstrate an ability to open |... 
their markets in ways that do not remain ef- E 
fectively buffered by non-tariff barriers. Free- | 
trade agreements between the US and any | __ 
of its Asian trade partners should not be) 
contemplated as the means to achieve; | 
genuine free trade, but the goal in a longer- pe 
term process. Signing a piece of paper call- | 
ing for free trade will not make Asian con- | oe 
sumers respond as openly to free competi- |. 
tion as Americans already do. | | 
| 


The economic arrangements the US now |. — 
has with Asia are far from ideal. American | 
discontent has caused many US leaders to | 
envisage free-trade arrangements as the key | 
to certain Asian markets. Despite the admit- - 
ted problems with the current trade situa-- 
tion, these circumstances are vastly superior - 
to a spurious free-trade agreement which 
the average people in Asia — the consumers _ 
— are not prepared to accept and make via- | 
ble. Until the popular values regarding free | 
trade on both sides of the Pacific are proven | 
to be more harmonious by real progress in | 
opening Asian markets, the US should not | 
move towards the creation of any free-trade 
zone in the region. It must be the conclusion 
of the process, not the beginning. 4 
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Edward Olsen is professor of Asian Studies at 
the Naval Postgraduate School, Monterey, | 
California. E 


ingapore's 10.9% GDP growth rate 
for 1988 (8.8% in 1987) was the high- 
est for 15 years. This much was ex- 
» pected. However, there are signs 
.that ven two year old boom is entering a new 
< phase, with the manufacturing sector slow- 
| ing down, and the long-depressed construc- 
. tion sector showing signs of life. As the 
" dynamics of the boom shift, a consensus is 
emerging that growth will slow to 6-776. 
.. Growth in the manufacturing sector, 
- which triggered the current boom and has 
been its main engine, slowed sharply to 9% 
in the fourth quarter, compared with 18.5% 
-in the third quarter, and 21.3 % and 21.6% in 
-the first and second quarters respectively. 
. The main cause is the worldwide glut 
in the drive-disk industry and cut- 
throat price competition in the US. 
This industry is not likely to recover 
quickly, so the economy can expect 
little help from the sector this year. . 
ci Construction, which has lan- 
| guished since the previous property 
v Blut, is expected to have grown by 3% 
. in the last quarter of 1988, compared 
-with declines of 5.8% in the third 
— quarter and 11.7% in 1987. With pub- 
-< licand private building projects total- 
|... ling S$ billion (US$2.57 billion) or 
....more scheduled for 1989-93, this sec- 
tor can be expected to continue to 
= grow, and possibly even emerge as the new 
|. engine of growth. 
- The financial and business services sector 
is expected to remain stable after a growing 
cs by around 8.5 % in the last quarter of 1988. 
|." The same goes for the transport sector, 
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which has been averaging around 1076 
growth throughout the year. Helped by 
tourist arrivals, which have touched the 4 
million mark, and rising real wages, the gen- 
eral commerce sector should sustain its 
17.4% annual growth rate for at least the next 
two quarters before the slowdown in other 
sectors reaches the pockets of wage earners. 
External demand remained the main 
source of growth and accounted for 88% of 
total demand. Total trade, which normally is 
about three times the GDP of this small, open 
economy, is expected to have surpassed 
$$160 billion in 1988 — a record, and far 
above 1987's figure of $$129 billion. The total, 
however, does not reveal that trade slowed 





GDP growth rates* 
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in the last quarter along with the rest of the 
economy and will almost definitely be less in 
1989. — 

Exportsin the first 11 months of 1988 were 
5$71.5 billion, but imports of S$80 billion led 
to a trade deficit of 5$8.5 billion, up from 
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More work than workers 


5$7.4 billion in the same period last year. 
Perhaps anticipating US pressure to re- 
value theSingapore dollar, the authorities al- 
lowed the currency to rise to about 5$1.94 
against the US dollar in the past few months, 
compared with $$2-2.03 for most of 1988. 
Direct foreign investmentis also expected 
to slow down in 1989 to S$1.7 billion, from 
1988's figure of S2 billion, largely because of 
the downturn in the electronics industry, 
where foreign investment is concentrated. 
The main constraint on Singapore's 
growth has now become its limited labour 
supply, which is stagnating as population 
growth approaches zero. Fewer people are 
expected to enter the labour market in 
next few years, and Singapore « 
not want to admit large amounts of 
foreign labour for social and political 
reasons. Since Singapore can no 
longer satisfy external demand 
merely by taking in fresh entrants to 
the labour force, it faces the very 
much harder task of raising the pro- 
ductivity of its stagnant labour force. 
The government is encouraging 
the slowdown by refusing to in- 
crease work permits for foreign- 
ers and by mandating cost increases 
by recommending wage increases 
and rises in employers’ contribu- 
tions to the Central Provident 
Fund, the compulsory pension scheme. 
Unless growth slows, the government 
fears a rise in wage cost will erode 
the cost competitiveness of Singapore. Most 
analysts share these fears. 
EN. Balakrish 
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BANKING 


Malaysian takeover deflects attention from swindle 


Bank on the run 


n n3 January, Malaysia's S ; central bank, 
Bank Negara, (BN), admitted publicly 
for the first time that a member of its 
staff had managed to embezzle M$22.2 mil- 
lion (US$8.15 million) lodged with it by the 
national savings bank (REVIEW, 12 Jan.). A 
day later, on 4 January, BN announced it had 
taken over the Oriental Bank, a small com- 


Paris (BNP) with 22.5% and publicly listed 
Pengkalen Holdings with 20% — until 4 Jan- 
uary. 

Why 4 January was chosen to make the 
takeover public, BN will not say. Certainly 
there had been no run on the bank requiring 
a restoration of public confidence. 

Second, BN seems to have been in no 


hurry to assume day-to-day management of 
the bank. In a second statement on 5 Janu- 


chief executive, Zainuddin Haji Din, had 
been appointed its nominee in Oriental. BN 
added that Zainuddin “will continue to re- 
port to the existing executive committee and 
board of directors who will continue with the 
bank's business as usual, subject to the final 
directives of BN." 

The reason for this lack of urgency, ac- 
cording to bankers familiar with Oriental, is 
that the bank had essentially been under BN 
guidance for some 10 years before the 
takeover. Successive chief executives have 
been BN nominees following an unsavoury 
incident in 1978. 

Zainuddin was appointed Oriental chief 
executive at the end of 1985, when he was 
transferred from the (then) state-controlled 
merchant bank, Pertanian Baring Sanwa 
(now Commerce International. Merchant 


mercial bank, "to maintain confidence" 
while capital restructuring was being under- 
taken to restore its balance-sheet after it had 
incurred M$64.3 million in losses since 1985. 

Vas the proximity of the two events an 

lent? Well-placed sources in Oriental be- 
lieve not. Defying BN's strict orders not to talk 
to the press about the takeover, they said 
“the general consensus is that BN timed it de- 
liberately" to deflect the public's attention 
from the first major scandal to mar its 30-vear 
record as the incorruptible guardian of bank- 
ing probity in Malaysia. 

To support this allegation, the sources 
point to two curious aspects of the takeover. 
First, BN stated it had assumed control of the 
bank from 28 November 1988 — five days 
after it first lodged the police report over the 
M$22.2 million missing from its own ac- 
counts. But the news was withheld from 
both Oriental's middle management and its 
shareholders — the Malaysian police 
cooperative, Koperasi Polis di-Raja MP. 
Malaysia, with 52%, Banque Nationale de 





; Milijsian police hus enlisted the help. of T pol in tracki 
down five man in connection with the BNM Rd milli 
case. The ringleaders are alleged to be a lawy e Man CH 
Mud, and a BN clerk, Harun Othman, both of whom are reported 









to have fled to Indonesia and then on to the Philippines using 


forged passports. - 

The ability of a humble clerk allegedly toembezzlesucha large 
amount of money from BN is a huge embarrassment to the central 
bank. Harunis believed to have worked alone inside BN's account- 
ing department, where he forged a single officer's signature to ef- 
fect the transfer of the money to his lawyer accomplice's accountat 
the nearby. Dayabumi account of Bank Bumiputra. In normal 
banking practice, two authorised Signatures are  fequired for 

" amounts in excess ofM$5000. 

Harur eged to have defrauded the nao savings bank, 
Bank Simpanan Nasional (BSN) of money which had accrued after 
the Tee of ovest securities. in June 1988. BSN had re- 








ary, for example, BN said Oriental's current 











BN: accident or design. 


gust! 1988, it was informed that according to BN's records (faked by | : 


Che Man's account was operated fraudulently on behalf ofthe es- _ 


Bankers). It appears that Zainuddin might 
not have been a BN nominee at the time of his 
appointment, though one shareholder be- 
lieves he was. 

Oriental's management dispute whether 
the takeover was necessary at all. The central 
bank said that Oriental had incurred losses of 
M$63.9 million in 1986 and M$400,000 in 
1987, as a result of "provisions made in order 
to prudently and fully provide against actual 
and possible losses on loans granted since 
1979." However, sources in the bank claim 
these were over-provisions forced on Orien- 
tal by BN. The true figure, they claim, should 
be around M$45 million, which would have 
been covered by its paid-up capital of M$45 
million. 

While no one disputes the fact that two 
years of losses have left Oriental unable to 
meet the stipulated 4% capital adequacy 
ratio, the sources claim that there was no op- 
erational need for BN to take action, noting 
that no similar takeover has been made of 
Kwong Yik Bank which has also lost its capi- 


tained the money with BN for advance subscription to ailes gov- E 
ernment securities, but when it tried to utilise these funds in Au- . 





larun), they had already been transferred to its account at the c | 
head office of Bank Bumiputra. Lu 
tis still baffling other bankers how Che Man and Hasan iar 
aged to withdraw the money from Bank Bumiputra’s relatively - 
small Dayabumi branch in five massive cash tranches without at- 
tracting suspicion and triggering cross checks back with BN. How- 
ever, sources familiar with the allegations told the REVIEW that- 

















tate of the late Tunku Ariff Bendahara of Pahang, Tunku Tan Sri 
Ibrahim. Che Man had correctly gauged that the bank would be ~ 
reluctant to ask too many questions about an account owned by ed 
ralty. AE 
The cash was paid over in M$1,000 notes, with the first with- de 
drawal taking place around 3July — apparently, one day afterthe — 
transfer. All the money had been withdrawn by 30 July. Harun 
resigned at 24 hours' notice in August, shortly before the : savings 
bank raised the alarm. However, a police report was notlodgec 
BN until 23 November. In its 3 January statement, BN offered 
explanation as to why it waited so long. * Nick Seawi 


tal because ot provisions tor bad loans. 
Oriental said that its pre-tax profits for the 
year ended 31 December were M$5 million. 
Meanwhile, the REVfEW understands that 
about 30% of the 1985 loan book totalling 
about M$700 million is non-performing. 

Indeed, it is clear that the formal takeover 
under Section 39 (2) (e) of the Banking Act 
was not effected because BN wanted a 
change in management. The main aim 
seems to be to force the existing shareholders 
to either cough upina rights issue or see their 
shareholdings reduced. 

To do that, BN will have to make use of an 
amendment to the Central Bank Malaysia 
Ordinance, which was brought in late in 
1987 after it had poured some M$672 million 
into the reconstruction of United Asian, Per- 
wira Habib and Sabah banks. Section 31 C of 
the ordinance permits BN to apply to the 
High Court for the reduction in the capital — 


to quote tne 195/ BN annual report — “to the 
extent which the capital has been lost . . . par- 
ticularly where shareholders were also, di- 
rectly or indirectly, involved in the day-to- 
day management. . ." 

BN is expected to seek High Court ap- 
proval very soon. If it gets the go-ahead it is 
seeking, it will then be free to offer stakes in 
the bank to other shareholders. The REVIEW 
understands that the development bank 
Malaysian Industrial Development Finance 
(MIDF) has already been approached and in- 
dicated its willingness to subscribe new capi- 
tal, provided itends up with a majority stake. 

How much would that cost MIDF? 
Around M$70 million seems a reasonable es- 
timate for a 51% stake, assuming BN reduces 
the present capital of M$45 million to about 
M$20 million. 

Oriental sources reckon that total assets 
of the bank are now around MS$1 billion, after 





TOURISM 


Singapore may soon suffer a room shortage 


The hotel lobby 








By Michael Westlake in Hongkong 
C l ingapore's rapidly growing number of 





tourists has led to a high-level and 

heavily polarised debate over what to 
do about rising hotel occupancy rates but re- 
latively low room charges. 

The Singapore Hotel Association says 
that the answer is to double hotel room 
charges over the next three years because 
building more hotels risks creating a glut of 
rooms such as that which hit the industry in 
1983-86. But Singapore Airlines (SIA) wants 
room charges to rise slowly. It also wants 
more hotels built and may even promote de- 
velopments itself to stave off whatit sees as a 
looming shortage of rooms. 

The chairman of the Singapore Tourist 
Promotion Board (STPB), Lim Chin Beng, 
who is also deputy chairman of SIA, said in 
Hongkong recently that the airline might 
have to “seed” the building of new hotels as 
an equity participant or even as a hotel 
operator, because a shortage of rooms would 
be a constraint on the airline’s development. 

He said SIA would only venture into 
hotels with reluctance — several years ago it 
pulled out of a hotel venture overseas — be- 
cause it would divert resources from airline's 
core business of air transport and related 
companies. 

A. US-based analyst's report put Singa- 
pore's average hotel occupancy rate for 1987 
at 71.1%, behind Thailand's 82.6% and 
Hongkong's 87.8%. Average room charges 
for 1987 were: Singapore, US$45.23; Thai- 
land, US$62.10 and Hongkong, US$92.51. 


Official STPB and Hongkong Tourist As- 


‘sociation figures for occupancy differed 


slightly, and neither body could give average 
room charges. But both organisations gave 
more recent figures showing that occupancy 
has risen steeply with last year's worldwide 
tourism boom — Singapore's occupancy rate 
from January-October 1988, was 78.5%, hit- 
ting 83.8% in October. Hongkong's was 
92%. 

However, Hongkong added nine new 
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hotels — 3,600 rooms — in 1988, to give a 
total of 67 hotels with 25,233 rooms. By 1991, 
Hongkong will have 101 hotels with a total of 
38,121 rooms. But Singapore, which in 1988 
had 68 hotels with a total of 24,142 rooms, 
until late last year was expecting only one 
new hotel to open before 1991, which with 
extensions to existing hotels would lift availa- 
ble rooms to only 25,321 rooms. 

During the past two months, several 









Raffles and Meridien hotels: polarised debate. 


contras. Ihis means that the bank needs 
about M$40 million in unimpaired sharehold- 
ers’ funds to meet the 4% minimum capital 
adequacy ratio. More probably, however, BN 
would want Oriental to be in line with the 
average capital adequacy of the commercial 
banks of around 9%, and would require 
M$90 million. In addition, M$20 million 
would be needed to meet the losses not 
covered by Oriental's original capital of M$45 
million, making a requirement for some 
M$110 million in all. Add to that the reduced 
original capital of around M$20 million and 
the rough estimate is M$130 million for 
Oriental's new capital. 

The moot point, however, is whether BN 
would be justified in applying for a reduction 
in capital. Most of the losses incurred by 
Oriental took place from 1979-85 — precisely 
the period when BN nominees filled the posi- 
tion of chief executive. a 


more projects have been announced in 
gapore which will add about 1,600 roon  . 
1992. But the double-digit growth in tourist 
arrivals is worrying STPB officials. They have 
projected that with only a 5% growth a year 
in arrivals to the year 2000 there could be a 
shortage of 8,500 rooms. 

Lim said he would like to see hotel rooms 
increase at a rate of 5% a year for the next 
three to five years, lagging behind the 8% 
target increase for visitor arrivals. This would 
enable room rates to rise slowly and thus 
help the industry recover from the past few 
lean years. He also said there was interna- 
tional interest in building new hotels and 
that plans were in the pipeline. 

But the local travel agents' association 
says hotel room charges contracted to travel 
agencies have risen by 20-45% for 1989, to 
5980-140 (US$41.24-72.16). That might 
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good for hoteliers, but a bigger jump than 
Lim feels is wise. 

Part of the tourism debate involves how 
to keep demand at high enough levels so that 
either the hoteliers' or the airline's solutions 
could be feasible. But this is problematic — a 
billion-dollar scheme to add to tourist attrac- 
tions was announced in 1986, but as noted in 
The Straits Times last October: "None has 
materialised yet." E 


seeking to reform the ADB. While 
ADB president Masao Fujioka dis- 
liked the US origin of the plan and 





“ing his authority diminished, the 
| powers that be in Tokyo are seek- 


INVISIBLE HAND 


Money — who needs it? 


imes sure do change. Now that the 
Reagan administration's eight-year 
free-market jihad is passing into 
history, the Asian Development 
Bank (ADB) has suddenly turned to religion, 
and Washington is none too happy about it. 

Word from Tokyo is that the ADB will at its 
May annual meeting attempttorally support 
for a new private-sector oriented affiliate to 
be called the Asian Finance Corp. (AFC). 

The AFC, if and when it ever gets off the 
ground, will finance private-sector projects 
in India, Pakistan, the Philippines and, 
perhaps, some less needy Asian countries as 
well. Its initial capital — the plan is for 
lt Xmilliongrowingto US$300 million — 
v e put up jointly by the Manila-based 
ADBanda group of mostly Japanese commer- 
cial banks. The AFC will have a board, presi- 
dent and staff separate from the ADB. Ameri- 
cans will have little or no say. 

Judging by the timing and the source of 
information, a recent Tokyo news report, the 
current impetus behind the AFC is 
certainly less ideological than ex- 
peditious. The first push on its behalf 
came from US banker John Hennessy 
who sits on a blue ribbon commis- 
sion of top bankers and academics 


is still apparently suspicious of see- 


ing to turn the proposal to their ad- 


vantage. 


laoanese commercial banks remain 
t r pressure by Tokyo to transfer part of 


| tL... country's still swelling surplus to 
friendly, and presumably grateful, Asian 
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countries. They are also under pressure not 
to lend haphazardly, having spent the past 
few years factoring off the previous decade's 
excesses which ended up in some Cayman 
Islands' shell bank. Some kind of partner- 
ship with a multilateral bank, particularly 
one which Tokyo now more or less controls, 
would presumably fit the bill. 

The deal might be a good one for the ADB 
as well, despite Fujioka’s fears. The AFC 
would conceivably help the 23-year-old bank 
to carve a more relevant role for itself in those 
countries where governmentis getting out of 
production and into hands-off supervision. 
It would also be a neat trick in furthering Ja- 
panese control of the institution; Washing- 
ton's minions would have a hard time just 
saying no to anything stimulating capita- 
lism. 

This said, does Asia really need some- 


thing like the AFC? And if it does, can this 
kind of partnership actually work? 

Let's take the question of need first. The 
ADB's existing private-sector unit has been 
having a rough time giving away money 
since its 1986 inception. Its biggest deal in 
1988 was a US$24 million loan to the Philip- 
pines Long Distance Telephone Co. (PLDT). 
The money went towards constructing a 
new exchange which will service the ADB's 
new headquarters building in Manila. While 
the ADB unit did manage to clear a US$15 mil- 
lion loan to an Indonesian steel company last 
September, the remainder of its record in 
1988 is rather lacklustre. 

The World Bank’s International Finance 
Corp. (IFC), its private-sector investment 
arm, has not fared much better finding bank- 
able Asian projects. The IFc has seen its loans 
to risks such as Ugandan tea plantations 
shoot the moon and its stake in blue chips 
such South Korea’s Lucky Goldstar and 
Thailand’s Siam Cement shrink apace. For 


IFC's Asian investments 


ADB’s private-sector activity 








fiscal 1988, its biggest deals in the region were 


two loans to Pakistani oil companies that 


sound suspiciously like state enterprises. 

The next two down the list were the ubiquit- 
ous PLDT and the Manila Electric Co. 
(Meralco). Commercial banks stayed away 
from Meralco while it suffered a lengthy and 
acrimonious dispute over ownership. 

The multilateral banks have two basic 
problems when it comes to lending to private 
companies; the first is that their money is too 
expensive in a competitive commercial bank- 
ing market. At an interest charge of 10.5%, 
says one top-rated Thai beneficiary of IFC's 
largesse, “we can borrow much cheaper 
commercially. Because the ADB and IFC have 
a minimum project size, commercial banks 
will be able to best their rates in virtually any 
bankable Asian project.” 

JA And then there is the hassle factor; the 
ADB and the IFC allegedly require far more 
thorough corporate documentation. They 
are more bureaucratic in their credit checks. 
Further, these institutions must negotiate 


political as well as the usual economic bar- 
riers when putting together private-sector 
loans. You will not see many multilateral 
loans going to Chinese-owned businesses in 
Malaysia or Indonesia, for instance. 
Workability is another problem. Even if 
one sets aside most of the organisations rep- 
resented by the wretched acronyms that lit- 
ter the landscape of Asian economic cooper- 
ation, those remaining are not much cause 


for celebration. Thereis, forinstance, theSin- | 


gapore-based Asean Finance Corp., a now 
eight-year-old financial institution with 
shareholder capital roughly the samersize as 
the proposed AFC. 

The Asean Finance Corp. was set up by 
140 commercial bank and individual 
shareholders to promote economic coopera- 
tion among Asean members. The idea was to 
fund projects that will benefit several coun- 
tries. "As a concept that evolved from an 
ideal," says one board memberrather wryly, 
“it has produced few immediate benefits." 

In fact, what it produced was a 
king-sized headache. Before a | 
wholesale 1987-88 restructuring 
under a former Citicorp banker, 
Asean Finance Corp. took a beating 
on bad loans. In 1986, itlost morethan | 
S$3 million (US$1.54 million), the re- 
sult of atrocious credit control and 
management. 
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sident Benedict Kwek, the company 
is now concentrating on deal-making 
rather than lending. “We are a mer- 
chant bank,” he said, implying that 
the original mandate to push cash directly 
into regional projects had fallen by the 
wayside. | 
Further, the democratic nature of the cor- 
porate board has changed. Rather than hav- | 
ing a rotating cast designed to please a 


-Filipino one quarter and a Malaysian the 


next, the board is now permanent and, ac- | 
cording to Kwek, getting along well. 

While the more consensus-inclined Ja- 
panese set to sit on the proposed AFC's board 
might not cross swords like the multinational 


Asean Finance directors, thelackofbankable | 


projects which hurt the Singapore-based 
lender and still stymies the IFC and the ADB's | | 
private-sector unit is something to consider. | - 
Asean Finance is already cooperating with 
Tokyo in targeting projects for the US$2 bil- 
lion Japan-Asean Fund announced by Prime 
Minister Noboru Takeshita in late 1987; ithas 
only managed to push out US$25 million to 
date. It is doubtful the ADB's new effort to ex- 
pand its empire would do much better. 
a Jonathan Friedland 


According to Asean Finance's pre- |. We 





INDUSTRY 


Taiwan labour unrest mounts as firms shed workers 


Factory fall-out 








By Jonathan Moore in Taipei - 


hile employers in Taiwan brace 

Ww themselves for a spate of strikes 

over traditional year-end bonuses 

at Lunar New Year in February, structural 

economic changes are adding to pressures 

on the increasingly volatile labour relations 
scene. 

Higher labour and land costs, currency 
" appreciation, import liberalisation and grow- 
ing environmental costs for heavily polluting 
industries are hurting traditional manufac- 
turing businesses and creating new growth 
in services and higher value-added indus- 
tries. Taiwan workers cannot keep up with 
the rapid shift. 

One of the most violent demonstrations 
of the pressures began when Nestlé, of Swit- 
zerland, closed a unit of its factory in the 
Hsinchu Industrial Park, an hour south of 
Taipei. The closure, announced in late Nov- 
ember 1988, affected only 17 employees, but 
the plant's remaining 100 workers walked 
out in sympathy. 

Subsequently, several European and 
Chinese managers were barricaded inside 
the Hsinchu plant overnight, and physical 
and verbal abuse was offered against the 
management, sources in Taipei and Hsinchu 
said. The company took the situation seri- 
ously enough to make special living arrange- 
ments to safeguard the families of 
European managers living in 
Taiwan, the sources say. 

In another case, some 400 work- 
ers at a plant of the Shin Kong Textile 
Co., just north of Taipei, protested 
against a shutdown for more than 
80 days in what one labour leader 
called "an aggressive protest move- 
ment." 

Both incidents appear to have 
yielded some dividends. The settle- 
ment on offer to Nestlé's redundant 
workers “[exceeded Taiwan's] legal 
requirements by 50%,” Nestlé's 
Taiwan general manager Stephen Is- 
senmann claimed. Moreover, nego- 
tiations are continuing. In Shin Kong Tex- 
tile's case, most employees accepted a sever- 
ance payment on 5 January that was 80% 
higher than the original offer. 

"These cases are going on all around 
Taiwan," said Su Chirdi, an organiser of 
Taiwan's second labour party which was 
formed last month. “Workers are very impa- 
' tient. Taiwan is getting very rich and living 
standards are so high, but it is not that way 
for the workers," she said. 
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Hsinchu industrial park: violent demonstration. 
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In both cases, the disputes were triggered 
by management's attempts to adapt to the 
structural changes in Taiwan's economy. In 
Nestlé's case, the layoffs came because the 
rise in the NT dollar and the liberalisation of 
imports combined to make it cheaper to im- 
port instant coffee than produce it in Taiwan. 
In Shin Kong Textile's case, the company de- 
cided it could make more money by selling 
the land occupied by the plant than by con- 
tinuing to make textiles. 

Aggressive behaviour towards foreigners 
has been a kind of last taboo in Taiwan so- 
ciety, and so the reaction to Nestlé's small 
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layoff shows how low the threshold for ex- 
treme action can become as workers become 
more desperate. When Nestlé’s employees 
took the law into their own hands by occupy- 
ing the bosses’ office, they were reflecting the 
prevailing frontier-town lawlessness of 
Taiwan society. 

While the official unemployment rate 
stands at only 1.48%, Taiwan workers in- 
creasingly dread redundancy because the 
chances of finding full employment again at 





the age of 35, say, and at a comparably low- 
skilled job, are diminishing. And, to be laid 
off carries a social stigma of disgrace in 
Chinese society. 

“Urbanisation is taking place at such a 
speed that those laid off cannot go back to the 
agricultural fields,” Hwang said. 

The ministry-level Council of Labour Af- 
fairs (CLA) says there are a number of govern- 
ment worker-retraining programmes for up- 
grading workers’ skill levels, but a CLA official 
admitted privately that “the government 
doesn’t provide for workers’ families while 
they are on the programme,” since laid off 
workers receive no unemployment insur- 
ance. 

The Nestlé incident also highlights the 
growing significance of the traditional year- 
end bonus system. Nestlé's layoffs were an- 
nounced just before the Lunar New Year 
bonuses, and the company said their redun- 
dancy terms took the bonuses into account. 

The bonus period has become Taiwan's 
worst time for strikes. Last February, 2 
bonus-related strikes hit local units of — 1 
Motor Co. and Philips of the Netherlands as 
well as local firms. Already, on 8 January this 
year, 2,000 workers at the giant Formosa 
Plastics Group demonstrated, demanding 
higher bonuses. 

Business is slowly recognising that the 
bonus system has become a kind of profit- 
sharing system, said Hwang Yueh-chin, a 
professor of labour law at National Chengchi 
University. Labour activists say moves to- 
wards to modern, regularised profit sharing 
should be quickened — as should improve- 
ments in corporate accounting practices. 

Taiwan's late recognition of the need to 
reform outdated labour laws and the long 
neglect of basic workers' rights is also creat- 
ing tension and confusion for both 
labourers and employers (REVIEW, 8 
Sept. '88). Strikes and collective bar- 
gaining, recently legitimised, are still 
unfamiliar, and the procedures mm- 
bersome and formalistic. 

Taiwan authorities are nou vuil- 
cerned that the labour relations 
problem will stunt investment or 
hinder the economy in the long run. 
"This is justa transitional period, be- 
cause in the past, labour rights were 
limited and strikes were not al- 
lowed,” said Hung Ching-lin, a CLA 
vice-chairman. "Now, once every- 
one starts to sit down and talk 
problems out according to the 
law, harmonious relationships between la- 
bour and management can be established," 
he said. 

Besides changing economic cir- 
cumstances, the lifting of martial law in July 
1987 was followed by a rise in the number of 
strikes as wellas other protests. Also, worker 
awareness has risen because of the growth of 
labour organisations and publicity sur- 
rounding the promulgation of the Labour 
Standards Law in August 1984. o 
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EC hits Hyundai with 

punitive dock duties 

> South Korean ships owned by Hyundai 
plying the Australia-Europe route will have 
to pay punitive duties equivalent to 26% of 
freight rates each time they dock at an EC 
port. The EC's Council of Ministers decided 
on the levies — about US$510 for a 20-ft 
container and US$1,010 for a 40-ft container 
— after complaints from eight major 
European shipping lines that Hyundai 
freight charges were unfairly low. This is the 
first EC anti-dumping action involving to 
services. It will further sour trade relations 
between Seoul and Brussels. 





New Zealand state ship 
line dumps local crews 
| | seailing state-owned New Zealand 
* |. sing Corp., which the government 
aims to sell this month under its privatisation 
programme, sold two of its ships to 
Hongkong subsidiaries, Fuday and 
Eckington, to enable it to recrew them with 
Asian seamen. The crews were sacked when 
the ships, Forum New Zealand Il and New 
Zealand Pacific reached Papeete and Port 
Moresby on 9 January and 11 January 
respectively. The move follows three years 
of unsuccessful talks with the seamen's and 
officers' unions to change manning, pay 
levels and conditions. Set up in 1974, the 
corporation had NZ$2 million (US$1.27 
million) in shareholders funds at end- 
August 1988 and debts of NZ$80 million after 
losing NZ$42 million in 1987-88. It survived 
only with an injection of NZ$12.8 million 
uncalled capital on 14 November which 
followed a NZ$120 million cash injection in 
1986-87. The corporation runs four other 
vessels. 


Indonesia cuts capital 

levels for joint ventures 

> Indonesia lowered the minimum capital 
required from foreign investors in a joint 
venture from US$1 million to US$200,000 at 
the end of 1988. According to theinvestment 
board, approved foreign investment in 
Indonesia has more than tripled from 
US$1.45 billion in 1987 to US$4.4 billion in 
1988. 


Pakistan gets IMF 
standbv facilities 


P Pakistan will receive SDR 620.05 million 
(US$834.4 million) in fresh IMF loans in 
support of Prime Minister Benazir Bhutto's 
economic policies over the next three years. 
The IMF package comprises a standby loan 
of SDR 273.15 million, disbursed over 15 
months, and an extra SDR 346.90 million 


over three years from the IMF's structural 
adjustment facility. The loans are to support 
arestructuring programme aimed at boosting 
domestic investment, dampening inflation- 
and improving the balance of payments. The 
IMF said Pakistan expects real economic 
growth of 5.2-5.5% a year through 1991. 


Australia’s BHP to 

enter oil refining 

P Australia's TuS company, Broken Hill 
Proprietary (BHr), plans to enter oil refining 
and marketing. In a move partly designed to 
offset low oil prices, BHP has made a US$378 
million merger offer to the Hawaii-based 
Pacific Resources Inc., dependent on 75% 
acceptance. BHP Petroleum chief executive 
Peter Willcox said the move was part of a 
long-term strategy. BHP is one of only two 
major oil producers not to have refining or 
marketing operations, he said. 


Business indicators 
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Philippines in move to 

beef up infrastructure 

> The Philippine Government plans to 
strengthen the development of electricity, 
water, communication and transport 
infrastructure this year in an effort to attract 
new foreign investments. Power supply in 
Luzon is near critical levels, and business 
groups haveasked the government to divert 
new investments to southern provinces. The 
Department of Trade and Industry is giving 
priority to the infrastructure needs of 
industrial estates, particularly in Cavite and 
Datangas provinces near Manila. 


Taiwan dollars soars 

against US currency 

> Taiwan's Central Bank of China allowed 
the NT dollar to appreciate 39 NT cents 
against the US dollar in four davs, hitting a 
new high on 10 January of NT$27.76:US$1. 
Selling pressure on the US dollar was fuelled 
by local ramours the US would request talks 
on the NT dollar exchange rate soon. 
Foreign-exchange traders said the NT dollar 
could go to NT$27.50:US$1 by the Lunar 
New Year. The currency had been stable for 
two months around NT$28.07:US$1 to 
NT$28.19:US$1. 





John Fairfax plans 

float to help debt 

> The Sydney Morning Herald on 11 January 
reported that John Fairfax Ltd, the 
newspaper's owner, is likely to float up to 
49% of its shares within five years as part ofa 
package to reschedule its huge debts 


|: resulting from the privatisation of the 


company by its proprietor, Warwick Fairfax, 
in December 1987. The story, carried in the 
business section, said that the management 
had declined to comment. Butit added that it 
was understood Fairfax executives had told 
financial institutions that Warwick Fairfax 
was "not averse" toa float as long as he kept 
a controlling interest. 


China's farmers reap 
poor harvests p 
> China had a bad harvest for most major. | 
crops last year. Output of grain declined to 

393.8 million tonnes, down 2.3%. Cotton, oil 
seeds and jute fell to 4.06 million tonnes ik 
(—4.3?5), 12.85 million tonnes(—15.9%) and. . 
1.04 million tonnes (—8.1%) respectively. — = 
Tobacco, however, rosebyarecord35.1%to  . 
2.21 million tonnes, while cane and beat 
sugar was up 9.676 to 60.86 million tonnes. 


Biggest Japanese bank 

lists in London 

»> Japan's Dai-Ichi Kangyo Bank, which 
claims to be the world’s biggest in terms of 
total assets and deposits, has been granted a 
listing on the London Stock Exchange. 
Dealings began on 9 January and Dai-Ichi 
Kangyo says it will now consider applying 
for listings on other European stock 
exchanges. The largest among Japan's 77 
commercial banks and claiming the largest - 
yen-denominated deposit base in the world, 
Dai-Ichi Kangyo says it intends using the 
London listing not only to broaden its 
shareholder base, but also to raise capital for — 
improving its capital adequacy. Its 
introduction to London was arranged 
principally by Barclays de Zoete Wedd. 


































Commodities 


Lastsaleto 9 Jan. Latest ee 3 months ago Yearago 


Gd — : : - i 2 c Pus) e F mo | : ES PES 7 on 4 MB M = : grs - : : ! 4350 l 








E d A s "UL o S m XR or ee : ALORS » NC UN AMO NP nea 









- (6) USt a 60 Ib bushel 


he 5) M$'a tonne eue ieu 
J)USSabarel ^ Source: Telerate Reuter — 


EO $4100 kg (i 




















oe Latest mon hs. 





2 We 2527 EE Ec MA Á s 





Nc EN © duly8O June G1 100 w mA ay (oss UOLBA-Sept 85 = 1002). 2 | 
«ates: months indexaverage -lG (duly-Sepk)} aft. b eee tasi Pina Nov} 

















ad echangepievious month -— I 


So change year earlier = 





P p En E 5 yas > MEC 


SN Yen QUOMODO RM Seas me, ee 














Mar] USSI 
Piece Gout oe US 3b. iios di d Pod E £00. 
. E a zu E. user mel 


M fich 78-1 d ‘ E 400° 880-100. LA AO RE LU 
FATA (Aug-0d.) ci tina Ook) 29) (Feb-hot) S 


ELLE : Ll sb ov) eis Hs LAC Aug). 


Bond yields (%) 


meee o! TEET Morgane issues 


: an = : ier T coo Ames imeem Smonhsago - 
















mens va b UM TNI 


m yat... OAK 


| - zt ae 3 —— Aas Yenii 
i ; a ; ; 


RE Seno na 
"a 7-10 yearst. 






comen so MN E s MIA. C SUMMER T EE 


E 10 yeast. PEU T cAMP E sed antes lies Parade 


DEN E syst MUN Á CRURA «CAREER 
ere of Ioyearst. Verb ice epe GEB. erotic Vo EDI eee 











Indonesia i Japan Malaysia 





















SANM ne- NO]. USA 37b(5 yug. Qd) USO. BINAL af 





ghe" 





a E st n dad i E is) | pol Ex. 





pes Official and other estimates of GDP (GNP in Japan) e Consumer Price index A I M20 or currency pi us bank deposits r 4) Peninsular Maas ony 6 MF definition ofre reserves sminos us gold excent for — 48 Customs tesis 


Currencies 





9 Jan. Bud Worth Banknote rate” offica rate Spotratet - Previous sweekt months agot 
uet Asida. 2 = ala. me oin c um o Mu o o Mise inci edi cst NE s 
Ehud [^ 
n d "Brüne 
SENA Buma 


Year agot 

































OPANG iia 
Singapore 


d aac a | A =: A i ur 
oes! Germany = | 
mmunistcountr > 


| M ide rate "Sel omm $ 


interest rates (%) 





Prime 1-year treasury interbank Interbank interbank 
lending bilisondst Tmonat. 3mosthet 6 monthst 


Australia det to. 4475. 15.4375 

Br tain 3800. AB. 195... 
indonesia a ens ba ^: " 
Japan. Sto. own CRET 


E and Asian currency 
bw deposit raest 


EN e D UU. RU. MM Lu 


9 Jan. 


130625.. month - months. months. months 
"o w T [s d 5 ts T 
bur: ; E " 125 ES 0625. wA - 





" find ippines .. 14.1875... CE 7 ae OMA DS i ^8 CRANE. iE es) ee E AME 
D umm T a g a SATO AE Bm dm se BIB RES 

Taiwan... S. mr " HE -AS (875-151 2 BA95 ooo 
$ M25 ES 


E 








Me Thailand. 4200. M Ds 
seges : A 


du "Long ter lem. 











Thailand 










Singapore 








M us 74b (uo) y 


= "OUSSTMEQOD C ae p ab 





g-0dj.. USSI, aia au po La (s dy REN (uly Seat w «USSG uly Sent). 
ere M4 2. -— 2058.85 . FUSS.210 - LI3D.. oo 





| | i» [ A cpm Ried een 390° ee E ob i 


boron T 
GRPÓC 


| E i eme an 
m 











. 39762100. 

211.3 (uly-SepL)- 
2x09 7 7. Ee 
RA M e Le 


- nea May Be i à 2 


: aC 
ee m Tug Od E 


302 othre-g) y 


Ius Hd e 


REIS Sb Tiii 
eas a ; 
“ER 


SORGE Obici statistics 





oe | 
s 


Five Year Currency 


200- 
180- 
160- 
140- 
120- 









1985 1986 1887 1988 


1989" B 
(end year x 


Monthly/Weekly Summary MM 


200- . 





Taiwan. — —c e n 
A New Zeal and ‘5S. Korea. 






60- m 
4Q- 


BoT a ene 


1988 (end month) 


Five Year Currency 


2 Singapore ma 


110- ~~ Malaysia | 


1987 1988 


1985 


1986 


Monthiy/Weekly Summary 


120- 
110- 
90- 


Singapore 


80- Malaysia — 


70- "" Thailand 






40- Philippines 


4n... LELLLLLLLLLA IL LE E osen eee 
indonesia Caraga 


E a S RN 
J A S 0 N D 
1988 (end month) 





Wei ighted f tor 1987 iride: with the countries shown p Hus the. US 
and Canada and 14 ufopeae Countries 
Figures are lor the week ended 6 January 


Source: UBS--- Philips & Drew 





| | . 
ubl 


(weekly values) 1989. xc 


Effective exchange rates | |] 


d 


(weekly values) 1989 


1989 
(end year) 











eos: OC C we TA FS 4^ or V. Om 3» F 








iei Stock Average, 30,678.39 


EM Hongkong 


"Hang Seng Indes, 2792.27- 





MA Mod LA 850 NO. dF 






MOAM F AC S: ON. Doak 


© KLSE Composite Index, 371.02 — 


emma marta a a ri AR i tn 





a ESO EM gd AS$0NDAZ. 


< AllOrdinaries, 148520 — — — 







E New Zealand 


SOM AMS 4 4.8 ON DU E 


3 Kuala Lumpur i 


Led by individual investors, shares rose 
unexpectedly sharply after Emperor 
Hirohito's death. Turnover was heavy, 
too, averaging 815m shares a day worth 
¥1.1t (US$8.67b) as institutions piled in, 
sustaining the rise. Mitsubishi Heavy 
gained 12% to ¥1,120, and the big steel 
firms also saw strong buying. Kawasaki 
Steel gained x39 to ¥1,000. 


Local investors started a buying pattern 
which ended in heavy trading — 737m 
shares a day on average, worth HK$1.39b 
(Us$178m) — as institutions realised that 
property companies, in particular, were 
trading at deep discounts to underlying 
value. New World Development rose 20 
HK cents to HK$13.90, Hysan 
Developments rose 11 HK cents to HK$1.35. 


Therun-up to Chinese New Year seemed 
to start early, with investors — both 
foreign funds and locals — plunging back 
into the market after a long absence. SIA 
Foreign shot up $$1.30 (67 Us cents) to 
close at $$16 while Singapore Land put on 
45S cents to $7.85. The average daily 
turnover was a healthy 39.1m shares, 
valued at $$57.4m. 


The market surged ahead in response to 
better sentiment on overseas exchanges 
— particularly Tokyo. Blue chips made 
impressive gains, with MISC finally 
breaking the M$7 (US$2.57) barrier, rising 
30M cents to M$7.25. Malayan Banking 
rose 20M cents to M$6.45. Average volume 
almost doubled to 21.5m shares a day, 
worth M$33.4m. 


The market ignored Wall Street's climb to 
a post-crash high, and drifted sluggishly. 
Turnover was a low 358.3m shares worth 
A$745m (US$640m). Interest focused on 
financials, asinvestors scrambled to grab a 
slice of ANZ Bank's franking credits before 
the shares went ex-dividend. Challenge 
Bank climbed to A$4.10 as directors 
rejected Advance Bank's bid. 


The market held firm on overseas trends 
to reach its highest level since 25 
November, but volume was light, and 
further reduced by another holiday- 
shortened trading week. Fletcher 
Challenge rose 8 NZ cents (5 US cents) to 
NZ$4.54. Brierley Investments was up 5 
cents to NZ$1.36. Volume for the period 
was 15.74m shares, worth NZ$21.27m. 





a a s Tokyo surged ahead despite the emperor's death a= 
- New York saw post-crash highs «a= Seoul stumbled but Hongkong 
leaped in the period ending 9 January = a w 


` Speculation in the oil section offset 


declines in mining and commercial- 


— —- industrial stocks. Daily turnover averaged 
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1.9b shares, worth P93.03m (Us$4.77m). 
Oriental Petroleum-B rose 14.3% to P0.04 
and Alcorn Petroleum-A by 5.3% to 20.02, 


^ because of a drilling projectthe two are 
~ leading. Atlas-B bucked the trend among 


mines and rose 2.7% to P37.50. 


After a bullish, post-holiday start, the 
market fell intoa steep slide. Turnover was 
Won 337.6b (US$485.7m) on 13.5m shares 
traded, with trade and construction tł 
best performers. Hyundai Corp. rose 
12.7% and Lucky Goldstar climbed 5.8%. 
The biggest losers were Daewoo 
Securities, down 8.8%, and Dashin 


. Securities, which fell 7.6%. 


" notthenewtax, withamoderateriseindull 


trading. By the end of the period, investors 


— were buying simply because the tax had 


not triggered a tail-spin. Daily turnover 
was a weak NT$11.68b (Us$419m). China 
Rebar rose from NT$28.10 to NT$29.40. 
Great Wall Enterprises rose from NT$27.40 
to NT$28.70. 


The SET closed a generally bullish week 
with a 10.36-point leap on the last day, led 
by a Baht 12 (48 Uscents) jump by Bangkok 
Bank. Volume averaged 9.2 million shares 
a day, on turnover of Baht 784.6 million. 
Finance and mining sectors performed 
best. Union Asia gained the most, ris 
Baht 75 to Baht 270. Unithai Oxide 
followed, up Baht 24.50 to Baht 100.50. 


Prices surged on the last day of the period 
torecover 95% of their earlier losses, when 
turnover jumped from an average Rs 
350m (Us$21.6m) toan estimated Rs 700m. 
Tata Steel led the rise on news of an 8% 
increase in the administered price of steel. 
Mukand Steel rebounded to finish Rs 1 
higher at Rs 96. Hindustan Aluminium 
gained Rs 7 to Rs 164.50. 


A broad rise based on stock index 
arbitrage and programme trading pushed 
the market to its highest levels since the 
crash, in a period which saw renewed 
institutional interest. The Dow Jones 
Industrial Average finished up at 2,199.46, 
and the Morgan Stanley Capital 
International Index gained slightly. 
Volume averaged 155m shares a day. 
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Tlie welconie smile 


Fly Biman for lovely charm Travel in our luxury 
and grace. Step aboard toa Executive Class or Economy 
welcome smile-into our world X Class with traditional 
of warmth and friendliness to hospitality. 
24 destinations in 3 continents. 





Enjoy the in-flight movies, 
Ninety per cent on time select music and delicious 
arrivals and departures with continental and exotic oriental 
convenient onward connections. cuisine served with a smile. 





Biman 
BANGLADESH AIRLINES 


Your home in the air 





HI you are interested m Unina nere s i; 
double-barrelled offer you cannot 
afford to pass... 


The People’s Republic of 


China Year-Book 1988/89 
The People’s Republic of { 

China Year-Book 1988/89 is Y 
not only fascinating reading 
for those with social and cul- 
tural interests in China, but an 
essential reference for people | 
with business dealings in the 
country. 


What is it? 
This annual volume with over 800 
pages singularly offers the most 
complete guide to every aspect of 
life within China available today. Its 

fully updated contents range from 
the people and culture to economics, 
finance, trade, politics, education, 

science and technology. Plus countless 
other subjects covered in precise detail. 

It is the culmination of thousands of 
hours in research invested by the New 
China News Ltd., professionals who 
know the country intimately. The result 
is a cyclopaedia of unparalleled insight 
and information. 


Who needs it? 

If you have any interests in China 

at all then you'll find the People's 
Republic of China Year-Book 1988/89 

to be an essential companion. And, 
because it is completely indexed, it is a 
particularly helpful reference for 

students, professors and people 
conducting business in or with the country. 


The People's Republic of China Year-Book 
1988/89 combined with The Almanac of 
China's Foreign Economic Relations 1988 


bring you all the information about China 
you'll ever need. 
Order your copies today. 












NOW THESE TWO 
ESSENTIAL WORKS 
CAN BE YOURS. 

AT A SAVING OF US$34.00 


Buy both of these informative books 
and you can save US$34.00 off their 
original combined price. Which means 
that for only US$145 you'll get: 

e Thousands of pages of detailed 
data examining the changing face of 
China. 

è Expositions, speeches and articles 
contributed by specialists, pertaining 
to the exciting market potential and 
business opportunities available in 
China. 

e Hundreds of photographs and 
illustrations of interest. 

@ Two systematic and valuable 
references for those with business 
dealings or academic interests in China. 


















The Almanac of China's 
Foreign Economic 


Relations & Trade 
1988 


China's trade policies with 
the rest of the world have 
never offered more 
opportunities than they do 
today. The country represents 
an unprecedented potential — 
an expanding market equivalent 
to one quarter of mankind. And 
yet, data on this rapidly growing 
economy has, until recently, been 
scant and unreliable. 
Now, there is one book that 
encapsulates every detail relevant to a 
businessman conducting dealings with 
China — The Almanac of China's 
Foreign Economic Relations & Trade. 


What is it? 

The Almanac records articles and data 
contributed by leading scholars and 
specialists as well as representatives 

from China's Foreign Economic Relations 
and Trade Department. Its contents are 
extensive and detailed, systematically laid- 
out for ease of reference. It includes vital 
information to businessmen, such as trade 
policies and restrictions, and even offers 
listings of potential joint-venture 

partners. 


Who needs it? 


The Almanac is absolutely vital to anyone 
thinking of, or already involved in, business 
relations with China. It is also a fascinating 
record of the changing face of China's trade 
policies. Not only is it one of the few * 
that offers an accurate view of China's 


economy but it is also the most up-to-date 
documentation of this data. 



















To take advantage of this opportunity and save US$34.00 simply clip and mail this coupon to: 















| A O Please send ... copy(s) of The B O Please send ... copy(s) of The CO Please send... copy(s) each of both | 

| People’s Republic of China Year- Almanac of China’s Foreign The People’s Republic of China | 
Book 1988/89 for which I enclose Economic Relations & Trade Year-Book 1988/89 and The 

| US$100/HK$780 per copy. For 1988 for which I enclose Almanac of China’s Foreign | 

| surface mail delivery add US$79/HK$615 per copy. For Economic Relations & Trade 1988 | 
US$6/HK$47, for airmail delivery surface mail delivery add for which I enclose 

| add US$22/HK$170. US$6/HK$47, for airmail US$145/HK$1,131 per set. | 

delivery add US$22/HK$170. For surface mail delivery add | 

| (Please print in block letters) US$12/HK$94, for airmail delivery 

| OI WIS, PEN Socken rss E E tas vegeta ricas atate ua add US$44/HK$340. | 

| PURPOSE. ! O TREE E lon EI IE ET E E ARUM DOE ET AE OE | 

| You may forward payment in equivalent local currency. RO119CB | 





Appointment 
Short-term Training in the U.S.A. 


The Economics Institute, established in 1958, offers a variety 
of programs which integrate coursework in business and 
economics with intensive English and computer training. 
Coursework is supplemented by orientation to U.S. campus 
and community life. 
* Professional Development Programs 
Mid-career professionals receive advanced training in 
economic science, computer studies, management, banking 
and finance, project evaluation, and related fields. 
* Preparation for Master's and Doctoral Degrees 
International students make a successful transition to 
U.S. graduate study through academic training, GMAT, 
GRE, and TOEFL test preparation, and university place- 
ment assistance. 
~ w terms begin every five weeks; trainees may enroll for six 
'eks to one year. 


Request further information from: 
The Economics Institute 

1030 13th Street, Room 1l 

Boulder, Colorado 80302 U.S.A. 
Telex: 450385 Fax: 303-492-3006 
Telephone: 303-492-3000 





ty KUWAIT ASIA BANK E.C. 


qip "7T 


* invites applications for the following: 


SENIOR BANKERS 


Kuwait Asia Bank founded in March 1981 and registered in Bahrain as an 
| offshore Bank is looking for senior management positions for its 
| Singapore based operations. The primary emphasis of the Bank is to 
identify, promote, serve and participate in various banking, financial, and 
| investment activities relevant to the economies of the Middle East and 
Asia Pacific area. 




























































| Successful candidates shall be aged between 30 and 45 years and 
possess a Master Degree in Business Administration, Economics or 
Finance from a reputable school. At least 10 years investment or 
commercial banking experience at senior account manager level is 
essential. Candidates shouid have excellent interpersonal skills and 
ability to speak Mandarin will be useful, The positions require superb 
marketing skills gained in banking or financial environment plus excellent 
| deal making ability. The role also require executives to market effectively 
| to major institutions, identifying prospects, making first class presenta- 
tions and proposals. Successful candidates will therefore need to possess 
well developed communications skills as well as having initiative and 
determination to originate and develop new products. 


|| The rewards for these positions include an excellent salary, relocation 

expenses where appropriate, company car, and free insurance and family 

|| health care. Please write with full CV within 10 days from the date of this 
| advertisement to the following: 


Senior Vice President 
Kuwait Asia Bank (Singapore Branch) 
10 Collyer Quay No. 27-07 
Ocean Building Singapore 0104 
Tel: 5326855 Fax: 5323360 
Tix: RS 28451 KABSIN; RS 28452 KABSIN 


You Could Gather It Yourself 








The Recognized Authority Small Investment... Handsome Dividends 

Now in its 24th year the CHINA TRADE REPORT Start benefiting immediately from the information- 
which is published monthly by the Review Publishing packed CHINA TRADE REPORT by subscribing 
Company Limited has long been recognized by lead- now. A small investment today may pay handsome 

ing business executives throughout the world as the dividends later in saved time, energy and money. 

most authoritative newsletter of its kind. p eode essai osi ain mon eed 
CHINA TRADE REPORT Provides A Broad Range : 

DUO | Postthis coupon today! 


Circulation Manager, 

Review Publishing Company Limited, 

G. P. O. Box 160, Hong Kong. 

Please enter my one year subscription (12 issues) for the 
CHINA TRADE REPORT. ! enclose a cheque/money order 
o TAA made out to the Review Publishing Company 
Limited. Or, please charge my credit card (tick one): 

You Could Gather It Yourself American Express L] Diners Club LJ 

You probably could get the same information on your MasterCard L] Visa LJ 


Covering subjects which range from foreign invest- | 

| 

| 

| 

| 

| = 
own but in order to locate what is contained in each | (Please print in block letters) 

| 

| 

| 

| 

| 

| 


ment to fashion, electronics, telecommunication, 
engineering, contract negotiations and to literally 
dozens of others the CHINA TRADE REPORT is 
essential reading for anyone doing, or wishing to do, 
business with China. 





and every 16 fooiscap page issue of CHINA TRADE Card No.: 
REPORT you'd have to read hundreds of publications, Exp. Date: 
not to mention have your own network of people re- Signature: 
porting from ali the important zones in China. "ARN 
Why not subscribe now and discover for yourself how Address: 
the CHINA TRADE REPORT can help eliminate the 
mystery and much of the risk in doing business with 
China. 


Annual subscription rates: HKS2,730/US$350 
Sent aimait anywhere in the world. RO119CTRAM 





The chairman’s agenda 

Expect a shake-up at the Malaysian con- 
glomerate Perbadanan Nasional (Pernas) 
now that Mohamed Ghaus Zaman, 53, has 
assumed chairmanship of the board. A self- 
proclaimed disciple of the former chairman 
.| of the central bank, Tun Ismail Ali, Ghaus 
.| hastwoaims in management — absolute in- 
=| tegrity and profit. 
While the need for the former virtue is not 
| so obvious at Pernas, the huge state-owned 
holding company clearly could do with 
someone who keeps his eye on the bottom 
.| line: its most recent figures showed an 
:| -M$18.3 million (US$6.7 million) loss. 
Ghaus’ credentials take up a full page of 
| single-spaced A4, with only three lines de- 


4 


voted to hobbies 
(stamp collecting), and 
other interests (theatre 
and swimming). After 
a kampong (village) 
childhood, followed 
by English-language 
secondary school in 
Ipoh and an eco- 
. nomics and Malay 
studies degree in Sin- 
S gapore, he joined 
— | Malaysian Tobacco Co. in 1959 as an execu- 
|) uve trainee, becoming managing director of 
|| the BAT subsidiary in 1986. He has been a di- 
rector of Bank Negara (the central bank) since 
1983, and anindependent director of the US- 
based Malaysia Fund Inc. 

Although his post at Pernasis non-execu- 
tive, the law does not distinguish between 
| different types of directors: "You can hardly 

















cu expect me to be useful in my job if I don't get 


: = ; down to important details," Ghaus said. 


-| Outsiders on the inside 

|. After five months, people are beginning 
| to take Thai Prime Minister Chatichai 
Choonhavan's team of young advisers seri- 
ously. When his son Kraisak recruited his six 
friends to advise dad after last August's elec- 
tions, most thought that co-opting them into 
government would prevent them from caus- 
ing trouble or embarrassment. Kraisak had a 
reputation as a playboy-cum-Mar--leaning 
leftist. His friends — overly-nationalistic, 
| Left-leaning academics — were no more po- 
| pular with big business. 

| Led by Pansak Vinyarat, a freelance com- 
| puter/telecommunications specialist, they 
| include Sukhumband Paripatra, a well- 
| known Chulalongkorn University foreign 
| policy specialist; Chuanchai Atchanand, a 
| Chula economist; Surakiat Sathienthai, an 
| internationaltradelaw specialist from Chula; 
| constitutional law expert  Bavornsak 
| Uvanno; and economist Narongchai Ak- 
| rasanee, long associated with the pre- 


"y n 


vious government of Prem Tinsulanond. 
All are Western-educated and have spent 
many years abroad, and have many 


“farang” buddies. For the moment they are 


riding a tide of success, but there are those in 
the bureaucracy plotting their downfall. 


Tailor-made leadership 

If Western Australia’s Labor premier 
Peter Dowding manages to win a snap elec- 
tion he has called for 4 February, it will be a 
remarkable personal triumph for a man vir- 
tually unknown when he took office exactly 
a year before. 

Formerly a leftwing civil rights lawyer 
heavily involved in Aboriginal land issues — 
the second of his three wives was an Aborig- 
inal — Dowding, 45, inherited the job which 


nobody else would even contest last Feb- 


BuT HE MIGHT 





ruary when former premier Brian Burke, 
who had presided over the boom of “WA 
Inc,” accepted the post of ambassador to Ire- 
land. 

The formerly acerbic and unpopular 
backbencher — chosen as successor, accord- 
ing to Burke, because he looked goodinasuit 
— has shown not only his sartorial elegance 
but a tough political streak and plenty of pub- 
lic charm. He has done his best to distance 
himself and Labor from the disaster of 
Burke’s love affair with big business. 

Defending only a seven-seat majority, 
Labor's success at the state polls isa heavy re- 
sponsibility the former “Peter Who?" ap- 
pears to be carrying lightly. 


The man most likely to... 
Hongkong banker David Li, an unofficial 
adviser to China on business, reaped the re- 
ward of years of ubiquitous public service on 
4 January: he was paid the compliment of 


me a am weh o ute iaa e mm O MAH i n 


 asrepresentativeof the banking community. 


having both Governor Sir David Wilson and 
head of Xinhua News Agency Xu Jiatun 
head the guest list at the 70th anniversary 
celebrations of the Bank of East Asia, of 
which he is a director and chief executive. 

The turnout at the bank's cocktail 
suggested that several hundred of Hong- 
kong's leading names thought the debonair 
Li had a good chance of becoming the first 
chief executive of the special administrative 
region in 1997. 

His Anglophile inclinations notwith- 
standing (he was born 
in London, educated 
at Cambridge and ø- 
sends his two sons to EL 
boarding school in Bri- \¢ 
tain), he is popular | 4 
with and respected by 
mainland ^ Chinese 
leaders, whom he ad- 
vises as a member of 
the (Hongkong) Basic 
Law Drafting Com- 
mittee. Li also sits on the Legislative Council 


In addition to his excellent Sino-British 
connections, Li's own pedigree is close toim- 
peccable: he is related to Simon Li, a retired 
High Court judge, and is the nephew of Li 
Fook-wo, chairman of the bank and a former 
executive councillor. But not all the family is 
prospering: he is also related to Ronald Li, 
former chairman of the Hongkong Stock Ex- 
change, and Philip Kwok, former chairman 
of the Wing On Bank, both of whom are fac- 
ing criminal charges. : 


Happy returns for investors 

Sivaporn Dardananda, Thailand's darl- 
ing of the international financial communitv. 
is proposing to offer a nice 20th birthday 
sent to the shareholders of the invest... 
bank he heads. On the back of a hugely ex- 
panding loan book and a second year of first 
class profits, the Thai Investment and Sec- 


urities Co. (TISCO) will in March likely boost | 


its capital through a share increase. The one- 
for-one distribution will be paid for through a 
dividend. 
The boost in capital will also likely be a 
boon to Bangkok's modern artists: TISCO’s 
walls are a gallery for an ever-changing cal- 
vacade of unusual works — reflected also in 
the firm's annual report. 
After that, the 
Sivaporn will have to turn his attention away 





Wharton-educated | 


from congratulations and over to competi- | 


tion — Thailand's National Finance Co., run 


by a handful of TiSCO alumni. The chain- | 


smoking but cool and collected Sivaporn 
says he isn't worried that the upstart Na- 
tional should outpace TISCO in profitability 
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when final figures for 1988 are totted up. m | 
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Making a beautiful quilt takes patience, imagination ar 
In the same way, life is what we make it. 

At Komatsu, we build tools for a better life. Around th 
robots, excavators, bulldozers, presses and laser machines are 
the world of our dreams. Carefully. Patiently. Piece by piece. 

We don't know how the world will look in a century, c 
But we hope that Komatsu can add beauty to the great pattern 


Tools for a Better World 


ete KOMATSU 


Head Office: 2-3-6, Akasaka, Minato-ku, Tokyo 107, Japan 
Telex: J22812 Phone: (03) 584-7111 Cable: KOMATSULTD 
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|. Editor-in-Chief: Derek Davies 
| Editor: Philip Bowring 
| Regional Editor: Hamish McDonald: V. G. Kulkarni Deputy: 
| Ashley Wright, Chery! Doral, David Porter Assistants 
| Business Editor: Ron Richardson; Tony Major Deputy 
| Stephen Morgan Assisiant 
| Focus Editor: Anthony Dyson 
| Arts & Society Editor: Margaret Scott 
| News Editor: Pau! Bayfield: Steve Proctor Deputy; 
| Aflita Motwani Assistant 
| Editorial Manager: Mary Lee 
| Chief Correspondent: Rodney Tasker 
| International Finance Editor: Anthony Rowiey London 
i Specialist Contributors: Murray Hiebert Indochina; 
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London: 937-4910 | 

Manila: Jose Galang 5221808696077 Not here. 

New Delhi: Salamat Ali South and West Asia, Lincoln Kaye 616690 At Sari Faci&ic Jakarta you'll think 
Peking: Robert Detts 532-1550 aa ^6 

Semi: ion cbe Mak Cio 722-735 oute on holiday even when on business. 
ingapore: 2203720 

Sydney: Michael Malik 212-3355 It’s not that you'll be out OF ^ne. 


Taipei: Shim Jae Hoon, Jonathan Moore 502-2359 


Tokyo: Charles Smith, Nigel Holloway 2708229 Rather, (t's the way the hotel with heart 


Meee Non HH pote makes you feel right at Aome. 

OTHER CORRESPONDENTS AND CONTRIBUTORS eT : | l 
Canberra: jacqueline Res Islamabad: Ahmed Rashid, Friendly attenhon and warm service 
e: yiii on elici A Man Singh thro uga out your trip. And excellent’ 
Dhaka: S. Kamaluddin Moscow: Sophie Quinn-Judge Secretarial servic es a + our Businessmen 


Europe: James Bartholomew Rangoon: M. C. Tun 


London, Shada islam Brussels, United Nations: Ted Morello Centre. Taking care of every need. 


Ho Mt rr A atat tnd elit hi hà ta nmn omm m e e RE 


Frances Williams Geneva Vancouver: Ashley Ford : | j TRU. 
Hongkong: Tai Ming Cheung Wellington: Colin James No wonder even on business, you Zi 
HINISTRATION enjoy yourse/f fere. 


aging Director: Charles H. Stolbach Soa thie. ext ZA? A ` £L 
General Manager, Marketing & Sales: Samuel J. Allee $ n me. youre in Jakarta, 


Advertising Manager, Asia: Gay Cranes | make. yourself feel right at home. 

nternational Classified er. e — 

Circuletion Manager Sent Lag did Sf at Sari Facific Jakarta. 
The hotel with heart. 


Newsstand Manager: Edgar Chiu- 
, 99 


Subscription Manager: Karina Lam 
gri Pacific 


* 
e e e a a e a a aAA e le ER A Rt re P e o i a m A pae irr rtr ueris erre Tp t ttt T Tier eS e sensit ren nh rM Hi immune 


——— ——G A 


Technical Production Manager: Billy Woo 
| Advertising Production Manager: Stanley Ng 


Published weekly, every Thursday. i in Hongkong since 1946. Ail Rights Reserved. © 
Review Publishing Company Limited, Hongkong, 1989. A wholty-owned subsidiary of 
Dow Jones and Company incorporated 


Offices: Editorial, Accounts, Adv. Production & Circulation — 181-185 Gloucester 


Road, Hongkong: E aise A aS 
Postal address: GPO Box 160, Hongkong. Gable REVEW HONGKONG Eto a karta 
REVIEWADS HONGKONG Execute, Advertising & Accounts : REVIEWCIRC Keen 





HONGKONG Circulation. Telex: 75297 ECWEK HX ional, 82804 REVMO HX 
Executive & Accounts ; 62497 REVAD HX Advertising, 66452 REVCO HX Circulation. 
Fax: 5-803276? Editonal ; 5-B653440 Executive & Accounts; 5-8636197 
Advertising; 5-722436 Circulation. Telephone: 5-8228361 Faitoriaf. 5-293123 
Execuilive & Advertising: 5-R328300 Accounts, Adv. Production & Circulation . 


Printed by Dai Nippon Printing Co. TR Lid, Tsuen Wan Industrial Centre, 2-6/F.. 
220-248 Texaco Road, Tsuen Wan, NT, Hongkong. 


UK: a ng eS Pe ORe U.S.A.: The Far Fastem 


JALAN M.H. THAMRIN, P.O. BOX 3138, JAKARTA 10340, INDONESIA, 
TEL: (21) 323-707, TELEX: 44514 SARIPA IA, FAX: (21) 323-650 


ect venir S debi ARS APIRAN HARARE tn iy a RAE en Ay ltt aaam e iste i tomen 






UTELL International Horis Swissair  Concordia/Sahara — Lufthansa Hotel Reservation Sy stem 
3 PAN PACIFIC HOTELS An Ocean of Hospitality 7 (4 


pes m a rri ri BA aaa A Ha PIS I rr ARA A era A s PB aa 


t Econoric Review. (USPS 914-880) is published weekly, every Thursday, for 

[SiO yey ain P gk | Limited. US. Mailing Agent — 

| M EE raa AMARE T ia road For reservations: Sydney (02) 264-1122 Tokyo (03) 214-3001 Osaka (06) 227-1547 Hong Kong (5) 891-5720... 
E Far Eastern Economic Review c/o Datamovers, Inc, 38 W. 36h St. New York, NY. Singapore (65) 339-4688 London (UK and Europe) (01) 491-3812 Vancouver (604).662-3223 
| 30018-8073. USA (Nation-wide) (800) 665-1515 Golden Tulip International British Airways Associate. Hotels . 
| 





TABC] Member of the Audit Bureau of Circulations. London. No. 4 








MUNICH TRADE FAIRS PROVIDE THE ANSWERS 


Siem * Partner Munchen 





1989 

MAMMA IIMEAHITUTTTTTHTTITHTITALAUALUMMSMMAUUAMEPRHTHUIHTÉHTHÓHTTUUPEOALUL eH PUUHEPT AUAM nanan en mememanmmintm orem 
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LETTERS 


Naive formula 
James Kim's FIFTH COLUMN on North Korea's 
reunification formula [1 Dec. '88] appears de- 
ceptively reasonable at a glance yet suspi- 
ciously biased against Seoul, almost like lis- 
tening to a midnight Pyongyang radio pro- 
gramme. I am with him at least in concept, 
nevertheless, in his support fora confederate 
state as a form of unification. What I doubt is 
his surprisingly naive optimism that such a 
novel attempt as the one country two sys- _ 
tems can be effective outright without some - 
adequate preparations. = ^ oo o0 
Any idea that seemingly well thoughtout : 
schemes can resolve half a century old cul de 
sac in short order has to be dangerously — 
idealistic if not totalitarian in its arrogance. _ 
Common bonds aside, the distortion of real- 
ity has gone too far to be easily adjusted by 
bringing together the people so conditioned 


| on either side of the demilitarised zone; 


ification, therefore, requires a long-term pro- 
cess of re-assimilation into a system of 


pluralistic value — socialism heavy or 


capitalism heavy. 


‘Within this context all else can be settled 


as long as pseudo elites can be made less de- 


fensive (or less ambitious for that matter) of 
their vested interests at the expense of all Ko- 
rean people. 

Kwangju CHAE DO SUN 


Cheers and jeers 

I would like to congratulate the REVIEW on its 
refreshing new layout and typography. 
Using such typefaces as the Bauer Bodoni for 
headlines in combination with the Palatino 


for body text is quite an unusual way to en- 


hance the legibility of the magazine. 

Using spaced capital Helvetica type for 
the categories in combination with an ele- 
gant bar, does make every page not « ' 
easier to read but also attractive. This m -. 
sound a little technical, but as a graphic 
designer it occurred to me that the REVIEW 
really stands out among the other interna- 


tional weekly magazines. E 
ROGER VAN DEN BERGH 
New York Atlantic & Pacific Design Group 


Congratulations to the new layout of the 
Review which I do not answer with 
"reactionary grumbles," but with two fur- 
ther suggestions: 

With the CONTENTS page why not keep 
the CONTENTS on one page and the INTELLI- 
GENCE on the facing one? The new layout for 
different stories is nice. But the titles like 
"REGIONAL AFFAIRS" Or "BUSINESS AFFAIRS" 
and the country names on top of each 
story could be printed a little larger and be 
distinguished with a little red dot or some- 
thing like that. 

I’m sure that further adjustments will be 
made and I do look forward to receiving a 








Two extra inches of elbow room for every window seat 
is just one of the little ways the MD-11 will make a big 
difference in passenger comfort. 

[n designing an all-new interior, we kept in mind 
the rigors of a 14-hour flight. The need for leg room. 

Elbow room. Room in general. Comfort in particular. 

That's why the MD-11 has 50 percent more overhead 
storage space for carry-on luggage. State-of-the-art passenger 
entertainment capabilities like an advanced sound system. 

A zone-controlled air-conditioning system. Bigger windows for 
a better view. A quieter interior. And more exclusive extras that add 
up to a more comfortable plane. And a more comfortable passenger. 

We know that during a long ride, those are the extras that can 
make all the difference in the world. 


MCDONNELL DOUGLAS 
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perfect new design of the REVIEW in the near 
future. 
Tokyo LUCAS SCHWARZACHER 
Yes, readers are a reactionary lot when it 
comes to changing the acquainted format of 
their publication (the same is true at Der 
Spiegel), but when changes do occur they 
should be user-friendly. 

That is why I do miss the vertical separa- 
tion lines, because they help focus attention. 
That is especially true for the PRICES AND 
TRENDS section where I miss those easy "opti- 
cal handrails" most. 

But while your "typographical moderni- 
sations” are a question of taste, I am sur- 
prised that you dumped the small but useful 
item THE WEEK. It might not have been the 
most prestigious section of the venerated 
REVIEW, but for those who — like myself — 
look at the REVIEW not only as required 
weekly reading but also as a research tool 
bevond the seven-day limits of actuality, the 

ill but reliable diary of events has been a 
most useful support. 

I do like the ngw sections, but again, lam 
sorry to see that the gossipy column PUBLIC 
EYE, has replaced the highly entertaining 
and well-written BACKPAGE LETTER. 

STEFAN SIMONS 
Hamburg Foreign Editor Der Spiegel 
Every time I take out a subscription for a 
magazine which I regard as essential read- 
ing, the publishers promptly change the for- 
mat in the next issue. This has happened 
often and I invariably have ended up not re- 
newing my subscription. 

[assure you that this will not be the case 
with the REVIEW because I have been a con- 
sistent reader for the past seven years and 
actually I quite like the new format. I must, 
however, protest about the substitution of 
PUBLIC EYE for the excellent BACKPAGE LETTER 
which I have religiously collected over the 
---tseven years as a frequently opened win- 

7 on culture and society. 
Macau IAN CHAPLIN 
| write you about my impression of the 
REVIEW's new format, which I hope will be 
shared by the majority readers. The new lay- 
out is just appalling. For the REVIEW which, 
over the years has gained such a strong repu- 
tation for its quality, it is absolutely unpar- 
donable. | 

The characters are thinner and much 
more difficult to read. The yellow colour 
chosen for graphics make things also less 
readable than they were. The contents page 
is less clear than it was. THE WEEK has disap- 
peared — Why? since this is also a structural 
element of a newspaper. The splitting of the 
BRIEFING section into two makes no sense in a 
world which gets more and more interde- 
pendent. The new PUBLIC EYE is undeserving 
of the seriousness of the REVIEW, introducing 
gossip through the back door. 


Berlin GILLES KAUER 


Dealing with the issues 
Peter Carey/s THEFIFTHCOLUMN, [22 Dec. '88] 
touched on the immediate problems which 
have dominated discussions on the Cambo- 
dian problem: Hanoi's troop withdrawals 
linked to the military neutralisation of the 
Khmer Rouge, and the formation of a new 
government of national unity which 
excludes certain members of the Khmer 
Rouge leadership. 

To give Cambodian independence and 
neutrality a chance of long-term survival and 


ensure a period of peace and stability in — 
Southeast Asia, any serious negotiation | 
should deal with crucial issues which go | 
beyond the immediate problems. These will | 
include the following: establishment of a | 
democratic form of government in Cam- | 
bodia; demarcation of mutually agreed | 
boundaries and signing of non-aggression | 
pacts between Cambodia and its neigh- | 
bours; stationing of an international peace- | 
keeping force; and foreign economic, finan- | 
cial and technical assistance to the new gov- | 
ernment of Cambodia. The negotiation pro- | 
cess will be a long drawn-out affair. Peace | 


can only be achieved if the immediate prob- 


lems and the long-term solution to the Cam- | 
bodian problem are tackled at the various | 


stages of negotiation. For such a comprehen- 


sive settlement, a UN-sponsored interna- | 


tional conference should be convened. 
Singapore LAU TEIK SOON 


A Chinese phenomenon 

The recent racial violence in Nanjing raises 
perhaps a uniquely Chinese phenomenon: 
the press reports that racist and pro-demo- 
cracy slogans were heard simultaneously. 
As one who was a foreign expert on the facul- 
ty of Tianjin University during the racial dis- 


turbances there in 1986, I think the apparent | 


contradiction can be explained. 
Chinese students with various agendas 
stage and join in these kinds of demonstra- 


tions, creating almost unwittingly, odd al- | 
liances. There are so few occasions for | 
dialogue between Chinese students and the _ 
authorities that some in the pro-democracy | 
movement will use almost any platform to - 
voice concerns, embarrassing university | 


leaders and local party cadres into negotia- 
tions over specific local concerns. 

This is not to say that the pro-democracy 
movement has within its ranks only racially 
and ethnically tolerant individuals. It is to 
say, first, that in Chinese politics indirect 
challenge to authority is nearly always pre- 
ferred to direct confrontation. Second, the 
commonality of feeling in China against 
people of dark skin creates easy, public, 
targets for pent-up frustration. Third, the 
Chinese student movement seems to be 
managed by largely demoralised activists so 
desperate that many are willing to go to re- 
markably distasteful lengths to force even a 
little dialogue with the authorities. 

Vermont JONATHAN WOLFMAN 
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- Under Malaysia's 
unique system of 
rotating the 
monarchy among 
its nine hereditary 
sultans, the sultan 
of Perak, a former 
lord president of the 
Supreme Court and 
an internationally 
ul ath |) Respected jurist, is 
likely to be elected king in March. There is, 
however, an outside chance that he may 
not — his brother rulers deciding, or being 
persuaded to decide, on someone else. 
Both the prime minister and some of the 
other royal houses are wary of having such 
a potentially independent-minded man on 
the throne, even though his position is 
largely symbolic. Chief correspondent 
Rodney Tasker and Kuala Lumpur bureau 
chief Suhaini Aznam analyse the coming 
royal election in the light of suggestions 
that the rulers be given power to act as a 
check on the executive. Correspondent 
. NickSeaward finds that royalty themselves 
have gone into business in a big way. 
Page 20 

Cover photograph by Malaysian Government 

Information Department. 





Regional Affairs 


Hongkong: Basic Law 

Hongkong and mainland Chinese drafters 
of the territory’s future mini-constitution 
approve a conservative political model 10 


ae ee 
INTELLIGENCE 


Unusual Bedfellows 


Representatives of the communist parties 
of China, Vietnam and the pro-Hanoi 
People’s Revolutionary Party of 
Kampuchea (PRPK) came under one roof for 
the first time when they attended a 
gathering in Trivandrum, India, at the end 
of 1988. The congress of the Communist 
Party of India—Marxist, which maintains 
ties with both the Chinese and Soviet 
camps, provided the occasion for the 
unusual assembly. Peking has regularly 
castigated the PRPK for being a lackey of the 
Vietnamese and refused to have any 
contact with them, but at Trivandrum they 
shared the same podium. 





Vietnamese leave Cambodia. 


Cambodia: Breakthrough 
Vietnam’s offer to speed its troop 
withdrawal could be the prelude for an 
agreement with China 11 


Singapore : Snoopers 
Someone seems to be spying on opposition 
politician Francis Seow in New York 12 


Nationality : Macau and Hongkong 
Lisbon upstages Britain by handing out 
Portuguese passports in Macau 13 


Japan: Foreign Workers 
Tokyo clamps down on illegal labour from 
South Asia 19 


Bangladesh : Refugees 

The Biharis may finally get to emigrate to 
Pakistan after years of languishing in 
cramped camps 28 


Thailand: Politics 

The new government's stability throws out 
army commander Chaovalit's political 
calculations 30 | 


Going It Alone 


Indonesia's state-owned aircraft 
manufacturing company, IPTN, is said to be 
working alone on a new aircraft design. 
IPTN'slatest model, the CN235, is produced 
in association with the Spanish aerospace 
company, Casa, which was said to be 
interested in working on the new project, 
but IPTN has decided to go it alone. 

In the budget for 1989-90 announced 

on 7 January, the high technology 
industries, under minister B. J. Habibie, 
received a 44% increase in development 
spending. 


Tackling Teaching 


Peking is to hold a special party plenum 
soon to discuss the development of 
education between 1989 and 2000. A new 
high-powered State Council task force, 


Mourning the emperor. 


Pakistan : By-elections 
Upcoming by-elections are crucial to Prime 
Minister Bhutto 34 


Sri Lanka: Elections 
Next month’s polls could result in a hung 
parliament 32 


Malaysia: Politics 
A plan to restore unity in the divided Umno 
appears unlikely to succeed 33 


South Korea : Defence 
Seoul's first defence white paper 
emphasises quantity over quality 34 


Arts and Society 


Japan: End Of An Era 
Japanese pay their last disrespects to the 
late emperor Hirohito 38 


China: Dissident Art 
The work of a once avant-garde group of 
Peking painters is exhibited again 39 








headed by politburo member Li Tieying, 
has drafted a report on long-term 
educational planning. The report, now 
being discussed by the politburo, will be a 
main topic at the upcoming National 
People's Congress at the end of March. 
Peking also plans to provide more funds to 
schools and to greatly increase salaries of 
teachers this year despite a tight budget. 


Shipping In 


A state-owned Singapore company, 
Sembawang Shipyard, is showing a great 
deal of interest in the Philippines' largest 
shipyard, whichis due to be privatised. The 
financially ailing shipyard in Subic Bay, just 
northwest of Manila, is run by Philippine 
Shipyard and Engineering Corp., a joint 
venture between the Philippine and 
Japanese governments. Singapore's Keppel 
Shipyard already controls shipyards in 
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Where to put your money | Regular Features 


This month wTPYM looks at the opportunities 
created by the British Government's debt 
buy-back, prospects for the West German 
stockmarket, the US dollar's surge, Manila's 
blue chips and begins a new regular feature, 
presenting earnings forecasts for 100 of 
Asia's top companies 
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Batangas province, south of Manila, and in began accepting volunteer soldiers. Hanoi. There is also speculation that 

the central Philippine island of Cebu. Informed sources say the trial was partofa ^ Philippine Foreign Secretary Raul 
five-year programme at the end of which Manglapus’ announcement on 17 January 

Volunteer Army the two units are to be completely staffed that Manila will open a consulate 

. with volunteers. somewhere in Soviet Asia may lead to a 

As part of the armed z final go-ahead to the Soviets to open a 

forces modernisation e Military Exch ange consulate in the Philippines’ second city of 

programme initiated E : Cebu. 

by Thai army | eX m > Western diplomats in Manila are waiting to 

commander Gen. TRA oj see if a recent visit to the Philippines by a . 

Chaovalit Views 4 high-level Soviet A den digalon Room To Move 

Yongchaiyut, two key (22 W J] will lead to the first exchange of military Japanese financial institutions are eagerly 

army units havebeen js, | attaches between the two countries. The anticipating the start of trading later this 

selected as the trial A A O diplomats noted that the four-member year in Nikkei and Topix stock-index 

model of whatcould Chaovalit. delegation from the Presidium of the futures contracts in Chicago because they 

eventually become a Supreme Soviet included Gen. Vladimir see it as a way of speculating heavily in 

volunteer army. Representing a radical Lobov, first deputy chief of the Soviet Japanese shares without having the 

departure from the old system of armed forces general staff. The Philippine Japanese Finance Ministry breathing down 

mandatory conscription, the 9th Light Government had earlier turned down their necks all the time. Brokers believe the 

Infantry Division (based in Kanchanaburi requests by Moscow to assign a military previous influence of the ministry on the 

near the Thai-Burmese border) and 6th attaché to its Soviet Embassy in Manila, asit | movements of the Tokyo stockmarket had 


Infantry Division (in the northeast)lastyear had with similar requests from Pekingand been too great. 


HONGKONG 


A conservative political model is approved for when Britain leaves 
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he Peking-appointed Basic Law 
Drafting Committee (BLDC) has ap- 
proved a controversial, conserva- 
tive political model for post-1997 





| Hongkong which, if adopted, will rule out 


democracy in the territory for many decades. 
Some BLDC members and political obser- 
vers said the model represented Peking’s 


.- maximum concession to democracy. They 


said the model was unlikely to be substan- 
tially altered from its present form, though a 
second draft will be tabled before the BLDC 


F? prior to approval by China's National 


People's Congress (NPC) in 1990. 
Theconservative model was approved by 

secret ballot at the eighth BLDC plenary ses- 

sion, held in Canton from 9-15 January. Vot- 


ing was held on each clause of the draft Basic 


: Law. The session was attended by 52 


BLDC members representing both 
Hongkong and Chinese interests. 
BLDC members Szeto Wah and 
Martin Lee, who represent the terri- 
tory's pro-democracy lobby, tried to 
table more than 30 amendments to 
the draft law but none received the 


2 show their dissatisfaction with the 
= draft, the two either voted against or 


Be abstained from voting on all clauses. 


The 59-member BLDC was ap- 


a pointed in mid-1985 to draft a mini- 


five votes required for tabling. To 
| 
| 
| 


. constitution for Hongkong when it 
~~. becomes a special administrative re- 
"« gion (SAR) of China in mid-1997, after 
~~ more than 150 years under British col- 
.. onial rule. Twenty-three members 
= are from Hongkong, 36 from main- 
_ land China. Two members have since 


died. 


Besides rubber stamping the con- 


-. servative political model, the BLDC 


also approved various minor conces- 


_ sions to Hongkong drafters made at earlier 
|. BLDC subgroup meetings. 
= amendment proposals to curb the NPC 
.. Standing committee's power to interpret 
.. the Basic Law and to remove limits on the 
^ jurisdiction of SAR courts and on the future 
.. SAR'S financial autonomy were reject- 
v ed 


But crucial 


The plenary session's proposed draft will 


^. be submitted to the NPC standing committee 
= for approval in February. A second draft 
-. Basic Law will then be published — in Feb- 
.. Tuary or March — to be followed by a final 


& 
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round of consultations. The final version of 
the law is expected to be promulgated by the 
NPC in 1990, 

The approved political model was pro- 
posed by Hongkong Basic Law drafter Louis 
Cha. It stipulates that the territory’s people 
will not be allowed to elect their own chief 
executive until at least 2012. It also suggests 
that 27% of the SAR's first legislature be di- 
rectly elected, with the rest to be chosen by 
functional constituencies. 

Under the Cha proposal, the proportion 
of directly elected legislators would in- 
crease to 38% in the legislature’s second 
term, beginning in 1999, and to 50% in its 
third and fourth terms, starting in 2003 and 
2007 respectively. A referendum might be 
conducted in 2011 to decide whether the 


chief executive and the entire legislature 


should be elected by universal suffrage. 


TT 


The first chief executive, who would 
serve a five-year term, would be selected by 
a 400-member committee consisting of busi- 
nessmen, professionals, workers and local 
and mainland politicians. The committee 
would be expanded to 800 to select the 
chief executive for the second and third 
terms. 

The plenary session also approved an 
amendment proposed by Hongkong busi- 
nessman Cha Chi-ming that would make it 
virtually impossible to hold a referendum on 
universal suffrage. Cha's amendment states 
that the decision to hold a referendum in 
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e kowtow constitution 


2011 must be approved by the chief execu- 
tive, two-thirds of thelegislature and the NPC 
standing committee and it must be sup- 
ported by 30% of qualified voters. 

Chinese University of Hongkong lecturer 
Joseph Cheng said he was surprised by Pe- 
king's hardline attitude and believed there 
was no more room for manoeuvre. "The 
Chinese have probably given up any pre- 
tense of listening to the Hongkong people 
since the charade has not stopped the emi- 
gration tide,” Cheng said. He said the BLD” 
approval of the conservative political mc 
would further erode confidence here and 
exacerbate the territory's brain-drain prob- 
lem. About 45,000 Hongkong residents emi- 
grated in 1988, and the government expects 
even more to leave this year. 

One crucial area not addressed by the 
BLDC was how the first SAR government 
would be formed. Szeto said that 
would probably be considered by the 
Sino-British Joint Liaison Group, a 
diplomatic body for consultation and 
liaison on the implementation of the 
1984 Sino-British Joint Declaration on 
Hongkong's future. 


| 

| 

| ast November, Hongkong 
| Governor Sir David Wilson 
held talks in Peking with 
| Chinese officials. It is under- 
stood the two governments agreed 
| ona method of forming the first SAR 
| legislature that would help ensu 

| smooth transition from British 

| Chinese rule in 1997. Under the 
| agreement, Peking accepted that 
|, Hongkong legislators elected in 1995 
| would — after the transferring of 
| sovereignty from Britain to China — 
| be allowed to serve until 1999. 

The decision was welcomed in 
Hongkong because, at one stage, 
Chinese officials had threatened to sack all 
members of the lawmaking Legislative Coun- 
cil in 1997 and "reselect" them only after Chi- 
nese sovereignty had been re-established. 

During the November meeting, a source 
told the REVIEW, the British Government ac- 
cepted the Chinese position that the first SAR 
chief executive should not be elected by uni- 
versal suffrage. The source said that it was 
agreed the candidate should be identified a 
few years before 1997 but that his or her 
identity should be not revealed too soon as 
this might undermine the authority of the 
colonial administration and create rivalry 


among people who aspired to the top post. 
More recently, the Chinese gave away 
more on the issue. Li Hou and Lu Ping, offi- 
cials from China's Hongkong and Macau Af- 
fairs Office, said they preferred that a civil 
servant be made chief executive for the first 
two terms because a civil servant would be 
most familiar with how the administration 
should be run and be politically neutral. 
Meanwhile, a Hongkong Government 
official, commenting on the BLDC meetingsin 
Canton, asserted that too much emphasis 
has been placed on the political system and, 
as a result, the public has overlooked some 
significant Chinese concessions on the re- 
lationship between the SAR and the central 
government in Peking. He argued that while 
Hongkong's people may not be happy with 
the political model, it is nevertheless consis- 
tent with the guidelines set out in the 1984 
Sino-British Joint Declaration. 
He said the Hongkong side's achieve- 
ments include getting removed from the 
ft Basic Law the NPC standing commit- 
tee s power to revoke SAR laws. Instead, 
under the revised draft, Peking can only 
send proposed laws back to the SAR for revi- 
sion. The Chinese also agreed to delete a ref- 
erence to applying Chinese laws to the SAR 
“which give expression to national unity and 
territorial integrity." | 
However, six Chinese laws will apply to 
the SAR. They will be listed in Annex H of the 
Basic Law. The six pertain to the national 
capital, anthem and flag; national day; the 


national emblem; territorial waters; national- 
ity law, and diplomatic immunity. 

The Chinese would not relinquish the 
NPC standing committee’s power to interpret 
the Basic Law but conceded that SAR courts 
could interpret sections of the Basic Law in 
cases within their own jurisdiction. In court 
cases involving the central government, 
however, the SAR final court of appeal would 
have to ask the NPC standing committee to in- 
terpret the relevant section of the Basic Law 
and SAR courts would be bound by its ruling. 
The Hongkong Government is unhappy 





Democracy postponed 


with draft Basic Law provisions pertaining to 
the economy which stipulate that the SAR 
government should strive for a balanced 
budget, avoid deficits and maintain a low 
taxation policy. The government official said 
such stipulations were inconsistent with Pe- 
king's earlier promise of financial autonomy 
for the SAR government. 

In a related development, the BLDC has 
failed to reach a decision’on SAR flag and 





CAMBODIA 


Quick response to troop withdrawal offer 


A deal takes shape 


he unannounced arrival of Vietnam's 
First Deputy Foreign Minister Dinh 


Nho Liem in Peking on 14 January for 
talks on Cambodia surprised diplomats here 
and provided the strongest evidence to date 
that both sides are moving towards a Cam- 
bodian settlement. 

Liem, who arrived by commercial flight 
via Bangkok, was met by Chinese Foreign 
Ministry officials and Vietnam's ambas- 
sador. A former ambassador to Moscow, 
Liem is a China expert who led a Vietnamese 
team to Peking during the last occasion of 
high-level bilateral talks following China's 
limited invasion of Vietnam in 1979. 

Peking's Chinese-language press did not 
mention Liem's visit, but Xinhua news- 
agency two days later confirmed that Liem 
was in Peking for “private consultations" on 
Cambodia with Chinese Vice-Foreign 
Minister Liu Shuging. 


Liem's visit was intended to take place in 
secret, as preparation for formal direct talks 
in February between foreign ministers Qian 
Qichen and Nguyen Co Thach. The original 
plan was for Deputy Foreign Minister Tran 
Quang Co to make a second and openly pub- 
licised preparatory visit later in January fol- 
lowing Liem’s secret visit, sources said. 
Thach's visit would probably take place 
after Soviet Foreign Minister Eduard 
Shevardnadze's visit, now expected to take 
place over 2-4 February. 

A report on Cambodian resistance radio 
in Thailand on 11 January said Thach or Co 
would visit Peking for direct talks on Cam- 
bodia in February. The talks were described 
as part of a package in which a Soviet Foreign 
Ministry official would also meet Prince 
Norodom Sihanouk, the broadcast by Sih- 
anouk's son, Prince Ranariddh said. (Prime 
Minister Hun Sen of the Vietnamese-backed 
Phnom Penh government was also due tovi- 
sit Thailand shortly for talks "as the leader of 


emblem designs. Basic Law drafters had 
shortlisted 12 designs from more than 4,000 
entries drawn from a worldwide contest. 
Hongkong drafter Graham Cheng criticised 
the designs as "substandard" and blamed 
the poor result on a decision taken by the 
selection committee to exclude all designs 
containing a bauhinia, a flower representing 
the Hongkong colonial government. The 
committee also decided that the winning de- 
sign mustincludea star symbolising Chinese 
sovereignty. 

After more than three years of bargaining 


and drafting, the Basic Law blueprint emerg- 
ing from the Canton meeting would firmly 
establish Peking’s control over the SAR. Some 
people believe the Basic Law is now set in 
concrete and is unlikely to be changed in any 
significant way. They say the Chinese have 
lost patience with the quarrelsome Hong- 
kong drafters and so moved to impose their 
own formula. Others argue Peking would 
have done that in any event. a 


one Cambodian faction,” Thai officials said.) 

The disclosure of Liem’s arrival in Peking 
is awkward for the Chinese, but does not in 
itself endanger the schedule for subsequent 
Sino-Vietnamese meetings, sources said. 
“Vietnam must go to Peking and be seen 
doing so — they must publicly commit them- 
selves to the timetable, and abjure any plans 
for a Vietnamese-dominated Indochinese 
federation,” one diplomat said. “China must 
show they have not changed their basic posi- 
tion going into the summit meeting with ~ 
Gorbachov." | 

Hanoi is willing to kowtow to Peking if ` 
this can lock China into a more moderated re- -< 
lationship and a commitment to co-manage 
the peace in Cambodia. Signs that Hanoi was 
willing to take steps to promote reconcilia- 
tion with Peking began in mid-1989 as the 
prospects for Sino-Soviet normalisation 
began to improve. 

The key break on direct talks came on 6 
January when Hanoi offered to complete its 
withdrawal of troops by Septemberifa politi- _ 
cal settlement to the Cambodian question ~ 
could be reached. A Chinese Foreign Minis- 
try spokesman responded the next day that. 


the offer was “welcome” and said “we . 


would consider direct talks with Vietnam at — 
an appropriate time." : 

China had been pressing for a timetable . 
since last September when, in talks with | 





: . mission, Daniel Finamore, and an- 
.. other man who identified himself as 
^^ Sam Russo, had been trailing Francis 


-. next to Seow’s room in a New York 


its troops within nine months under interna- 
tional supervision. 

By November, China appeared to have 
accepted the principle of linkage when 
Chinese Premier Li Peng said military assist- 
ance to resistance groups could be gradually 
reduced and even stopped "if Vietnam can 
produce a timetable for the withdrawal of its 
troops satisfactory to all parties and at the 
same time subject its military pullout to inter- 
national supervision." 

The second element was Thai Foreign 
Minister Siddhi Savetsila’s official visit to 
Hanoi over 9-12 January, the first by a Thai 
foreign minister in 13 years. Siddhi and 





= Thach reportedly agreed on a new com- 


promise formula for an international peace- 


.".. keeping force in Cambodia. 


Chinese Communist Party General Sec- 





|» SINGAPORE 


ray anag zivang announced reKñgs 
support for an international peace-keeping 
force last August in a meeting with Japanese 
Prime Minister Noboru Takeshita, and a 
peace-keeping force is part of Sihanouk's 
^five-point" proposal for a Cambodian set- 
tlement. But Vietnam had previously re- 
jected the idea, calling instead for an interna- 
tional control commission which would re- 
port violations to the government. 

The Thai-Vietnam compromise uses the 
phrase “control and supervisory mechan- 
ism,” which apparently is intended 
to indicate something less than a full-fledged 
foreign peace-keeping force but more potent 
than the toothless commission earlier envis- 
aged by Vietnam. It remains unclear what 
this actually means but, apparently, it is also 
acceptable to China. | 

"Vietnam has for the first time agreed that 
the withdrawal and other related methods 
for achieving a solution be carried out under 


Dissident under watch in New York 


Dp and harassing Francis Seow, a 
leading critic of the Singapore Gov- 


ernment currently in New York for medical 
treatment. It is not known who is behind 


.—. fhese activities but if it were found to be 


_. Singapore or any other foreign government, 


-> this could have major diplomatic implica- 
< tions. 
Human rights activists in New York saida 


detective from a private inquiry agency 
= named All Integrity Investigation and Sec- 





: M urity Inc., based in the Staten Island borough 
~~ of New York City, had admitted to 


^. being employed by someone to trail 
-. and report on Seow but would not 
—. say who. 

gp The detective who made the ad- 


BO Seow and questioning those coming 
= into contact with him. Finamore and 
his associate had booked into a room 


. city hotel. The surveillance had 
um begun early in December. 

:. Human rights organisations in 
= the US are drafting letters of com- 
^ plaint to US Congressional commit- 
-— tees, the State Department and the 
> Federal Bureau of Investigation to 
= look into Seow's surveillance and 
^ puta stop toit. 





Under the US Arms Export Control Act, 
the US president is given considerable pow- 
ers to act against “any country determined 
by the President to be engaged ina consistent 
pattern of acts of intimidation or harassment 
directed against individuals in the United 
States.” The act also requires the president to 
report such actions promptly to the Con- 
gress. This act was invoked a few years ago 
against Taiwan which was accused of spying 
on opposition members in California and in- 
timidating them. 

One of the accusations against Seow 
when he was arrested in May last year and 
detained for about 10 weeks under the Inter- 
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effective international supervision," a 
People's Daily commentary noted on 12 Janu- 
ary, calling this and the offer of the Sep- 
tember timetable "a step forward" and an in- 
dication of Vietnam's positive attitude. 

Even as the contours of an external settle- 
ment — driven by the logic of Sino-Soviet 
rapprochement — suddenly begin to take 
shape, it remains unclear how a quadripar- 
tite coalition government can actually be 
made to work. Even after Chinese support is 
ended, an intact Khmer Rouge will be a for- 
midable force. "Peace in Cambodia could be 
very messy," an analyst said. 

"Externally, this looks increasingly like a 
return to the early 19th century, the status 
quo ante French colonialism," an Asian dip- 
lomat said. Cambodia was a Thai-Viet con- 
dominium, entrusted to the Norodom fam- 
ily, and both the Vietnamese court in Hue 
and the king of Siam paid tribute to the em- 
peror in Peking. E 


nal Security Act of Singapore was that he was 
conspiring with US diplomats in Singapore 
to meddle in domestic affairs of Singapore. 

Seow was released in July with two re- 
strictions — that he would not travel out of 
Singapore without permission from the In- 
ternal Security Department (Isp) and that he 
would not associate with any foreign dip- 
lomat or representative in Singapore or else- 
where. 

Seow contested the September 1988 gen- 
eral elections for the Workers' Party and lost 
very narrowly. Nevertheless, he was enti- 
tled toa seatin Singapore's parliament under 
a law that gives a seat with restricted voting 
rights to the first few highest polling losers in 
an election. But Seow lost this seat before 
parliament opened for the year on 9 January 
because he was convicted of tax evasion 
charges in absentia, a highly unusual proce- 
dure, and fined a total of $819,000 (US$9,794) 
in December. Singaporean law disquali 
people fined more than $$2,000 from be _ 
members of parliament. Fellow party mem- 

bers asked the government to wait 

for all appeals to be exhausted before 
depriving him of his seat, but to no 
avail. 

Seow went to New York in Nov- 
ember to attend a human rights con- 
ference and to get medical treatment 
for a heart condition. The isp had 
given him permission to do this pro- 

| videdhereturned by 4 December. 
| With this deadline long past, 

Seow may be arrested when he re- 
| turns to Singapore, as Seow has said 
| he will. One more tax evasion charge 
| is pending against him. After the 
| latest adjournment on 11 January, 
| the trial is scheduled to resume on 25 
| January. Seow has said he is not fit to 
| travel by air because of his heart con- 
| dition, which the prosecution dis- 
putes. m" 
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Britain's niggardliness vs Portuguese generosity 


Second-class citizens 





By Emily Lau in Hongkong and 
Peter Wise in Lisbon 





minister in the Foreign Office, was 

doubly embarrassed during a recent 
visit to Hongkong. His trip came in the wake 
of Lisbon's decision to grant 100,000 Por- 
tuguese passports to the people of Macau, 
which will give them priviliges in the Euro- 
pean Community (EC) not enjoyed by 
British subjects of Hongkong. 

Moreover, the decision was also seized 
^n by the British Labour Party as an im- 

tant "anomaly" within the EC which 
should be rectified. But Portugal was unruf- 
fled by thecriticisms of British politicians and 
authorities in Lisbon reiterated that they 
were sticking to a policy that will entitle up to 
200,000 ethnic Chinese residents of Macau to 
full Portuguese passports before the terri- 
tory is returned to China in 1999. 

Portugal's move has refocused attention 
on London's refusal to grant full 
British nationality to the 3 million 
British subjects in Hongkong, most 
of whom like their Macau counter- 
parts are also ethnic Chinese. 
France, another EC member with 
overseas territories, gives full citizen- 
ship rights to an estimated 350,000 
residents of its Pacific territories. 
Thus Britain is the odd one out in the 
EC on the issue of nationality. 

Britain distinguishes between dif- 
ferent classes of citizens. British pass- 

ts issued to Hongkong residents 

not give them right of abode in 
Britain. They also need to apply for 
visas to visit many European coun- 
tries. 

Britain's alleged failure to fully 
meet its responsibilities towards the 
Hongkong British subjects has been 
persistently criticised by many 
people in the letters columns of local news- 
papers. However, members of the lawmak- 
ing Legislative Council, sensing that London 
would not budge on the issue, have not 
taken it up seriously. 

Britain’s Labour Party spokesman on for- 
eign affairs, George Foulkes, said Portugal's 
decision created an anomaly and conflicted 
with the aims of the EC to ensure parity and 
equality of treatment for EC members’ sub- 
jects in dependent territories. “The whole 
thing is becoming a bit of a mess,” Foulkes 
said, “with the different dependent ter- 
ritories of the different countries being 
treated in an entirely different way.” 


Le Glenarthur, the junior British 


Macau Legislative Councillor Alexandre 
Ho, a Portuguese passport holder, said 
British politicians have no right to meddle 
with Portuguese domestic matters. “As far 
as we are aware, the Portuguese Govern- 
ment does not want to change the nationality 
law and the Macau people certainly do not 
want them to change it," said Ho. If Britain 
thinks there is an anomaly, they should 
make internal arrangements to rectify the 
situation, but should not put the blame on 
Portugal, he added. 

However, Foulkes told the REVIEW he 
was not trying to stop Lisbon from issuing 
Portuguese passports to the Macau people, 
nor was hearguing that Britain should follow 
and give British passports with right of abode 
to the Hongkong people. He did not make 
clear any alternative proposals. 

Foulkes' remarks on parity within the EC 
also angered some Hongkong people, who 
asked why there was no equality of treat- 
ment for British subjects in different ter- 
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Glenarthur; Ho: don’t blame Portugal. 


ritories. The people of the Falkland Islands 
and Gibraltar enjoy full British citizenship, a 
right denied to the Hongkong people. 

Foulkes’ remarks were made during 
Glenarthur's visit to Hongkong. The minis- 
ter was visibly embarrassed and shaken by 
the barrage of questions at a press confer- 
nece. He said he was aware of how strongly 
the Hongkong people felt about the national- 
ity question, but "it is not worth going over 
the old ground." 

He said there was no prospect of changes 
to the British nationality law to allow Hong- 
kong people who have British nationality the 
right of abode in Britain. One fundamental 


difference between Hongkong and Macau 
was the question of numbers, Glenarthur 
said, Macau only has 100,000 people who 
can get Portuguese passports, but Hong- 
kong has3 million British subjects. 

Britain's hardline attitude on nationality 
was entrenched in the British Nationality 
Act, which came into force in 1983, creating 
different classes of citizenship. The act 
downgraded Hongkong British subjects to 
that of citizens of a dependent territory. Be- 
fore that, they were citizens of the Britain and 
colonies. 

A special clause in the act gave the Home 
Office the discretion to waive the normal 
citizenship requirement — five-year resi- 
dence in Britain — for members of Hong- 
kong’s 430-strong administrative service and 
for certain members of the security services, 
mainly those dealing with sensitive political 
matters. It was seen as an escape route to Bri- 
tain for loyal crown servants should things 
go wrong in Hongkong during or after the 
handover to China. 

However, it was recently revealed that 
only 54 of the 700 who applied since 1983 
were granted British nationality. Of those, 46 
were retired soldiers. This means that of the 
500 civil servants who applied, only eight 
were approved. When questioned about 
such niggardliness, in contrast with Lisbon's 
generosity, Glenarthur said ". . . discretion- 
ary flexibility should be used very 
sparingly and the criterion is one of 
high quality of service." 

For Portugal, the issue of nation- 
ality was resolved in 1987 when Lis- 
bon and Peking agreed that Macau 
residents with Portuguese citizen- 
ship will be entitled to hold Por- 
tuguese passports for themselves 
and their descendants after China re- 
sumes control of the territory in 1999. 
In the case of Hongkong, the British 
Government decided to give the so- 
called British National Overseas 
(BNO) passports to Hongkong British 
subjects in 1997. The BNO status con- 
fers no right of abode anywhere. 

Peking is known to be unhappy 
with Lisbon's decision to give Por- 
tuguese nationality to the Macau 
people, whom it regards as Chinese 
nationals. 

Govemment officials in Lisbon estimate 
150,000 of the 405,000 ethnic Chinese living 
in Macau are currently entitled to Portuguese 
citizenship. This number is expected to grow 
to between 180,000 and 200,000 by 1999. Re- 
ports in 1986 estimated some 50,000 people 
in Macau held Portuguese passports though 
many more are eligible. 

The official said Lisbon has nointention of 
depriving the Macau people of their Por- 
tuguese nationality. “They are as Portuguese 
as someone born in Lisbon," said a govern- 
ment official, "there is no distinction of any 
kind between Portuguese passport hold- 
ers." * 
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Pyongyang and Seoul 
agree to talk 


9 North Korea has accepted Seoul's 
proposals for high-level political-military 
talks and has called for a preparatory 
meeting at the Panmunjom truce village on 8 
February. In a 16 January letter to South 
Korean Prime Minister Kang Young Hoon, 
his North Korean counterpart, Yon Hyong 
Mok, suggested the talks be attended by 
seven delegates from each side, including 
the two prime ministers and a ranking 
military officer, and that they alternate 
between Seoul and Pyongyang. The 
lower-level preparatory meeting will try to 
iron out differences over the agenda. 


Japan and the US work 

out FSX differences 

> Japanand the US have resolved a dispute 
on the sharing of work on the former's 
planned strike aircraft, the FSX, that 
threatened to sour relations between the two 
countries. The agreement guarantees US 
company General Dynamics at least a 35% 
share of the work involved in developing a 
new wing for the aircraft, a drastically 
redesigned version of the company's F16. 
The deal allows Mitsubishi Heavy 
Industries, the main contractor, to gain 
access to General Dynamics' wing-design 
technology in return for a US opportunity to 
investigate Japan's expertise in production 
of lightweight materials and gallium 
arsenide devices. 


Philippines to sell 

Japanese property 

> The Philippine Government has decided 
to sell one of its four properties in Japan to 
raise at least US$200 million for the country’s 
agrarian reform programme. President 
Corazon Aquino said her government 
intended to sell a real-estate holding in 
Roppongi in central Tokyo, while holding 
onto three others, in Tokyo and Kobe. 


US cuts planned Asian 
immigrant quotas 


> The US will cut its intake of Indochinese 
boatpeople by 1,000 in 1989 and has shrunk 
its planned Vietnamese and other Asian 
refugee quotas in order to increase its quota 
for Soviet immigrants by 7,000. The State 
Department announced on 12 January that 
the US would take 1,000 fewer refugees from 
East Asian countries of first asylum, reduce 
by 5,500 its hoped-for increased intake 
under the Orderly Departure Programme 
(ODP) of Vietnamese political prisoners, and 
also cut the allocation for refugees from the 
Middle East and South Asia by 500. 


Under the new 1989 quota, there are 

places for 27,000 Indochinese refugees from 
first asylum countries (28,313 were taken in 
in 1988), 19,500 places in the opr (8,500 
places last year, of which 6,702 were taken 
up) and 20,500 places for those who can 
secure immigrant visas from Hanoi (in 1988, 
only 2,500 were given exit permits). 


Geriatric deputies bill 

results in violence 

> Tension erupted into violence inside 
Taiwan's national legislature on 16 January 
as the ruling Kuomintang unilaterally 
approved the first reading of the bill 
designed to retire the 1,000-plus ageing 
deputies representing the mainland. With 
the review committee's podium seized by 
members of the opposition Democratic 
Progressive Party, the government 
legislators “passed” the first reading by 
acclaim from the floor. The opposition 
endorses the retirement bill, but not at the 
cost of the proposed NT$3.7 million 
(US$133,670) per deputy in severance pay. 


Social indicators 
South Asia: Life expectancy 
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Source: World Development Report (1987), 
Asian Development Bank Key Indicators (1988), 
World Population Data Sheets (1988) 
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Malaysia releases 

eight more detainees 

> Eight more Internal Security Act 
detainees were released on 14 January, 
subject to several restrictions on their 
movements and speech. They included 
opposition Democratic Action Party MP Lau 
Dak Kee, three members of Parti Islam, two 
Chinese educationists, a trade unionist and a 
church worker. Seven others remain in 
custody out of 106 arrested in October 1987. 


North Korea-Australia 


resume dialogue 

> An Australian mission has been in 
Pyongyang, the first direct dialogue 
between the two countries in nearly 

14 years. The delegation, two officials 
from the Peking embassy, looked at trade 
opportunities and political activity. 
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Sudharmono to coordinate 
Golkar daily presidium 

> Former chairman 
of Indonesia’s 

ruling party, Golkar, 
Vice-President 
Sudharmono, has 
become coordinator 
of the daily presidium 
of the party’s council 
of advisers but will 
evidently hold the 
post only until 





Sudharmono. 
December. At the first meeting of the 
45-member council on 13 January, 
Sudharmono and nine other senior officials 
were elected to the presidium, responsible 
for supervising the party’s daily affairs. 


Singapore bars ISA 

appeals to Privy Council 

> The Singapore Government on 16 
January tabled a bill to abolish appeals to 
London's Privy Council in internal securi 
cases as well as limiting domestic judicial 
review. The Internal Security Act provides 
for detention without trial for two years, 
renewable indefinitely. 


Army called in after 
Hindu-Sikh clashes 

> Following violent Hindu-Sikh street 
clashes leaving seven dead and around 90 
injured, the army has been inducted to 
maintain order in India’s Jammu and 
Kashmir state. The riots resulted after a Sikh 
religious processioninJammuon 13January ` 
raised slogans against India and Prime 
Minister Rajiv Gandhi and Pakistani Prime 
Minister Benazir Bhutto. 


Vanuatu president removed 
by electoral college 


> Ati George Sokomanu was removed as 
president of Vanuatu by a 46-2 electoral 
college vote on 12 January and the next day 
was ordered to stand trial with six others on 
charges of inciting mutiny, which carry a 
maximum penalty of life imprisonment. On 
20 December, former minister Barak Sope 
and opposition party leader Maxime Carlot, 
together with four others, were ordered to 
stand trial on the same charge. The charges 
arise from Sokomanu's attempt on 18 
December to swear Sope in as prime 
minister in place of Walter Lini. The mutiny 
charges were added to previous charges 

of sedition faced by Sope — who has 
announced he plans a hunger strike — and 
the others. The electoral college is expected 
to meet again before the end of January to 
select a new president. 
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I LL BE 

DINING 
AT MY 
CLUB 


TONIGHT. 





One needs a retreat. A haven of peace 
and comfort, where you can put your 
feet up but not have to lift a finger. 

W here you can enjoy a delicious three 
course meal, served on fine bone china. 
On new Club World you will find the 
atmosphere congenial for working or 
for doing nothing. 

And you will arrive at your long haul 
destination refreshed, prepared once 
again to face the hurly-burly of the 


office. 
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A dependable coordinator comes along 
/ on all my business trips 





I'm referring to the IQ-7000 from Sharp. In addition to its seven built- 
in functions*, this electronic organizer transforms into a personal 
time/expense manager, an 8-language translator and a thesaurus 

dictionary, simply by adding optionally available IC cards and more 
applications to follow. Furthermore, two-way data transfer between 
the IQ-7000 and a personal computer will let me upgrade my overall 
productivity. It sure is nice to have such 
a great partner on my side. Create a 
superb lifestyle with Sharp. 


IQ-7000 Electronic Organizer 


"Calendar, schedule, telephone directory, memo, world/home clock 
and 10-digit calculator. 








JAPAN 


The government tightens up on foretgn workers 


Immigration anxieties 


By Nigel Holloway in Tokyo 

apan is tightening its immigration con- 

trols to prevent an upsurge of illegal for- 

eign workers. From 15 January, the gov- 
ernment is suspending indefinitely its agree- 
ments with Pakistan and Bangladesh to 
waive visa requirements for visitors from 
those countries who stay for less than 90 days 
and the Justice Ministry is considering tough 
penalties for firms which employ foreign 
workers without permission. 

Compared with other countries, Japan's 

' lem with illegal foreign workers is tiny. 

[Immigration Department says there are 
now 70,000 people in Japan who have over- 
stayed their visas. The department says that 
the figure represents the total number of il- 
legal aliens working in the country, though 
unofficial estimates put the number at twice 
that level. 

What concerns the Japanese Govern- 
mentis that the official estimate is 4076 higher 
than that recorded a year earlier. It is also 
large in comparison with the number of for- 
eigners working legally in Japan — less than 
70,000 out of a total labour force of 61 million. 
Officials have also expressed fears over pos- 
sible social problems if a foreign community 
based on poor workers from abroad takes up 
long-term residence. 

The authorities caught only 7,200 people 
working illegally in Japan in the first half of 
1988, compared with 11,300 for the whole of 
1987. However, about 4,400 were turned 
away at airports in the first six months of 1988 
€  st4,150 people for the previous year as 
& ....ole, because immigration officials are 
getting tougher in their questioning at ports 
of entry. 

The police also are making more spot 
checks of factories and construction sites. In 
one nationwide hunt carried out at the end 
of 1988, more than half the 202 foreigners 
they found were working without proper 
papers — though only 48 out of 15,800 work- 
places officials visited had foreign em- 
ployees. 

Until 1985, almost all the illegal workers 
were Japayuki-san, literally Ms Going-to- 
Japan. These were females from places like 
the Philippines engaged in the entertain- 
ment industry, who were either pushed or 
drifted into prostitution. Hostesses, strip- 

rs and prostitutes from the Philippines 
and Thailand formed well over half the total 
number of illegal workers arrested in 1987. 

But with the rise in the yen and the fall in 
the number of jobs in the Middle East, a new 
problem began to emerge: males from Pakis- 





tan and Bangladesh entering Japan osten- 
sibly as tourists, but actually working on 
building sites. In the first nine months of 
1988, 2,601 were found in this way and ex- 
pelled. 

That trend is the reason for the Japanese 
Government suspending its visa exemption 
agreement with the two South Asian coun- 
tries. Large numbers of visitors from 
Bangladesh and Pakistan were turned back 
at the airport in the first few days of this year 
when they tried to beat the 15 January dead- 
line. Now visitors from Singapore, Malaysia 
and Iran are the only Asians allowed into 
Japan on short stays without a visa. 

The Justice Ministry is currently consider- 
ing various long-term deterrents, including 
imposing a jail sentence of up to three years 
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Expelled Filipinos: 70,000 illegals. 


on employers who knowingly hire such for- 
eign workers. Currently, only the employees 
are penalised. 

Officials also want to expand the number 
of categories of visa from 18 to 28 and to 
simplify procedures for allowing foreigners 
to work in Japan. At the moment only five 
categories of visa enable people to be em- 
ployed in Japan, plus a separate group of 
people admitted to work at the discretion of 
the justice minister. 

The Chief Cabinet Secretary's Office is 
also working out an entirely new immigra- 
tion policy more in keeping with Japan's eco- 
nomic status and affluence. The main issue it 
will consider is whether to admit unskilled 
foreigners to work and, if so, how to regulate 
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the inflow. Nobody seems to mind much the 
presence of foreigners with skills lacking in 
Japan, butit has been official government po- 
licy since 1967 not to admit any unskilled 
workers. 

One question is to assess how many for- 
eign workers Japan will need in the future, if 
local people refuse to do menial jobs that are 
often done now by old people to supplement 
their pensions. A recent report by the Na- 
tional Council for the Development of an 
Economic Structure of the 21st Century pre- 
dicted that Japan will face a shortage of 2.7 
million workers by the year 2000. Others 
have insisted, vaguely, that automation and 
more women workers will take care of the 
problem, while construction companies 
have said that the presence of foreign work- 
ers is largely the result of a “temporary” mis- 
match of supply and demand for local 
labourers. Such claims are not taken very 
seriously by many of those involved in as- 
sessing long-term labour trends. 

Quite apart from the economic question 
is the likely attitude of the Japanese to the 
presence of more foreign workers. There are 
678,000 Koreans and 110,000 Chinese cur- 
rently living in Japan, many of whose 
families were brought over in the 1920s and 
1930s as virtual slave labour in mines and fac- 
tories and who have stayed on without ever 
becoming fully integrated, largely as a result 
of Japanese attitudes. 

Most policymakers seem to want to pre- 
vent any future influx of immigrants from 
settling in Japan and they point to the social 
problems that afflicted much of Western 
Europe when it imported workers from poor 
countries after World War II to do unwanted 
jobs. 

The Foreign Ministry is most concerned 


. about the pressure Japan will come under 


from its neighbours to admit more workers 
from overseas in order to share some of its 
growing wealth. Of greatest concern is the 
attitude of South Korea and China. Both 
countries have recently liberalised their at- 
titudes towards young people travelling 
abroad and the result has been a surge in ap- 
plications to go to Japan. Some 16,737 for- 
eigners were admitted to Japan to study in 
the first half of last year — 13,060 from China. 
Only 855 came from China during the same 
period in 1987. 

The Immigration Department has begun 
to crack down on young Chinese who come 
to Japan and work to supplement their sav- 
ings. Officials are demanding more evidence 
that these people are coming to study Japan- 
ese and not using a language school simply 
as a means of entering the country. Accord- 
ing to the Shanghai authorities, 35,000 in- 
creasingly angry, young Chinese are waiting 
for visas from the Japanese consulate. But 
while the Foreign Ministry regards the issue 
of overseas workers as of equal importance 
to economic restructuring and tax reform, it 
has an uphill battle convincing the rest of 
Japan. » 
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Legal background raises hopes — and concern 


A judge as king 





By Rodney Tasker and Suhaini Aznam in in 
Kuala Lumpur 





few weeks from now, the heredit- 

ary rulers of nine Malaysian states 

will sit quietly around a table and 

carry out a secret ballot, the like of 
which is not seen in any other country. If five 
or more of them agree on the name before 
them, the Sultan of Perak, Azlan Muhibud- 
din Shah — the current deputy king — will 
have been chosen as their new king. If not, 
the royal group will vote on another of their 
brother rulers. 

Such is the way kings have been chosen 
since the constitution created that position at 
independence in 1959 and required that the 
rulers gather every five years to choose one 
of their number tobe king. By and large, ithas 
been a mere formality, with seniority, based 
on length of rule, being the main criterion. 

The election of Azlan would rate a note in 
the history books for a number of reasons. 
Alone of the nine states, Perak has not had a 
ruler elected king and Azlan 
would bring the rotation full cir- 
cle. Azlan would alsobe the first 
monarch to have previously 
made a distinguished career for 
himself in public service, hav- 
ing served as lord president of 
the Supreme Court and ac- 
quired respect internationally 
as a jurist. 

But on 2 March, for the first 
time, politics and other consi- 
derations may speak louder 
than tradition, and there is an 
outside chance that Azlan may 
not accede to the throne. 

For one, Prime Minister 
Datuk Seri Mahathir Mohamad 
would be wary of having such 
a potentially independent- 
minded monarch, to whom of- 
ficially he would be an adviser. 
Although the monarchy is a 
constitutional one with little po- 
litical power, it is socially and symbolically a 
potent force. The king has also to approve all 
legislation passed by parliament and, under 
1984 constitutional amendments, theoreti- 
cally has limited veto powers. 

During Mahathir's seven years in power, 
the rulers have come into political focus as 
never before. Before the last election of the 
king, concern that the rulers might choose a 
monarch who would prove recalcitrant over 


legislation, prompted what has become 
known as the 1983 constitutional crisis. At 
the time, the then sultan of Perak, Azlan's 
predecessor, was widely tipped to become 
king. (In the event, he died just before the 
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election and the sultan of Johor, also strong- 
willed, was elected king.) 

The government, by substantially limit- 
ing royal powers, tried to head off any possi- 
bility of a maverick monarch — and, by ex- 





Azlan: throne not guaranteed. 


tension, the state rulers — refusing to give as- 
sent to legislation. The rulers resisted, and 
Mahathir launched a series of nationwide 
rallies to whip up public support for his 
cause. 

That exercise ended in a compromise, 
with the government agreeing that the king 
could send a bill back to parliament for recon- 
sideration, but that if after that he still refused 
to give his assent, the bill could become law 


with or without his signature. Interestingly, 
it was Azlan, then still lord president and at 
the same time the heir-apparent to the Perak 
throne, who was quietly advising the sultans 
of their constitutional rights and limita- 
tions. 

Mahathir's campaign, though only par- 
tially successful, angered some of the rulers, 
who had been known to be critical of them 
from a decade before he came to power. The 
sultan of Kelantan — while quietly keeping 
within the bounds of his constitutional y 
tion — is known to be particularly suspic 
of Mahathir. 

In March 1988, the sultan openly showed 
his displeasure with Chief Minister Tan Sri 
Mohamed Yaacob, refusing to allow him to 
lead the traditional pledge of allegiance be- 
fore him. In December, palace and govern- 
ment fought a proxy duel over the annual 
transfer of state government officers — 
Mohamed wanting one list and the officers' 
commission, an independent body set up by 
the sultan, wanting another. It ended recent- 
ly in a compromise. 

Although his uncle is Tunku 
Razaleigh Hamzah, a bitter po- 
litical rival to Mahathir in the 
now split United Malays Na- 
tional Organisation (Umno), 
which has been the dominant 
partner in ruling coalition gov- 
ernments since independence, 
sources say the sultan has in- 
creasingly been moved by 
own instincts and his respo, 5.» 
have been coloured less by 
Razaleigh. 

The spotlight once again 
turned on the monarchy in 
1988, when the king, Tuanku 
Mahmood Iskandar, sacked the 
lord president, Tun Salleh 
Abas, ina move widely thought 
to have been instigated by Ma- 
hathir as part of a political cam- 
paign to bring the judiciary into 
line with the government's 
thinking. It unsettled several rulers who felt 
the king was being politically manipulated. 

There are many in the different royal 
houses beginning to show some concern for 
their public image, who believe that Azlan 
would be an ideal king. He is regarded as the 
most highly educated of the rulers even if he 
lacks the financial security enjoyed by most 
of his brother-rulers. “He is a first-class 
man," one tunku, or prince, from another 
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royal house said. "He is handsome, an intel- 
lectual, speaks well and has a good image." 
Commented another tunku: “Of all the rul- 
ers, heis the most suitable in every way." 

Suitable he might be in their eyes, but 
given his legal background, Azlan could be 
expected to examine legislation put before 
him far more thoroughly than his predeces- 
sors. That could be one reason why Mahathir 
would be more comfortable with a symbolic, 
rather than a working, ruler as king. 

Another factor which is said to be giving 
some royal houses pause for thought is that 
Azlan’s wife is a commoner — and Malaysia 
has never had acommoner queen. Although 
there is nothing unconstitutional about a 
commoner queen, this could lead to some 
difficult precedents in court protocol. 

It is believed that the question of the 
queen has ostensibly led at least three rulers 
— those from Pahang, Johor and Negri Sem- 
bilan — to think twice about casting their 

for Azlan. Whether by coincidence or 

these three are regarded as being among 

the rulers on the best of terms with Mahathir. 

Another, the Selangor sultan, while being in- 

dependent-minded, is said to be wavering in 
his support for Azlan. 

Some royal-watchers, however, think the 
issue of the queen is a mere excuse to ques- 
tion Azlan's credentials, while masking 
more political motives for keeping him from 
the throne. “They all have a skeleton in the 
closet, so why victimise the sultan of Perak 
because of this?” one royal source asked. 

It is thought unlikely that the conference 
of rulers will vote someone other than Azlan 
to be king, forit would set a significant prece- 
dent. 

After Azlan, the ruler qualified to be a 
nominee for election as the next king is the 
Yang di-Pertuan Besar of Negri Sembilan, 
Tuanku Jaafar Abdul Rahman, whose 
father was the nation's first king. After him 
would be the Selangor sultan, Salahuddin 

ul Aziz Shah. 

vome observers feel that those rulers who 
are thought to oppose Perak’s election do not 
want someone on the throne who promises 
to be more independent of his brother-rulers 
than previous kings. That could also be run- 
ning through Mahathir’s mind. 

Mahathir's predecessors have all been 
able to handle kings more or less as equals. 
Tunku Abdul Rahman, Malaysia’s first 
prime minister, is a prince of the royal house 
of Kedah; his successor, Tun Abdul Razak, 
was one of four feudal chiefs in Pahang; and 
Mahathir’s immediate predecessor, Tun 
Hussein Onn, is from an old aristocratic 
Johor family. 

Both the Tunku and Hussein had occa- 
sion to lecture certain rulers about their ex- 
travagance and arrogance. Mahathir, a doc- 
tor from Kedah whose father was a school- 
teacher, cannot address them in a similar 
fashion. 

Yet he has managed not only to win the 
friendship of rulers such as Pahang and 


Negri Sembilan but in recent times has been 
able to count on the current king as a fully 
cooperative — some would say acquiescent 
— monarch. 

Before Mahmood was elected king in 
1984, political sources say Mahathir was wor- 
ried that his reputation for being fiery-tem- 
pered and strong-willed would cause prob- 
lems. 

Mahmood had originally been made 
Johor's Tunku Mahkota, or crown prince, by 
his father in 1959. But because of his out- 
bursts of temper, his father made him stand 
down in favour of his younger brother two 
years' later. It was only in 1981 that his father, 
on his deathbed, issued a controversial state- 
ment reinstating Mahmood — though in 
1979 Mahmood had been convicted for culp- 
able homicide (and pardoned by his father), 
and had been pulled up for other outbursts. 

Yet Mahathir has patiently managed to 
forge a working relationship with a poten- 
tially uncooperative king, who was known 
to have been angry with him during the 1983 
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constitutional crisis. It is thought that if Ma- 
hathir was able to accomplish this, he will 
certainly try to do so again with Azlan. 


ublic expectations of Azlan run high 
— unrealistically so, cautioned one 
lawyer — as if his knowledge of the 
law would enable him to confront 
Mahathir and stop executive excesses al- 
together. Even if he did advise the other rul- 
ers during the constitutional crisis, and at 
one or two public forums has spoken up for 
judicial independence, his very years on the 
bench will make him sharply aware of the 
limitations of a constitutional monarch, the 
lawyer said. 
Some junior royalty — and certain sultans 
— were disappointed with Azlan during the 
controversy which led to the king's dismissal 
of the lord president. At one stage during the 
affair, some of the rulers even considered 
seeking the king's resignation, or at the very 
least, censuring him for refusing to accept an 
apology from Salleh — a move which they 
themselves had instigated as a way of resolv- 
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ing the issue. 

It would have been an unprecedented 
and drastic step. Azlan apparently withdrew 
his support for the plan at the last minute, 
prompting at least one ruler to write to him to 
express his disappointment. 

Azlan's detractors attributed his alleged 
change of heart to persuasion from Maha- 
thir, while his defenders reasoned that being 
the logical successor, he probably knew that 
it would have been unseemly for him to be 
part of any move to oust the reigning king, 
though the rulers can do so under the con- 
stitution. 

More to the point, he probably realised 
that it would have given Mahathir an excuse 
to have emergency rule declared, thus sus- 
pending parliament and possibly leading to 
the first steps to the abolition of the royal sys- 
tem. 

Some sultans are criticised for their love of 
big cars, large palaces, frequent trips abroad 
and an aloof attitude towards their subjects. 
But most rulers take the trouble to nurture 


their subjects, fulfilling the role of generous, 
charitable Malay leaders — even if others 
may sometimes accept financial tributes to 
augment the purses voted to them by 
their state assemblies as their regular in- 
come. 

They appear to have little power. Offi- 
cially, they appoint or dismiss their powerful 
state chief ministers — but the recommenda- 
tions are really made by the prime minister. 
Only on four occasions have sultans been 
known to interfere in some way with their 
chief ministers, though the financial clout of 
the federal government is usually a deter- 
rent. 

One key power left to the rulers is their 
supreme authority over their states' religion. 
In a country where Islam and Malay 
nationalism are closely intertwined, that is a 
force indeed. And it is a power which — ` 
combined with the rulers’ widely accepted 
symbolic position among Malaysians — any 
elected government will hesitate to moder- 
ate unless it is prepared to grapple with the 
political repercussions. “ 
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ole to be Malay protector continues 


A contract broken 


Once, somewhere in the Malay world, there 
was a prince who descended upon a mountain on a 
buffalo. When two village maidens asked him to 
prove his identity, the buffalo vomitted out a 
trusted servant who heralded him as Sang 
Sapurba, true son of a king and a goddess. As fur- 
ther testimony, Sang Sapurba turned the valley 
into a golden field of ripened paddy. 

Hearing of his powers, village chieftain De- 
mang Lebar Daun approached theprince and asked 
him to teach them, to protect them and when they 
erred, to punish them according to Islamic law — 
in other words to be their king. In return the people 
would give him their undying loyalty. That was 
the contract. 

But should either side not honour his pledge, 
theother could alsowithdraw from the pact. 

— The Malay Annals 


efore nationhood, a Malay village 
head could choose his acknowledged 
ruler — not necessarily the nearest 
geographically. A raja's reputation as a fair 
and just king could win or lose him subjects. 
A traditional democracy was at work, minus 
the ballot box, alongside a sultan's daulat, 
which Malays believe is an intrinsic, mystical 
power. 

Village clusters paid tribute to, and 
sought protection from, some feudal lord, 
who in turn swore allegiance to some prince 
— often an outsider who had set up court 
just upriver from a busy estuary. For as long 
as one lived within the shadow of a palace, 
one was that raja's subject. If one did not like 
a particular ruler, one could always quietly 
move. 

This was the setting when the British ar- 
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rived in the early 1800s and started to inter- 
vene in the Malay Peninsula's internal affairs 
in 1874 in the name of protecting their com- 
mercial interests. By the time they left in 
1957, territorial disputes and palace intrigues 
had left nine rulers, each ruling a semi-au- 
tonomous state drawn together at indepen- 
dence, with the Straits Settlements of 
Penang and Malacca, into the Federation of 
Malaya — later to be expanded in 1963 into 
Malaysia. 

But decades of acquiescence to a string of 
British advisers had politically weakened all 
nine rulers, not least in the eyes of their sub- 
jects. Educated Malays, influenced by the 
nationalist movements of India and In- 
donesia, became restless under colonial rule, 
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which may have been benign but was neg- 
lectful of the education and economic ad- 
vancement of ordinary Malays. Sympathy 
and support for Indonesia's guerilla war 
against the Dutch engendered a pan-Malay 
awareness that for the first time went be- 
yond the bounds of mere loyalty to a single 
ruler. 

The sacred contract between rulers and 
ruled was broken, according to some schol- 
ars, when the rulers meekly, and in secret, 
acquiesced to the 1946 British proposals for a 
Malayan Union. Underthe union, the rulers, 
hitherto semi-autonomous, would transfer 
their jurisdiction to the British Crown; their 
states and Penang and Malacca would be 
merged into a unitary state under a central 
government; and the non-Malay com- 
munities, many originally brought in as im- 
migrant labour, would be eligible for equal 
status with the Malays as citizens. 

The Malays, led by the aristocratic 
families, were outraged, especially at 
prospect of being politically dominate _ 
other communities in their own land. Their 
anger at the royal “betrayal” of their interests 
was only outweighed by their anger at the 
British for conniving secretly with the rulers 
to give away their birthright. 

Malays from all over the peninsula 
banded together under the United Malays 
National Organisation (Umno), which was 
to become the dominant partner in post-in- 
dependence coalition governments, and 
protested against the union. Arguing that 
they were saving the rulers from their own 
folly they threatened that they would "dis- 
card" their rulers if they attended inaugura- 
tion ceremonies for the Malayan Union and 
the shaken rulers agreed, making a public 
appearance instead to identify themselves 
with their subjects on this issue. 

It marked a turning point in traditional 
Malay politics. Datuk Onn Jaafar, then presi- 
dent of Umno, declared: "The rakyat [ordi- 
nary people] have become the raja, the 
have become the rakyat." Scholars say 


With a little help 


Hard to define, the concept of daulat — the supernatural power 
rulers are believed to have — is part mysticism, part ideological. It 
is very much a product of the layers of animism, Buddhism, Hin- 
duism, and then Islam that came to the Malay archipelago over 
the centuries. 

If anyone tries to harm a direct descendant of the Negri Sembi- 
lan royal house, for instance, it is believed a tiger will appear to 
protect him or her. The daulat is also "contained" in the royal re- 
galia. Usually only one authorised palace official is "strong 
enough" to carry or guard a sultan's hereditary kris, or sword, in 
his lifetime. 

Daulat can ebb and surge. It is almost quantifiable, if in abstract 
terms. When harvests were good and the country in peace, a ruler 


would be said to have strong daulat; in times of drought and 
famine, the ruler was said to have lost some of his daulat. To this 
day, the belief persists. Villagers recall that whenever the previous 
Perak sultan drove through the twin villages of Bota Kiri and Bota 
Kanan, their durian trees would bear fruit out of season. The sul- 
tan’s daulat was secure. 

Modern education has snuffed out much of that romance, but 
the court language remains elaborate and heavily derived from 
Sanskrit. When one addresses a sultan, one addresses his foot. A 
rough translation of the customary salutation “Duli Yang Maha 
Mulia Seri Paduka Baginda . . ." means "The foot of his exalted, bril- 
liant majesty.” 

Palace vocabulary is also unique. Royalty do not mandi, or 
bathe. They bersiram (are gently showered, as rain to flowers). 
They do not makan (eat); they bersantap (dine in tiny morsels). 
One does not say “yes” to a sultan, one says “Ku,” short for 
Tuanku, his title. There is no polite word for “no.” 

E Suhaini Aznam 


when the sultans had to back off on their 
own agreements, the trend towards a cons- 
titutional monarchy had “inexorably 
begun." The adoption of such a system was 
the logical next step at independence in 1957, 
leaving the rulers only as heads of Islam and 
Malay customs in their respective states. 
Elsewhere, they were only symbolic heads. 

Since then, education, the rise of a Malay 
commercial class and Malay political domi- 
nance ensured that Malays could achieve up- 
ward mobility without feudal patronage. 
Once, being a member of the court meant 
wealth, learning and stature. But now, a 
farmer's son could head a bank. 

At the very apex of the social system, the 
country's most senior politicians, business 
tycoons and generals rub shoulders with 
royalty at court functions, and trade favours 
for royal patronage. But for the rest, the ap- 
proximately 200 inner-circle royals and their 
15.8 million subjects lead separate lives. 


‘he distance has given rise to a lack 
of reverence for royalty, especial- 
i ly among younger people. When 
schoolchildren line up to receive prizes from 
a sultanah’s hand, they raise their hands to 
their foreheads in symbolic homage with 
embarrassment rather than grace. Itis largely 
old villagers who are still proud to be pre- 
sented to a sultan, even if some shake their 
heads at the sultan’s new golf course or 
grumble at the time he spends in the city or 
abroad. 

Psychologically, the bowing and kissing 
of royal hands and elaborate court manners 
is abhorrent to those with egalitarian lean- 
ings. "My tongue freezes when I have to say 
‘Ku’ [a form of saying ‘yes’ to royalty] and 
refer to myself as slave," said a Kelantan 
clerk. Yet many ordinary people scramble for 
tacit royal approval, the most sought-after of 
which comes in the form of the royal birth- 
day honours — which are recommended, 
f^- *he most part, by the chief ministers. 
,  t from opening doors, such honours 
confirm one's place in a modern social hier- 
archy. 

Royal influence on a citizen's daily life is 
now minimal. Except for the screaming si- 
rens heralding blustery outriders and an 
elongated Rolls Royce bearing the royal-yel- 
low licence plate and crested flag, the rulers 
are rarely seen and far less heard, save on 
ceremonial occasions. 

The royal families and a network of lesser 
royals with tenuous links to the palace main- 
tain a higher profile in a different sphere, big 
business, where they have not hesitated to 
use royal patronage and social influence to 
succeed, and often put up the backs of ordi- 
nary Malay businessmen with their aggres- 
sion and built-in head start. 

But the survival of the monarchy de- 
pends on keeping alive some of the myths of 
the old contract between Sang Sapurba and 
the descendants of Demang Lebar Daun — 
and cultivating a public image in keeping 


with a modern, hardworking, constitutional 
monarchy. 

The Sultan of Selangor, whose trips 
abroad have sometimes aroused comment, 
is well-received on his visits to low-cost hous- 
ing projects and new markets where he 
checks to ensure basic amenities are fitted. 
The current king, generally feared for his 
short temper, was warmly lauded when he 
donated to flood victims | M$100,000 
(US$36,800) from the Iskandar Foundation 


Fund, a scholarship and welfare fund into. 


which he has donated all his and the queen's 
allowances from the privy purse. 

The old strains remain, however, aug- 
mented by new tensions. Today's royal 
scions are still the darlings of respect- 
ful society, but through their travels to 
European and American playgrounds, their 
rumoured debts and perceived extrava- 
gance, and flashes of feudal arrogance 
they remain a target for criticism, no mat- 
ter how muted or oblique. But each time roy- 
alty has attempted, however vaguely, to 
reassert some of its power, they have 
been reminded that it was the ordinary 





Malay people who saved the rulers in 1946. 

Where once subjects dared not challenge 
aruler because of their faith in his daulat, now 
constitutional safeguards shore up the pro- 
tective functions of the daulat. The king "shall 
not be liable to any proceedings whatsoever 
in any court," while the sultans are similarly 
exempt in a personal capacity. Under the 
Sedition Act, bringing into hatred or con- 
tempt or exciting disaffection against any 
ruler, is a criminal offence punishable by up 
to five years in jail. 

The rulers' positions as heads of Islam 
also conflict with orthodox Islam. In Islam, all 
men are equal before God and paying hom- 
age to another mortal not allowed. Privately, 
religious fundamentalists and some mem- 
bers of the opposition Parti Islam object 
to a monarchical system of kings. Fortunate- 
ly for the royal households, modern Malays 
are very pragmatic and the homage paid is 


more cultural pro forma than spiritual adula- 
tion. 

The ideological dichotomy between 
elected and hereditary leaders is another 
problem which resurfaced in 1988 during the 
controversy over the king's sacking of the 
lord president of the Supreme Court for al- 
leged misbehaviour in office. Those who 
knew of the rulers' mediation efforts on the 
lord president's behalf, fleetingly wished 
that the royals wielded more than just con- 
stitutional powers — and could have 
checked the executive's power as it was the 
government which pushed for dismissal on 
what seemed to observers to be the flimsiest 
of reasons. Ironically, those who toyed with 
the idea were the very same people who had 
previously emphasised the necessity to limit 
the role of the constitutional monarchy. 

The royal families’ taking a stand on some 
current issues and their assertion in some 
states of powers hitherto left to the govern- 
ment of the day naturally raises the question 
of whether a constitutional monarch should 
have any real power, even if elected repre- 
sentatives have such a stranglehold on the 


we 


parliamentary and administrative processes 
that they can quite legally (but perhaps not 
morally) change the underpinnings of the 
system to suit themselves. 

Social reformist Chandra Muzaffar, au- 
thor of Protector, the book which examines 
the traditional and modern relationship of 
the sultans and their subjects, suggests that 
Umno sees itself as having taken over the 
role of Malay protector from the sultans. 
When monsoons wash out half a village, one 
goes to one's member of parliament, not the 
sultan; visiting ministers are feted and re- 
vered almost as if they were hereditary rul- 
ers. 
In turn the elected leaders demand the 
same kind of unquestioning loyalty once re- 
served for royalty. The players have changed 
but the structure remains. The struggle to as- 
sume the role of protector continues. 

m Suhaini Aznam 
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The Tunku regrets not gwing sultans more power 


Second thoughts 


n ' hile some watch warily as certain 
F W Malaysian rulers step from their 
traditionally symbolic roles to be- 





. come more of a political force in the country, 
~~ Tunku Abdul Rahman regrets that he did 
=. not give the sultans enough political power. 
- The Tunku, Malaysia's founding prime 
~~ minister who helped to frame its constitu- 
. tion, told the REVIEW: "I made a mistake.” 
U^. TheS85year-old Tunku, a prince from the 
-.. royal house of Kedah whois still widely rev- 
7 ered among Malaysians, was talking in the 
— context of his earlier pronounced belief that 
Prime Minister Datuk Sen Mahathir 
Mohamad had set up a dictatorship. Neither 
the king nor the other sultans had any cons- 
titutional power to check an elected political 
leader’s ambitions if they felt he was going 
against the people’s wishes, he said. 


"I didn't give pne isis "id right Ho 


any political power]," he said. "I thought if I 
gave them any right they might abuse that 
right and in the end take over and rule the 
country. I preferred that the people should 
always have a major share in the running of 
the country under a democratic parliamen- 
tary system . . . the rulers are symbolic heads 
without any power at all." 

The Tunku claimed that when the king 
sacked the lord president of the Supreme 
Court — the highest judicial post — in Au- 
gust 1988, "he acted out of context," because 
he had been asked to do this by Mahathir. 
"He does everything Mahathir asks him to 
do. Mahathir said it was his official duty, and 
that's what [the king] said. But actually they 
have no right or duty." 

He continued: "Many of them, the old 
type of rulers who are conscious of their 
power as rulers, are very opposed to this. 
They feel that rulers should have some say, 


atk least the ve igh to express H themselves. But 
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Lesser royals in the white-collar world 


Blue-blood network 


underlining the distance between the 
c i. rulers and the millions of Malaysians 
*' who lead ordinary lives, hundreds of lesser 
_.. royals have carved independent careers for 
-'. themselves in business, the civil service, the 
«.— professions and politics. One is even a sec- 
arity guard. 
—. Many are princes, carrying the titles 
.- "tunku" or “raja” which are passed down on 
^ the patrilineal side only. Children of royal 
. mothers and commoner fathers are called 
- “Megat” and many can trace their ancestry to 
. the throne, if four or five generations ago. 
. But marriage among the royals is more com- 
. mon, the natural result, perhaps, of young 
.. blue-bloods socialising with each other. 
. . The Tunku Ampuan of Trengganu is the 
sultan of Selangor's sister. The sultanah of 
Kedah is the half sister of the Yang 
di-Pertuan Besar of Negri Sembilan. The 
. Raja Perempuan of Perlis is Defence Mi- 
. nister Tunku Rithaudeen’s elder sister, 
~~ and therefore Kelantan royalty. The late 
~~ Tunku Ampuan of Pahang was the grand- 
^. daughter of one of the previous sultans of 
_ Trengganu. The king's brother, the Tunku 
Bendahara of Johor, is married to one 
of the daughters of the first king, the late 


T hough palaces are often on hilltops, 
















Tuanku Abdul Rahman of Negri Sembilan. 

Of the younger generation, one of the 
present king's daughters is married to the 
Tunku Mahkota of Pahang and another to 
one of the sultan of Selangor’s younger 
sons. The king’s son, the Tunku Mahkota of 
Johor, married the daughter of the late 
Sultan Idris of Perak. Meanwhile, her 
brother, Raja Dzulkarnain, married Tunku 
Soraya, daughter of Sultan Halim of Kedah. 
The Raja of Perlis’ son married a daughter of 
the late Tuanku Munawir, the previous 
Yang di-Pertuan Besar of Negri Sembilan. 
His niece, Tunku Irinah, daughter of the 
present Yang di-Pertuan Besar of Negri 
Sembilan is married to another of the sultan 
of Selangor’s sons. 

Many of these young royals are unlikely 
to ever ascend their state thrones, leav- 
ing them free to rise to prominence in their 
chosen fields. The best known among them, 
of course, was the first prime minister, 
Tunku Abdul Rahman, uncle to the present 
sultan of Kedah. Others include: 
> Tunku Abdul Halim Sultan Ibrahim of 
Kelantan, the controlling shareholder of 
Halim Securities, a stockbroking company 
and a landowner in Kuala Lumpur's premier 
business district. 


when they expressed themselves, nothing 
was written in the press . . . in fact, nothing 
very much was said about the thinking of the 
rulers who opposed this appointment of the 
new lord president.” 

The Tunku criticised the king over the 
lord president affair for “not being as strong 
as we expected.” He said: “We expected him 
to give the lead to all the rulers . . . but he did 
not. There was a big disappointment among 
the rulers, among us all.” 

Without naming them, the Tunku said 
there were a few weak sultans, but that most 
of them were capable. “And I think we 
should keep them to balance all the evils 
there are in a society like this.” 

While constitutionally the sultans were 
almost powerless politically, they held po- 
tential sway over their subjects. 

“The Malays believe in kingship,” he 
said. Whenever there’s a group of Malays 
anywhere, first thing is they appoint a 
head. When there is a bigger group they ap- 
point rulers. They always like to be 
I can tell you this much, as a leader, un 
Malays are the easiest people to lead, but you 
must not cause them any feeling of frustra- 
tion in what you do. You must lead them 
honourably and generously, then they ye 
follow.” 


> Tunku Shahabuddin Tunku Besar 
Burhanuddin of Negri Sembilan, chairman 
of the Inchcape group in Malaysia. 
> Tunku Mohamed, Shahabuddin’s 
brother, chairman of Aluminium Co. of 
Malaysia and Ajinomoto (Malaysia). He is 
also on the boards of other companies. 
> Tunku Mansur Yaacob of Kedah, director 
of Harrisons Malaysian Plantations Bhd, a 
representative of Britain-based 30% owner 
of HMPB, Harrisons and Crosfield plc. 
> Tunku Ahmad Tunku Yahya of Kedah, 
chief executive officer of Sime Darby Bhd. 
> Defence Minister Tunku Rithauc 
Tunku Ismail of Kelantan. 
> Tunku Noor Zakiah Tunku Ismau, 
Rithaudeen’s sister, a controlling sharehold- 
er of stockbroker, K&N Kenanga Sdn Bhd. 
> Tunku Razaleigh Hamzah of Kelantan, 
former finance, and trade and industry 
minister. Now arch-political rival of the 
prime minister. 
> Raja Ariffin Raja Sulaiman of Kedah, dep- 
uty minister in the Prime Minister's Depart- 
ment. 
> Raja Mohar Raja Badiozaman of Perak, 
until recently the special economic adviser to 
the prime minister since 1972. He remains 
chairman of Malaysian Airline System, Bank 
Islam, and the Tourist Development Corp. 
and sits on the boards of several companies. 
P Raja Aziz Addruse of Perak, one of 
Malaysia's leading lawyers and currently the 
president of the Malaysian Bar Council. Heis 
one of two deputy chairmen of the proposed 
national Human Rights Commission. 

u Suhaini Aznam 
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Royal families active in business 


The merchant princes 





By Nick Seaward in Kuala Lumpur 


| nthe business sector, three royal families 





are noticeably active: those of Negri 

Sembilan, Pahang and Selangor. 
Among them, these three families own sub- 
stantial real estate in Kuala Lumpur, two in- 
surance companies and controlling or sub- 
stantial stakes in half a dozen publicly listed 
companies. They are involved in a diverse 
range of businesses, from arms dealing to the 
Pepsi-Cola and Seven-Up franchises and are 
retained as agents for a string of well known 
overseas manufacturers. 

The remaining royal families all have sub- 
stantial land banks in their respective states 
but apart from the odd sleeping partnership 
in logging concessions or plantations, they 
have not been particularly active in day-to- 
day commerce. However, as the royal 
families get bigger and the civil lists voted by 
the state government get spread more 
thinly, more tunkus and rajas are expected to 
follow the examples of Negri Sembilan, 
Pahang and Selangor. 

The business royals form an interesting 
counterpoint to the Malay nouveau riche. As 
a bloc, the royals represent the main compet- 
ition for the bumiputra (indigenous Malay) 
tycoons. They compete for the bumiputra 
special share issues under the New Eco- 
nomic Policy (NEP), and they lobby for gov- 
ernment contracts reserved for bumiputras. 
This competition has become even more for- 
midable since the banking crackdown of 
1986 as the royals got started on their own 
capital while the self-made Malay tycoons 
rode on the back of the cheap, no-questions- 
asked credit wave of the late 1970s and early 
1980s. 

Foremost of the royal concerns is publicly 
listed Antah Holdings, which is owned by 
one branch of the Negri Sembilan royalty. 
Antah has a market capitalisation of M$195 
million (US$72 million) and made a profit last 
year of M$10.18 million. The group is chaired 

‘by the eldest son of the ruler of Negri Sembi- 

lan, Tunku Naquiyuddin, with Naquiyud- 
din's brother, Tunku Imran, as managing di- 
rector. The two of them are known in Kuala 
Lumpur business cirdes by the English 
nicknames Bill and Pete. 

Antah made its name internationally 
when its 51%-owned joint venture with the 
British company Biwater secured a M$1.4 bil- 
lion contract to supply rural areas with pota- 
ble water in 1986. However, the company 
really got started much earlier as a joint ven- 
ture with the Hongkong-based conglomer- 
ate, Jardine Matheson. In 1985, Jardines sold 


out its stake, leaving Antah with some core 
businesses such as Schindler lifts, Securicor 
industrial security and 7-Eleven convenience 
stores. In 1988, the group secured itself a sub- 
stantial increase in recurrent income through 
the acquisition of 20% in Arab-Malaysian 
Merchant Bank. 

Naquiyuddin's uncle, Tunku Abdullah, 
heads Melewar Corp., which owns 22% of 
MBf Finance. Abdullah personally holds 
22% and his son, Tunku Iskander, a further 
22%; most of the remainder is held by Datuk 
Loy Hean Heong, who is Abdullah’s main 
business partner and controlling sharehol- 
der of MBf Holdings. Melewar owns Malay- 
sian Assurance Alliance, a major insurance 
company, which in turn owns 12% of prop- 
erty and quarrying company, Granite Indus- 
tries. Abdullah is chairman of Granite. 

Another Tunku Abdullah heads the 
Pahang royal family's business interests, fol- 
lowing the death of his brother, Tunku Ib- 
rahim, last year. He is executive chairman of 
the Apera Holdings group, which he started 
with a M$25,000 loan from Citibank in 
partnership with the well known arms 





Holdings. Taras is owned directly by the Sul- 
tan of Pahang and his son, Tunku Abdul 
Rahman; his daughter, Tunku Muhaini, is 
executive director. The building has had a 
chequered history, taking five years to build, 
and according to corporate records, is sad- 
dled with M$103 million in debt. Four banks 
— all government owned — are the main 
lenders to the building, which Taras has 
said it is willing to sell "if the price is 
right." 

Another daughter of the Pahang sultan, 
Tunku Aishah, is chairman and shareholder 
in publicly listed property and paper-pro- 
ducts manufacturer, Insas. Insas is a heavy 
loss-maker and attempts are being made to 
restore it to profitability through the acquisi- 
tion of a timber concession in Pahang. Ac- 
cording to its 1987 annual report, Pahang is 
also the intended site of a new factory for the 
production of corrugated carton boxes. 

Yet another daughter, Tunku Meriam, is 
listed in the stock-exchange records as the 
owner of 6.6 million shares, or 1295, in 
licly listed Dayapi Industries (Malaysia), Wa 
another Pahang family vehicle, T. A. S. In- 
dustries. The loss-making company is in- 
volved in housing development, quarrying 
and pre-mixed concrete, and had net assets 
of M$9.3 million at 31 December 1987. The 
latest annual report shows that Meriam re- 
signed as a director of Dayapi in June 1988, 
but it is unclear whether T. A. S. Industries 
sold its shareholding. 

As for Selangor, the main business stand- 


Naquiyuddin and Imran: ‘Bill and ‘Pete’ in business circles. 


dealer, Jimmy Yusoff. Its first success was 
the sale of Italian-made howitzers to the 
Malaysian armed forces. Now it owns 51% of 
Universal Life and General Insurance, with 
Aetna of the US taking the remaining 49%, 
and it has interests in plantations and prop- 
erty in the heart of Kuala Lumpur's prime 
commercial district. 

Less than 200 m from Apera's headquar- 
ters, a massive 40-storey office block is near- 
ing its final stages of completion by Taras 


ard-bearer is the Raja Muda (or heir-appar- 
ent), Tunku Idris Shah, who is chairman of 
publicly listed Metroplex Bhd, in which he 
holds 3096, with entrepreneur Dick Chan 
holding most of the remainder. The com- 
pany is a substantial developer of residential 
property in the Kuala Lumpur area and is ex- 
pected to acquire Chan's privately de- 
veloped shopping complex, The Mall, as 
soon as the stockmarket becomes more 
buoyant. b 
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Bihari hopes of a return to Pakistan rekindled 


Prisoners of peace 





By S. Kamaluddin in Dhaka 


ne of the world's largest and least- 
known groups of refugees has lan- 
guished in Bangladesh since its crea- 
tion in 1971, awaiting the chance to emigrate 





to Pakistan. The exact numbers are un- 


known, but at least 250,000 of these people, 
usually known as Biharis, are living in poor 
and cramped conditions in camps scattered 
throughout the country, many of them suf- 
fering from diseases. Their hopes were re- 
kindled last year after Islamabad and the 
Mecca-based international Islamic organisa- 
tion Rabita al Alam al Islami (RAI), signed an 
agreement to repatriate them to Pakistan. 

Most of the refugees originated in the In- 
dian state of Bihar and initially opted for East 
Pakistan after the partition of the Subconti- 
nent in 1947. The present status of these 
Urdu-speaking Muslims remains ill-defined. 
They sometimes are called non-locals, while 
government offices normally use the term 
non-Bengalis and their own umbrella or- 
ganisation, the Stranded Pakistani's Gen- 
eral Repatriation Committee 
(SPGRC) identifies them as 
stranded Pakistanis in Bang- 
ladesh. 

However, the international 
conference on Biharis held in 
Geneva in December 1982 did 
not recognise the "stranded 
Pakistanis" term and settled for 
“non-Bangladeshis who opt to 
go to Pakistan." On this issue, 
Jacuis Cuenod, Dhaka repre- 
sentative of the UN High Com- 
missioner for Refugees 
(UNHCR), said that the non- 
Bengalis cannot have refugee 
Status under the UNHCR’s man- 
date because they did not fit 
the definition of being na- 
tionals of one country with a 
well-founded fear of persecu- 
tion from the authorities of that country. 

These migrants from India maintained 
their separate linguistic and cultural identity 
and resisted Bangladeshi attempts to integ- 
rate them with the Bengalis. During the 1971 
war in which East Pakistan split from the 
west wing of the country to become 
Bangladesh, most non-Bengalis opposed the 
division and actively sided with the Pakistan 
army, as did many local fundamentalist 
Muslims. The Pakistanis raised the East 
Pakistan Civil Armed Force (EPCAF) by re- 
cruiting from among these people. 

At the end of the war, fighters from the 
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Bihari refugee camp: assurances. 


EPCAF, and the Pakistani armed forces, sur- 
rendered and were repatriated to Pakistan, 
leaving the vast majority of the Biharis be- 
hind. 

According to one informed estimate, 
539,669 out of over a million remaining, 
claimed to be Pakistani and opted to be repat- 
riated through the International Red Cross 
Committee. Pakistan agreed to take them 
back under two separate agreements — the 
1973 New Delhi agreement and the tripartite 
agreement signed by Bangladesh, India and 
Pakistan in 1974. 

In a memorandum, Pakistan laid down 
three categories for repatriation: those who 
were domiciled in former West Pakistan; the 
employees of the former central govern- 
ment, and members of divided families irres- 
pective of their original place of domicile. Al- 
though Islamabad emphasised that it would 
accept all who fell under those categories, 
only 122,093 people were actually repat- 
riated up until 1982, out of 147,648 initially 
cleared by Islamabad. 

However, the Pakistan Government 
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claimed at the 1982 Geneva conference that it 
had by then received 169,000 stranded Pakis- 
tanis, including 41,800 who had reached 
Pakistan via India, Nepal, Burma and Sri 
Lanka. There are other discrepancies in esti- 
mates of the numbers of Biharis. The late 
Bangladesh prime minister Sheikh Mujibur 
Rahman, announced in December 1973 that 
250,000 non-Bengalis had opted for Pakistan 
while 150,000 had accepted Bangladeshi 
citizenship. 

Another report suggested that nearly 
600,000 non-Bengalis had taken up 
Bangladeshi citizenship of their own free 


will. According to the 1961 census, the 
number of Urdu-speaking people in East 
Pakistan was 640,000. 

Mujib also said in 1973 that, irrespective 
of their role during the war: “We have de- 
clared on many occasions that the non-Ben- 
galis who were citizens of Pakistan and resi- 
dents in the then East Pakistan will be treated 
as equal citizens if they declare allegiance to 
the government of Bangladesh." 

Nasim Khan, the chief of SPGRC, recalling 
how he and his men fought for Pakistan 
against Bangladesh, said: "We have no 
moral right to stay here as we failed to protect 
our dear Pakistan from breaking up . . . This 
is why we want to go to our opted land." 
Khan, the accepted Bihari leader, said some 
time ago: "Our issue has always been neg- 
lected by Pakistan and all other concerned 
authorities." 

During 1987-88, Khan had initiated a 
series of hunger strikes in Dhaka. But in 
March 1988 he agreed to call it off followine 
an assurance from the Pakistani ambassa 
in Dhaka and the local chief of the Mecca- 
based RAI that repatriation would begin 
again soon, after the signing of an upcoming 
agreement between Pakistan and the Islamic 
organisation. 

The much-talked about RAFsponsored 
and -funded programme, which was first 
mooted in 1984, was finally signed on 9 July 
1988. An estimated US$250 million is needed 
to cover the cost of the repatriation and re- 
settling the Biharis. A Pakistani 
source said that details were 
now being worked out and ac- 
tual repatriation could begin as 
soon as half of the projected 
fund was raised, though its im- 
plementation might take two to 
three years. 

Other sources told the 
REVIEW that as a gesture of 
goodwill Islamabad had al- 
ready contributed US$12.6 r-* 
lion to set the ball rolling. ' 
RAI — ‘which has pledged 
US$2.5 million — is now trying 
to raise funds for the purpose 
from the Islamic and other in- 
terested countries and agen- 
cies. Unconfirmed reports said 
that Saudi Arabia had pledged 
US$40 million to the fund, 
while Kuwait and the United Arab Emirates 
had shown interest. Two years ago, Libya 
also hinted at a sizeable donation. 

There are 66 different camps scattered in 
Chittagong, Rangpur, Saeedpur and Adam- 
jeenagar, with the biggest in Dhaka. Living 
conditions are poor and the inmates suffer 
from tuberculosis, typhoid, diarrhoea and 
dysentery. 

However, most Biharis are highly ur- 
banised and many have developed skills 
which are in demand locally, calling into 
question how many will emigrate to Pakistan 
when the chance finally comes. = 


» 
v 


BANGLADESH 2 


Biharis show their adaptability and enterprise 


Weaving a future 


he Biharis’ recognised leader, Nasim 

Khan, a retired railway employee in 

his late 60s, now appears confident 
that his life’s mission will after all be realised. 
But how many Biharis will actually take the 
opportunity to return to Pakistan remains 
unclear. 

After the emergence of Bangladesh as an 
independent nation in 1971, most educated 
and wealthy Bihari businessmen managed 
to migrate to Pakistan. The hapless majority 
of the poorly educated non-Bengalis who 
had identified themselves as Pakistanis and 
refiiged Dhaka's offer to settle down in 

gladesh, have had to live in makeshift 
camps awaiting their turn to emigrate. 

The Biharis are a highly urbanised and 
enterprising people. At one stage, the butch- 
ers, motor mechanics and railway techni- 
cians of what was then East Pakistan, were 
almost all non-Bengalis. The majority of 
Dhaka’s motor mechanics are still Biharis 
and Bihari drivers are generally more reliable 
than the locals and in high demand. How- 


ever, they are facing increasing competition 
from local Bangladeshis in their traditional 
jobs. 

But while government efforts to assist the 
Biharis — through agencies such as the 
Bangladesh Small and Cottage Industries 
Corp. (BSCIC), have sometimes been unsuc- 
cessful, due to a combination of bureaucracy 
and uncertainty over the timetable of the 
Biharis’ eventual migration to Pakistan — 
many individual Biharis continue to do 
well. 

A visit to the hundreds of small factories 
weaving Benarasi silk sarees and carpets in 
one of the major areas of such activity, the 
Mirpur district — or even in some of the 
Bihari camps — reveals how ingenuity and 
hard work can pay off. Mohammad Haroon's 
Bangladesh Zari Silk Industries is a case in 
point. He employs about 50 people, includ- 
ing at least 12 boys aged about 10, in his two 
factories with 22 handlooms. His sarees are 
priced from US$15 to US$150 a piece. 

Haroon’s brother has migrated to Pakis- 


tan with his family but he does not want to 
follow suit. “Ihave toearna living wherever! 
go,” he said. “And I am not doing too badly 
here. What prospects do I have there?” His 
five children, two daughters and three sons, 
are all married and living in Dhaka. 

Before 1972, there were barely 300 hand- 
looms weaving these kinds of sarees. Cur- 
rently about 7,000 such looms exist in the 
Mirpur area alone, employing about 15,000 
people. According to Haroon, more than 300 
families, about half of them local Ben- 
galis, own these looms. However, Abu Jafar, 
the project director of the Development of 
Rural Industries (a BSCIC division), sug- 
gested the loom figure had been inflated to 
obtain bigger import licences for raw mate- 
rials. 

The Biharis have also set up many small 
carpet-making units using locally made 
wooden looms. They make the carpets by re- 
cycling used wool, cotton thread and jute as 
raw materials. Mohammad Ayub, a Bihani, 
owns Bengal Carpet Paradise, with four 
looms employing 12 people. He and others 
are now successfully selling products based 
on improved designs supplied by the 
BSCIC. 

Abu Zafar told the REVIEW the BSCIC had 
arranged a training programme for the local 
Bengali weavers to learn the art of making 
the Benarasi sarees from Bihari instructors. 
About 20 people completed the programme 
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out only a couple ot them actually began 
making such sarees. Haroon said one of 
them sends sarees to him to sell. 
Meanwhile, a 1984 attempt by the BSCIC to 
develop a Benarasi silk industrial estate in 
Dhaka to settle 434 Bihari families and deve- 
lop the trade in an organised manner, for 
which about 29 ha of land was set aside, has 
now been shelved. After years of delibera- 
tion, the project has been referred to the 
ministries of foreign and home affairs to find 


out if the Bihari families who were to be set- 
tled there would be repatriated to Pakistan, 
and if the estate could be established under 
the existing laws. rd 

But even for Biharis such as Abdus 
Shakoor, a day labourer in his late 40s 
and the sole earning member in a family 
of six, a decision on whether to go to 
Pakistan would be difficult. He told the 
REVIEW that as he could not get back 
the most valuable years of his life, he would 





THAILAND 


Government's stability confuses Chaovalit s future 


best-laid plans 





By Paisal Sricharatchanya in Bangkok 
T he general scepticism that greeted 








the advent of Thai Prime Minister 

Chatichai Choonhavan's regime in 
August 1988 has now given way to growing 
confidence. Against various pessimistic fore- 
casts that had given him no more than six to 
eight months to survive, the question being 
asked now is whether he will serve out the 
full four-year term. 

But the unexpected government stability 
has injected an element of uncertainty into 
the oft-stated early retirement plans of army 
commanderandactingsupreme 
commander Gen. Chaovalit 
Yongchaiyut. Chaovalit was 
looked upon as a potential can- 
didate for Chatichai’s job — 
especially during the initial 
changeover from former prime 
minister Prem Tinsulanond to 
Chatichai — but that prospect 
now seems less likely. 

Chaovalit has, on various 
occasions, announced his in- 
tention to quit military service 
before his mandatory retire- 
ment in 1992. Although his 
last resignation was reject- 
ed by Prem in May 1988, he 
reiterated the intention in Nov- 
ember 1988, indicating at the 
time that he was planning to 
step down, possibly in September this year. 

The 56-year-old military boss may now be 
having second thoughts. Asked recently if 
he planned on early retirement to pursue a 
political career, Chaovalit said he had occa- 
sionally thought of it. “But it's nothing but a 
dream and ought to be disregarded. My cur- 
rent concern is the army, and I will stick to 
my military career.” 

This does not mean that Chaovalit can be 
discounted from the future power equation. 
“Given Chatichai’s strength, there is no 
chance for Chaovalit to make a bid for the 






premiership in the short-term future,” 
Chulalongkorn University political scientist 
Suchit Bunbongkarn said. “He will have to 
adjust his game plan and wait for an oppor- 
tunity in the longer run.” 

For the time being, the military establish- 
ment will have to watch from the sidelines a 
civilian party system that appears to be tak- 
ing firmer roots. Much of the six-party coali- 
tion's success so far is attributed to a combi- 
nation of Chatichai's personal style and his 
government's quick and decisive actions. 

The 69-year-old prime minister sprang a 
surprise on 12 January when he said his 
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Chaovalit; Chatichai: caught in dilemma. 


health would determine whether he would 
complete his full term. This prompted a 
flurry of denials by government spokesmen 
that he wanted to retire early and assurances 
that he was in good physical condition. 
Flamboyant and often humorous, Chati- 
chai’s down-to-earth style makes him 
likeable. He readily meets with Bang- 
kok pressure groups to hear their griev- 
ances and travels upcountry frequently 
— most recently to visit flood victims 
from the recent disaster in southern Thai- 
land. His style represents a contrast to 






find it difficult to start over in Pakistan. 

While their problems and perceptions are 
different, many others feel the same way. 
Abdul Malik, a businessman, said that he 
had been maintaining a good level of living 
by local standards and that his children got 
on well with their classmates in the Bengali- 
medium schools. He said he was not sure if it 
would be worthwhile to confront himself 
and his children with the challenge of start- 
ing over. m S. Kamaluddin 


that of the rigid and ceremonial Prem. 

Of equal importance is the government's 
decisiveness. Apart from giving the go- 
ahead for several long-delayed infrastruc- 
tural projects, a government decision in De- 
cember 1988 to resist whatit saw as excessive 
US demands over intellectual property pro- 
tection (REVIEW, 5 Jan.) subsequently proved 
popular. Although the move will subject 
Thailand to an imminent cutback in the ! '€ 
generalised system of preferences ben 
for Thai export products, it reflected 
nationalistic sentiment that it was time the 
country stopped yielding to US pressures. 

The government also stands to score poli- 
tical marks from a decision more recently to 
effect a nationwide ban on commercial log- 
ging. Taken in the aftermath of the deforest- 
ation-triggered flood disaster in the south, 
the action was in response to a national out- 
cry for the preservation of what is left of Thai- 
land's badly depleted forests. 

But it was a politically risky move, given 
the entrenched, vested in- 
terests of the timber industry, 
which opposed the ban. The co- 
alition leaders will now have to 
prevent these interests from un- 
dermining the logging-ban de- 
crees when they are presented 
for retroactive parliamentary 
approval in May. 

The government's popi ` 
ity clearly is not lost on the 1 
tary leadership. Analysts point 
to the fact that Chaovalit is 
less critical of the party system 
today than before. On several 
occasions during Prem’s last 
year in office, the army boss was 
openly critical of the politi- 
cians, likening the parties to 
trading companies bent on re- 
couping their election-campaign invest- 
ments. 

In the final analysis, Chaovalit seems to 
be caught in a dilemma. The current political 
reality dictates that he will have to become a 
part of the party system if he harbours politi- 
cal ambitions, as is widely believed. His con- 
tinuation in military service will keep him ata 
distance from the parties, or delay the pro- 
cess of building up a political base. However, 
his clout is likely to dwindle once he discards 
the uniform. 

Chaovalit seems capable of a far better 
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performance in a post-army career than his 
predecessor, Gen. Arthit Kamlang-ek, who 
is now floating in the backwaters of parlia- 
ment as leader of a small party. But a retired 
Chaovalit is unlikely to have the sort of influ- 
ence once wielded by Prem — also a former 
army and supreme commander — before 
entering politics. 

It is against this background that most 
analysts believe Chaovalit willeventually opt 
to serve on after September 1989, Army 


sources said he intends to tender his resigna- 
tion again, but Chatichai, has stated already 
that he would not approve Chaovalit's retire- 
ment. 

An additional factor was a recent appeal 
from the army's senior ranks for him to con- 
tinue. Leading a congregation of top officers 
to convey New Year greetings, assistant 
army commander Gen. Suchinda Krap- 
rayoon urged Chaovalit to serve on until 
1992. a 





PAKISTAN 


Hash of by-elections crucial for Bhutto and opponents 


Testing time, again 
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on the political offensive to repeal a 

controversial constitutional amend- 
ment that gives vast powers to the presi- 
dency, her government faces a major politi- 
cal test in 20 by-elections later this month. 
They will be crucial for the opposition too. 

Bhutto has timed her constitutional cam- 
paign to coincide with the by-elections for 
maximum political mileage. She has called 
the amendment, passed in 1985 by a parlia- 
ment elected under martial law, an illegal 
document and a travesty of justice. It vali- 
dates all actions of the military regime of pre- 
sident Zia-ul Haq, who died in an air crash in 
August 1988, and gives unprecedented 
powers to the president. 

Although Bhutto's ruling Pakistan 
People’s Party (PPP) does not have the two- 
thirds majority in the national assembly 
necessary to repeal the amendment, she has 

' the opposition Islami Jamhoori Ittehad 

or Islamic Democratic Alliance, a coali- 
tion of nine conservative and Islamic parties) 
on the defensive. 

ji and other opposition leaders, and the 
army, see the amendment as a check against 
the prime minister becoming too powerful. 
They have, however, been put in the embar- 
rassing position of appearing to support the 
Zia legacy and the lack of constitutional rule 
during martial law, just when the ji needs 
popular support in the 28 January polls. 

'he by-elections — 13 for seats in the na- 
tional assembly and seven for seats in the 
four provincial assemblies — are neccessary 
because candidates who successfully con- 
tested both national and provincial seats in 
the November elections are not allowed to sit 
in both assemblies. 

Nine of the elections, for both national 
and provincial seats, will be in Punjab pro- 
vince, where ji leader Nawaz Sharif is chief 
minister. 

Bhutto needs to win to increase her 


strength in the national assembly, where the 
PPP won 92 of 205 seats in the general elec- 
tion. She would also like more clout in the 
Punjab provincial assembly, where the PPP 
won 94 seats to the grs 108. 

Sharif's political future is also at stake. If 
the ji does well, Sharif's grip on Punjab will 
be strengthened with its potential to create 
more problems for the central government. 
If the ji does not, resentment against Sharif, 
already growing within his own Muslim 
League party, could burst into the open. 

The most crucial contest is for the national 
assembly seat of Muzaffargarh in Punjab 
where the ji candidate is Ghulam Mustafa 


Jatoi, a favourite of the army and conserva- | 


tives. Jatoi, a Sindhi feudal landlord, was 
badly defeated by the PPP in his home pro- 
vince in November and now gets a second 
chance. If he is elected to the national assem- 
bly, he is expected to emerge as the leader of 
the opposition, which now lacks a leader of 
national standing, their top candidates hav- 
ing been defeated in the general election. 
Bhutto, meanwhile, has also moved to 
reassure her traditional allies that foreign po- 
licy will be continued. On a private visit to 
Mecca, she was granted a two-hour audi- 
ence with Saudi King Fahd. It went a long 
way to silence fundamentalist Islamic parties 
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in Pakistan, who have tried to paint her as | 


being un-Islamic. 


She also drew praise asa “first-rank world _ 
leader" from Stephen Solarz, the visiting | 
chairman of the US House of Representa- 
tives’ Committee on Asian and Pacific Af | 
fairs. Members of the US delegation told the | 
REVIEW that Congress would be sympathetic | 
to efforts to channel economic aid to Pakistan | 


because of its new-found democracy. 


Congress, however, is likely to stress eco- | 


nomic rather than military aid, which will 


strengthen Bhutto but certainly not please | 
the military. Bhutto will have to try to match | 
her popularity abroad with a stronger gov- | 
ernment at home. The opposition will not | 
make the going easy. " 
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Polls under new system may result in hung parliament 








By Manik de Silva in Colombo . 
¢ l ri Lanka's ruling United National Party 





(UNP), with the 19 December presiden- 

tial poll under its belt, hopes to wrap 
up the 15 February parliamentary election as 
well, by cashing in on both a traditional 
"back the winner" tendency and the multi- 
plicity of anti-UNP vote-splitting parties that 
will run. 

But the UNP does not underestimate the 
strength of the Sri Lanka Freedom Party 
(SLFP). Although demoralised at losing the 
presidential election it was confident of win- 
ning after 11 years of UNP rule, the SLFP re- 
mains the ruling party's strongest opponent. 
While the alliance put together to back Sirima 
Bandaranaike for the presidency has come 
apart, a new manifestois being prepared and 


the UNP knows that the sLFP has solid sup- 


port in the country. 

The election is by no means going to be 
anybody's walkover, despite President 
Ranasinghe Premadasa's spe- 
culation that his party could 
win 150 of the 225 seats in the 
new parliament. This would 
mean the party taking a two- 
thirds majority that conven- 
tional wisdom has deemed im- 
possible under the proportional 
representation system, which 
will operate for the first time in 
these general elections. 

Another important factor 
will be how the minority Tamils 
of the Northern and Eastern 
provinces vote. Many ana- 
lysts believe that most of the 
31 MPs these provinces will 
return could be members of 
neither major party and may 
well hold the balance of 
power. 

An unprecedented 1,500-plus candidates 
from 19 parties, are taking part in the poll. In 
addition to the 198 MPs that 22 electoral dis- 
tricts will return on the basis of the propor- 
tion of votes in each district, 27 MPs are to be 
elected on the "national lists" of the different 
parties. These seats are to be allocated in the 
proportion of the total national vote by each 
of the different parties. 

The presidential election was hard fought 
with outgoing prime minister Premadasa 
edging out Bandaranaike by slightly over 595 
of the votes cast for the presidency. The 55% 
voter turnout was the lowest at nine national 
elections since 1947, largely due to the deter- 
mination of the Janatha Vimukthi Peramuna 
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A sense of proportion 


(VP, or People's Liberation Front) to wreck 
the election with a bloody campaign of vio- 
lence and murder. The climate of threats and 
violence is among the grounds cited by 
Bandaranaike in a petition before the Su- 
preme Court asking that the presidential poll 
be declared void. 

Although the Jvp, which was relatively 
quiet in the aftermath ofthe presidential elec- 
tion, has again resumed activities particu- 
larly in its southern strongholds, indications 
at present are that many more voters will 
turn out in February than in December. The 
lull in terrorism in the south in the wake of 
Premadasa’s victory enabled him to claim a 
degree of success in restoring law and order. 
But the violence and killings have resumed, 
though to a lesser degree. 

Since nominations closed on 6 January, at 
least four candidates and many supporters 
have been killed and many candidates have 
accepted a government offer of firearms for 
self-defence. At a meeting with Premadasa 
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Premadasa: speculation about a landslide win. 


on 16 January, a delegation from the small 
opposition grouping, the United Socialist Al- 
liance (USA), accused the JvP and other 
groups of responsibility for the killings. Pre- 
madasa assured the delegation that all elec- 
tion candidates would be protected. 

Premadasa believes that his promise of 
launching an ambitious — critics have called 
itimpractical — poverty alleviation program- 
me under which 1.4 million families on food 
stamps will be paid Rs 2,500 (US$75) 
monthly over a period of two years, won him 
the election. 

Of the total payment, Rs 1,458 a month is 
a consumption component while the ba- 
lance, Premadasa believes, will be sufficient 
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capital fora poor family to start off an income- 
generating venture. 

Premadasa has made clear that the pro- 
gramme, which he will run himself, will be 
the government's top priority and he is ask- 
ing the country to give him a parliament 
enabling legislative support for this and 
other programmes. While acknowledging 
that democracy demands a vigorous Op- 
position, by his reckoning, 150 seats for 
his party and 75 for the rest should do the 
trick. 


A major factor in the election will be the 
minority Tamils in the Northern and Eastern 
provinces. The Liberation Tigers of Tamil 
Eelam (LTTE), the major Tamil separatist 
group unrelentingly opposed to the Indo-Sri 
Lanka peace accord has, like the Jvp, resisted 
every effort to be brought into the democratic 
mainstream. But some of the other Tamil 
militant groups are running, having forged 
an electoral alliance with the Tamil United 
Liberation Front (TULF), which is back : ^ 
several years of exile in the southern Inc 
city of Madras. The TULF, on a separatist plat- 
form, swept the Northern Province at the last 
general election in 1977. This timeitis aligned 
with three militant groups. 

A leftist leader on the national list of the 
USA was killed a few days after his nomina- 
tion and the LTTE has been accused of the 
crime; the Tigers, clearly, will try to do in the 

.. north and the east what the JVP 
seeks to do in the south. 

While the Tamil alliance is 
likely to sweep the north, the 
two major parties will win some 
seats in the east where the two- 
year-old Sri Lanka Muslim Con- 
gress is also expected to have 
some impact. The Eastern Pro- 
vince's population comprises of 
approximately equal propor- 
tions of Sinhalese, Tamils and 
Muslims, and all three com- 
munities from the province 
likely to find representatio 
the new parliament. 

Although the UNP will not 
relish a hung parliament, some 
opinion leaders believe that the 
election result can push Pre- 
madasa into forming a national 
government which they feel is what the 
country needs. Whether Bandaranaike and 
her son, Anura, can sink their differences 
with Premadasa and participate in such a 
government under his leadership remains 
unknown. Proportional representation will 
ensure that there will be no wild swing of the 
political pendulum, to the advantage of 
either the UNP or the SLFP. 

Whatever the result, what Sri Lankans 
desire most is that there is no post-election 
bloodbath. One was avoided after the presi- 
dential election, but that time the contest was 
between just three candidates and as a senior 
security official remarked: "There were 
fewer guns around." a 
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MALAYSIA 


Umno peace plan gets ambiguous response 


Yes. but... 


By Suhaini Aznam in Kuala Lumpur 
| split United Malays National Organi- 
sation (Umno) have taken the first 
steps towards reconciliation — with ambigu- 
ous results, despite claims to the contrary. 
On 13January, almosta year after Umno was 
deregistered, the new Umno (Baru) su- 
preme council accepted a six-point peace 
plan put up in December 1988 by 200 Johor 
academics, writers and politicians. 

Despite the acceptance, it remains in 

ibt whether the plan will work. The ap- 

rance of faction leader Datuk Musa 
rixam by the side of an independent candi- 
date at the opening of the Ampang Jaya par- 
liamentary by-election campaign the next 
day caused a stir because he had been very 
much a party to the Johor meeting. Although 
Musa said he welcomed the decision, it ap- 
peared very much as if he had been short- 
changed. 

Politicians saw the Johor meeting as a 
convenient way for Musa to return to the 
Umno mainstream, now in the hands of Ma- 
hathirs Umno (Baru). Musa was deputy 
prime minister until he resigned in 1986 and 
subsequently teamed up with then trade and 
industry minister Tunku Razaleigh Hamzah 
to unsuccessfully challenge Prime Minister 
Datuk Seri Mahathir Mohamad's leadership 
of Umno. In recent months Musa and 
Razaleigh have drifted apart. 

The peace plan was mooted at the Johor 
Malay Unity forum on 18 December. Only 
^ factions of Umno were represented, 

vever: Mahathir's by Johor Chief Minister 
Tan Sri Muhyiddin Yassin and Musa him- 
self, with some of his allies. Razaleigh's man 
in Johor, Tan Sri Othman Saat, a former 
Johor chief minister, was only invited at the 
11th hour and did not attend. "It wasa stage- 
managed affair," said one observer. 

Since the initiative came solely from Johor 
— Musa's homestate — Umno members 
elsewhere felt free to disregard its proposals. 
Indeed, three days before the supreme coun- 
cil met, Razaleigh publicly rejected the plan. 
"Unity must not be at any price," he said. 
“Unity must be achieved with honour." Too 
many supporters had been victimised and 
lost their jobs; leaders should not forget their 
sacrifices, he added in a veiled attack on 
Musa whose on-off alliance with Razaleigh 
has left his supporters bewildered. 

The six-point Johor resolution essentially 
urged a return to the position of 1987, before 
Umno was deregistered for violating rules 
governing societies. It included the accep- 





wo of three rival factions of the now 


tance of the origina Umno leadership 
elected to national, branch and division 
levels in the bitterly fought party polls that 
year, and for steps to be taken for the restora- 
tion of the old Umno constitution under 
which itis easier for a challenger to unseat an 
incumbent president. 

The supreme council said implemen- 
tation of the resolutions would have to "com- 
ply with the existing provisions in the [new 
Umno] constitution." 

Deputy Prime Minister Abdul Ghafar 
Baba, who is also deputy president of Umno 
(Baru), explained that the present constitu- 
tion stipulated that any amendments would 
have to be requested by at least half of the 134 
divisions. But since most of the divisions 
today are headed by Mahathir supporters, 
the likelihood of restoring the old constitu- 
tion seems remote. Moreover, restoring the 
1987 branch and divisional line-ups would 
only create more problems because Umno 
(Baru) had its own officials in these posts 
now. 

Mahathir also appears to have spiked any 
attempt Musa may have wanted to make to 
gain political ground by using the Johor re- 
solutions as a launching pad to bring Umno 
factions elsewhere together. Acceptance of 
the proposals, Mahathir announced, were 
only binding on Johor. 

Despite the talk of peace, competition 
was as keen as ever on the ground at the ra- 
cially mixed urban seat of Ampang Jaya, 
where the ruling National Front's candidate, 
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Musa with supporters. 
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Ong Tee Keat of the Malaysian Chinese As- 
sociation, faces Datuk Harun Idris — the 
once vastly popular former Selangor state 
chief minister — who is standing as an inde- 
pendent butis in fact representing the Umno 
faction, the self-styled spirit of 46, headed by 
Razaleigh. Five other independents will con- 
test the 28 January polls in this the third by- 
election called since the Umno split, with 
Mahathir's side winning one and his Umno 
rivals another. 

Harun’s candidature is tricky for both 
sides. It was in the compound of his official 
residence as chief minister in 1969 that sev- 
eral hundred Malay supporters gathered on 
the eve of the 1969 race riots that left over 200 
dead and prompted emergency rule and the 
suspension of parliament for two years. 

Some Chinese believe he whipped up 
Malay emotions (though Tunku Abdul 
Rahman, the prime minister then, has issued 
a statement before nomination day saying 
Harun did not cause the riots), but some 
Malays have held him in great regard for 
speaking out for the Malays then and when 
he led Umno’s once powerful youth wing. 
Harun’s political career appeared to have 
ended abruptly when he was jailed in 1978 
for criminal breach of trust, but he received a 
royal pardon in 1982, and lately has been in 
the forefront of attempts to revive the origi- 
nal Umno. 

If Harunis portrayed as a champion of the 
Malays, he will lose the support of the 
Chinese forwhom memories of the 1969 riots 
still rankle. But Harun's hold on Malay senti- 
ment is little more than the years he spent as 
the community's most vocal spokesman, 
and electoral support from the largely 
Chinese-based opposition Democratic Ac- 
tion Party (who campaigned for one of the 
Umno faction's opposing Mahathir in an ear- 
lier by-election might prompt a Malay back- 
lash, for many Malays feel it is filled with 
Chinese chauvinists. 

For the same reason, the ruling party can- 
not be seen to be knocking a champion of the 
Malays too much. 

Meanwhile, Umno's prestigious head- 
quarters tower and the adjacent Putra World 
Trade Centre are about to be auctioned off. 
On 10 January, the High Court allowed an 
application by Bank Bumiputra Malaysia 
Bhd (BBMB) to auction off the 3.6 ha of land in 
order to recover M$308.46 million 
(US$113.17 million) owed it by Umno. 
Umno had borrowed M$200 million from - 
BBMB in 1983 to build the centre and charged 
the land as security. 

Mahathir and two other Umno office 
bearers, as the defendants, did not contest 
the auction order. Some lawyers and 
stockbrokers suspect that BBMB will gain legal 
ownership of the complex at the auction, 
especially if the court registrar sets a suffi- 
ciently high reserve price on the property. 
Eventually, Umno (Baru) can then buy back 
its headquarters without legal complica- 
tions. x 


- ws ws : ONU n uv Nn E — 


Defence paper compares quantity, not quality 


Safety in numbers 








By John McBeth in Seoul 

outh Korea’s first defence policy paper 
S since its armed forces were founded 40 
years ago is predictably based on com- 
parisons with the North's armed forces. 
Quantity, not quality is the yardstick, with 
predictions that the South will begin to over- 
haul the North in 1994 and reach a balance in 
total military strength soon after the year 
2000. The accuracy of this picture is question- 
able, given the South's technological and 
economic superiority, but it is one which 
South Korean generals are sensitive about 
having challenged. 

The paper contends that South Korea's 
military poweris 65% that of North Korea, an 
evaluation dating from the late 1970s. When 
the US presence is taken into account, the 
ratio is said to rise to 70%. The US Air Force’s 
140 combat aircraft, which will include 72 
F16s by the end of March, are thought to add 
about 30% to the Korean Air Force's overall 
capability. Even more important, perhaps, is 
the joint air defence facility at Osan Airbase, 
south of Seoul, which acts as nerve centre for 
a network of early warning radar and missile 
sites across South Korea and for links to 
AWACS and Japan-Okinawa systems. 

The reasons behind the paper's release 
are probably as importantasits contents. The 
report notes Seoul's efforts to improve rela- 
tions with communist countries, but it says 





demands for a US withdrawal are “based on . 


a misperception of the republic’s security 
situation, which leads to the erroneous no- 
tion that peace has already taken hold on the 
peninsula." 

North Korea's defence expenditure last 
year was estimated at 24% of GNP, against 
South Korea's 5.43% (a slight drop from the 
5.5% reported in 1987). The South spent 
US$8.3 billion on its armed forces, or 32.8% 
of overall government expenditure; though 
the report does not provide a breakdown, it 
is believed about 38% or US$2.67 billion, 
went on new equipment. Defence planners 
say if spending remains at current levels, the 
South will begin closing the gap in the power 
balance over the next five years, investing a 
cumulative US$52.8 billion on force im- 
provement, compared with an estimated 
US$51.3 billion for the North. Over the fol- 
lowing five years, they predict, Seoul will 
begin to draw level. 

But simply equating expenditures with 
inventories and inventories with military 
power leaves many questions unanswered. 
There is no way to verify Pyongyang’s de- 
fence bill, or to determine whether the North 


Koreans pay for newly acquired hardware, 
as the South does. The practice of simply 
trotting out order-of-battle figures is also 
fraught with anomalies. The North retains 
an aggressive forward posture and fields 
more of just about everything. But the num- 
bers game becomes hazy when a host of 
other factors such as limited invasion cor- 
ridors, systems integration, logistics, resup- 
ply and technological capabilities is taken 
into account. 

The relative air strengths of the two 
Koreas may be particularly misleading. 
Seoul's paper says the North has 820 combat 
aircraft, compared with the South's 480. 
What it does not point out is the suspect op- 
erational status of about 30% of the listed 
fighters, particularly among the more than 
400 vintage Soviet and  Chinese-built 
MiG15s, 17s and 19s and Su7s. 

The report claims the North Koreans will 
soon be in a position to begin manufacturing 
5.70 mer | 
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tercepts, experts doubt the ability of its air 
force to adjust to the sort of free-play tactics 
the South Koreans would be expected to em- 
ploy. “The South Korean air force has this 
place locked up tight," said one Western ob- 
server. 

According to the policy paper, it is only in 
the relative manpower strengths of the two 
navies that the South comes out ahead — 
60,000 as against the North's 40,000. But 
while the paper states the North has 410 sur- 
face combatants, the only significant ele- 
ments listed in independent studies are two 
frigates, four corvettes and 30 guided missile 
craft. The rest of Pyongyang’s fleet is evi- 
dently preoccupied with coastal surveillance 
and infiltration. 

The South’s 170 surface combatants in- 
clude 11 destroyers, 18 frigates, 11 fast strike 
craft armed with either Exocet or longer- 
range Harpoon surface-to-surface missiles, 
and 94 inshore patrol craft. Particular con- 
cern among defence planners centres on 
means to counter the North’s 21-23 s 
marines, all of them Soviet-designed Romeo 
and Whiskey-class vessels and, it is believed, 
about seven miniature underwater craft. The 
South has bought British Lynx anti-sub- 
marine helicopters and also two German 
Dolphin-class coastal submarines, three 
more of which are expected to built at 
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Armed Forces Day parade: sensitive about comparisons with the North. 


its own MiG21s. However, South Korea's 
aerospace industry is much more advanced, 
with plans under way to mass produce 
helicopters and several hundred state-of- 
the-art jet fighter aircraft (REVIEW, 9 June 88). 
There is no substantive discussion in the 
report about training, one of the most crucial 
elements in determining how the two air 
forces stack up. Although there has been a 
78% increase in operational flights in the 
North overthe past year, intelligence sources 
say the amount of time communist pilots 
spend in the airis still only 30% to 50% of that 
spent by their southern counterparts, whose 
skills are rated highly by Western airmen. 
Because of the North's rigid command 
and control doctrine, under which ground 
controllers almost always direct pilots to in- 


Daewoo's shipyards. The submarines are 
not mentioned in the report. 

The paper dwells at some length on the 
growth of a chemical warfare capability in 
North Korea, pinpointing R & D facilities at 
Sinuiju, Kanggye, and Hamhung, all in the 
northern part of the country, and six sus- 
pected storage sites — including one close to 
the central sector of the DMZ. The report 
daims the North Korean Army has or- 
ganised chemical-warfare platoons in indi- 
vidual regiments, but acknowledges they 
have yet to become operational. Apart from 
the Soviet Union and the US, North Korea is 
one of only 21 countries known to have de- 
veloped or to be developing a poison gas 
capability — and with the means to deliver it 
atlong range. " 
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No matter how long you age ordi- 
nary Scotch, it will always be ordinary. 

Which is why the words “12 years 
old” ona label aren’t nearly as impressive 
as the words “Chivas Regal.” 

Afterall since 1801 Chivas Regal has 
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S what you age. 


such legendary Highland distilleries as 
Strathisla—one of Scotland’s oldest. 


selects dozens of prize whiskies—each 
for a specific characteristic—then blends 
them for that consistently smooth taste. 
All of which helps explain why many 
Scotches.can carry the words “12 years 
old” But only one can carry the words 
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From Tokyo, Osaka, 
Hong Kong, Singapore, Kuala Lumpur, Bangkok, 
or Sydney to India and 
beyond to the Middle East, Africa, Europe and 
U.S.A. this familiar 
greeting marks the beginning of an exceptionally 
enjoyable journey. 
It ts over 5000 years old and it succinctly characterizes 
the warmth and 
hospitality of our people, our country and our Airline. 
We at Air-India will be 
honoured to be your hosts on the ground or in the air. 


ht. 84 49749R TO 1 


The airline that treats you like a Maharajah. 
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Traveller’s Tales 


he number of people who attempt- 

ed our fiendishly difficult year-end 

quiz, Trivia of '88 (REVIEW, 29 Dec. 

'88 was unexpectedly large. 
Answers are still coming in, though we 
printed the correct solutions last week (on 
| the CONTENTS page). Evidently fun was had 
| by all and, though no one achieved a perfect 
score, there were some very high achievers. 
The winner was Ivan Zimmerman of the 
Nissho Iwai Corp. in Tokyo, who receives a 
three-year free subscription to the REVIEW. 
Second came another lawyer, John McCor- 
mack of Darwin and third was Peter Waitt of 
Janan Air Lines in Vancouver whose high 
belies his complaints about intermit- 
tent deliveries of the REVIEW in that city (any- 
way he will get one year's free subscription, 
while McCormack will get two). 


A reader in Petaling Jaya, Malaysia had 
even more fun than those who filled in the 
answers. He had instead offered a fourth 
choice to the three possible answers to every 
question we offered. For example, in answer 
to the question What do Kachins have in com- 
mon with Scots? , he rejected a shared liking for 
whiskey, a taste for the bag pipes or the habit 
of wearing nothing under their sarongs and 
suggested instead: They don't speak English. 
He suggested that surfers on Australia's 
Bondi Beach do not come out coated with 
either seaweed, oil or sewage but Another 
surfer. 

What's attracting more and more Indians to 
Nepal? Not the hippie scene, the casino or 
yak burgers, but India. He offered A boycott of 
Z ‘can Express cards as a definition of 
A mand offered A Chinese after an eye-lid 
op as a definition of a Chinese Western. He 
rejected lawn bowls, playing the piano or 
quitting the Cambodian coalition as Prince 
Norodom Sihanouk's favourite past-time, 
suggesting instead, Getting his name in the 
REVIEW. As for the object which was 673mm 
long, 400mm wide and 276mm high and which 
had triggered off an international trade dispute, it 
| was neither a South Korean super-chip, a 
| Malaysian plastic fish crate nor a block of 
Australian frozen beef, but Lee Kuan Yew's 
head. 

The latest fear of Australian cattle people 
was, he suggested, not foot and mouth dis- 
ease, a dingo population explosion or Japan- 
ese investors, but work, while the Hot Dog 
Press was neither the Singaporean publish- 
ing house which is printing pirate copies of 
the REVIEW, the in-house journal of 
| McDonald's in Japan nor a video magazine 
for fashion-conscious Japanese males, but A 
Chinese fast-food restaurant. 


If the witty gentleman who supplied 
these answers cares to give me his full postal 
address, I'll see to it that he gets a special 
bonus prize of a year's subscription. 


No roomat the inn — or at least a frosty and 
hilariously worded notice — was found by a 
quick-witted guest who recently stayed at 
Peking’s Friendship Hotel. The mistakes in it 
(especially in the last paragraph) were evi- 
dently spotted by the hotel management 
only an hour or so after the notices had been 
distributed, and they were quickly with- 
drawn. The text read: 


GUESTS NOTICE 

1. Room, equipment may not be removed or mis- 
used. Damaged or lost will be paid according to 
the hotel regulation. 

2. It is prohibited to bring into hotel dangerous 
goods such as guns ammunition, explosive 
poisonous. Don't let off crackers in the build- 
ings balconies and parking areas No smoking 
in bed. 

3. The actirities such as drunken brawls, gambl- 
ing use of drugs prostitution circulated obscene 
books pronographic pictunes cassettes and 
video tapes are strictly forbidden. 

4. To ensure guest's proper work and rest. Don't 
make loud noises and no dame are to be held in 
hotel rooms. 


If there are no games to be had with 
dames in Peking hotels, travellers might try 
somewhere in Southeast Asia, where Larry 
Fowles photographed a notice, which in 
English at least, deprecated improvements: 





Some seasonal festivity has been sur- 
prisingly breaking out in Vietnam, with 
signs of the old Saigon showing through the 
facade of Ho Chi Minh City, and even bits 
of bourgeois decadence in Hanoi itself. Peter 
Seidlitz photographed a notice outside 
Hanoi's old colonial-style hotel, the Thong 
Nhat, advertising dances every Saturday 
and Sunday evening (in fact, they were 
held every night, to the obvious annoy- 
ance of the residents of nearby collective 
houses). 

Theorchestra, which plays a mean tango, 
is called the Red River Band and it features a 


German, Klaus Ihme, who sings, plays the 
electric guitar and acts as the group's man- 
ager. He is in fact the chancellor of the Ger- 
man Embassy — and the West German Em- 
bassy at that, not the Eastern variety. In fact 
the East Germans have expressed their re- 
sentment of this infringement into what they 
had regarded as their cultural area of influ- 
ence — but Bonn is sticking by its diplomat, 
who is serving his second term in Hanoi: his 
musical activities were recently given the ex- 
press approval of visiting Deputy Foreign 
Minister Schaefer. 





The French mission is probably pleased 
too, since the notice is worded in the lan- 
guage of Hanoi's old colonial masters. But 
the mission civilatrice has weakened over the 
years since 1954: the evening is described asa 
Soirée dans Sante. 


A recent visitor to Ho Chi Minh City, Lud- 
wig Schatz, was handed a calling card by a 
local official: 


VICE DIRECTOR 


COMMITEE FOR AIDS RECEPTION 
IN HO CHI MINH CITY 


Schatz remarks that in some countries 
there seems to be a committee for every- 
thing. 


He could be right. Reading the Situations 
Vacant columns in the Western Australian, 
Aloysius Koo spotted this ad: 


DEPARTMENT OF CONVERSATION 
LAND MANAGEMENT 


ADMINISTRATIVE 
OFFICER LEVEL 3 


Koo remarks that he has worked in sev- 
eral countries in Southeast Asia and now in 
Australia and has often suspected that whole 
departments in the public sectors are devot- 
ed to conversation, but this is the first time he 
has seen it confirmed in black and white. m 
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Paying their last disrespects to Emperor Hirohito 


The Showa is over 


By William Wetherall in Tokyo 


tami Juzo's 1984 film The Funeral shows 

Japan as a country of people who face 

dying and death in many living ways. 

Levity and even cynicism are never far 
beneath the mask of solemnity. This also was 
seen in popular reactions to the prolonged 
and very public illness of the late Emperor 
Hirohito. 

"No one wants him to die, but he's old 
and sick," said a middle-aged man in a 
barber shop in October last year, a month 
after Hirohito began to be treated in his own 
palace for massive intestinal bleeding. The 
man, who turned out to be a prefectural 
policeman, had used the common word for 
death, good for the masses and their dogs, 
rather than one of the more respectful ex- 
pressions. 

“I don't have any special feelings about 
him, but he's the symbol of Japan," said 
anotherman, whocould havebeenateacher, 
a taxi driver, a bartender or a store clerk. 

“Which symbol?” asked the barber. “The 
one next to the big intestine?” 

Everyone laughed at the pun on the word 
shocho. As written in Japan's Constitution it 
means symbol, but in different Chinese 
characters with the same pronunciation, it 
means small intestines. 

In the privacy of their barber shops and 
other off-camera places, some Japanese were 
joking about the emperor as they might any 
other imperfect human being. Popular 
books and magazines, also, were telling em- 
peror jokes, new and old, thus showing that 
it was now possible — in ways that would 
have been unthinkable in Japan's recent past 
— to talk about Hirohito as just another man 
who happened to avoid baths, left stubbles 
of beard on his face when he shaved, and or- 
dered pants with buttons rather than a zip- 
per on their fly. 

Trouser flies are called shakai no mado 
(window of society) in Japanese. And one 
popular Hirohito biography has punned that 
TV had been a shakai no mado for the emperor, 
who had depended on the tube for glimpses 
of the outer world from which he was shel- 
tered by the Imperial Household Agency if 
not by his own reclusiveness. 

Japanese humour favours puns, the 
earthier the better. Emperor jokes are soma- 
tic in general, and scatological or sanguine in 
particular. In one joke, the emperor and em- 
press are walking in the Imperial Palace. He 
passes gas. She says: "Heika?" 


Heika is the legal title of address for the 
emperor or empress. But in dialect it means: 
"Was that a fart?" 

Until the end of the war, talking about the 
emperor this way was grounds for arrest. In 
the December 1988 issue of Sekai magazine, 
the psychiatrist-cum-novelist Kaga Otohiko 
recounted how his generation of children 
had learned not to joke about their sacred 
tenno (emperor) in the presence of a royalist 
teacher. 

"Tenchan's a human being," one child 
might say. "Nonsense," another child 
would counter. "He's a god. If he were 
human, he'd pee." 

"He does, of course." 

"You idiot. [How's a god] gonna do such 
athing?" 

One day ateacher who heard the children 
talking like this asked who had just said ten- 
chan. All the children had been saying it, but 
Kaga admitted that he had started it. His first 
"emperor experience" was the pain he felt 
when the teacher thrashed him. "My eyes 
came open," Kaga said. "[I learned] that if I 
said tenchan things could get very serious.” 

Tenchan is a diminutive form of tenno, but 
dubbing Emperor Hirohito "Emp" is like 
calling Queen Elizabeth II "Liz" — cute to 
some commoners, but sacrilegious and dis- 
respectful to fanatic royalists. 

When Hirohito's grandfather Mutsuhito 
(Meiji) was dying in 1912, and when his 
father Yoshihito (Taisho) was dying in 1926, 
the (then) Imperial Household Ministry re- 





The late Hirohito and his wife. 


ported body temperature, pulse, and respi- 
ration at regular intervals, just as they re- 
ported the details of Hirohito's condition. 
Only blood pressure was new on the list. 

Some Japanese took to playing doctor 
with the emperor's vital signs, which the 
media tabulated and put into graphs like 
stock averages and weather forecasts. 
Hirohito's chronic bleeding began on 19 Sep- 
tember, almost exactly one year after he un- 
derwent surgery to bypass a duodenal 
obstruction caused by a pancreatic tur^^-- 
Most ofthe blood helostin the last mon 
his illness passed through his rectum. 
Hirohito's court physicians have called this 
geketsu, which has become the key word in 
"wet" jokes. Geketsu, a clinical term meaning 
literally lower blood, refers to any rectal dis- 
charge of blood from injuries inside the di- 
gestive tract. 

NHK, Japan's semi-public broadcasting 
network, reported in mid-December that 
about 60% of the people who had called in 
since the emperor began bleeding, had ob- 
jected to the excessive and repetitive TV 
coverage, and they wished that the network 
would refrain from using geketsu on its meal- 
time news programmes. 


s a new household word, geketsu 

has inspired all kinds of puns. Some 

adults have turned Japan's classic 

ghost story anthology, Ugetsu 
monogatari (Tales of Moonlight and Rain), into 
"Geketsu monogatario" ("Tales of — ıl 
Blood"). Popular novelist and critic N — a 
Akiyuki, writing in his regular column in the 
16 December 1988 issue of the weekly Shukan 
Asah magazine, poked fun at the mixing of 
such raw medical terms with the standard 
deferential idiom. The single word geketsu 
has “really brought the image of the emperor 
system down and put a big crack in its foun- 
dation," Nosaka said. 

"It is deplorable," he concluded, -"that 
nowhere in the Imperial Household Agency 
are there human resources suitable for impe- 
rial line maintenance." This was Nosaka's 
tongue-in-cheek way of saying that if rectal 
bleeding is the best that the agency's lin- 
guists can come up with, then no one need 
worry thatthe emperor willbe deified again. 

Covering the drama leading up to X-day 
— à Japanese circumlocution for the day 
Hirohito would die — has been hard on jour- 
nalists, at least one of whom died on the job. 
The suffering of security police and their 
families also became the butt of jokes about 






the emperors bleeding. 
The semi-monthly maga- 
zine Hoso Repooto also 
claimed that a certain TV 
network received a call 
from the young wife of a hi 
rural police officer. "I |A 
haven't heard from my | X&*, 
husband since he was sent 
to Tokyo to guard the Im- 
perial Palace,” she said. 
"Im worried because he 
has AB blood, the same 
type as the emperor's." 

Another key word in 
emperor jokes is jishuku, or 
self-restraint. Uttered by 
public officials in the con- 
text of the emperor's con- 
dition, jishuku calls for voluntary refraining 
from pleasure or criticism, or from printing 
nude photos in magazines or showing films 
which question the emperor's role in World 

II. It also calls for cancelling book 
pazaars, festivals, school athletic meets, and 
TV entertainment programmes, and even 
postponing weddings and pregnancies. 

One event that was cancelled, but only 
after Hirohito died on 7 January, is the impe- 
rial poem recital which is held annually at the 
Imperial Palace in January. One royalist in- 
tellectual said that this poem fest epitomises 
the emperor's role of protecting Japan's 
"ethnic" (racial) culture. Another scholar has 
claimed that all people in Japan are classless 
before 31-syllable verse in the way that Euro- 
Americans are equal before the law. 

But the 1988 recital drew fewer than 
30,000 entries, down from more than 40,000 
two decades ago. This means barely two 
poems per 10,000 people in Japan's 122 mil- 
lion population — hardly evidence of in- 
terest in the imperial family's version of Ja- 
panese culture. And on 26 December 1988, 
the Imperial Household Agency announced 
t '':had received less than 20,000 poems 
f | e1989 recital. The drop is probably be- 
cause the submission period coincided with 
the first and most alarming reports of the em- 
peror's condition, when the “unofficial” call 
for jishuku was strongest. 

The barber, revisited by this writer in 
mid-December last year, said that his busi- 
ness had not been affected by the “self-re- 
straint’ that had already triggered some 
suicides. The emperor's death might bring 
more business, he said, “because some 
people will want to feel particularly well- 
groomed” when mourning: a fresh haircut 
heightens the sense of purity, an essential 
part of nativist Shinto rituals. 

The barber thought that the self-restraint 
mood had been hardest on Japan’s tekiya, the 
itinerant men who make their living hawk- 
ing souvenirs and food and running dubious 
games at local festivals. The world’s most 
famous fekiya is the square-faced, sleepy- 
eyed Torasan of Otoko wa Tsurai yo (Being a 
Man Is Tough) film fame. The 40th sequel in 


"cT 


E 
i 
i 
E - Z » . m 
pd í 
M f ^ 
a ] pe 
y N 
D 
Y 
1 
) 


Hirohito scrambling to join other monarchs. 


the world's longest film series made its debut 
on Christmas Eve last year. 

In late November, Sato Sanpei's comic 
strip, Fujisan Taro, which is featured in 
the morning edition of Asahi Shimbun, one 
of Japan's major national dailies, showed To- 
rasan going home as the successful movie 
formula has had him do at the start of every 
story. This time, though, he returns because 
everywhere he looks for work there is a sign 
announcing that the local festival has been 
cancelled. 

A collection of crude but funny graphic 
parodies was rushed to press just one month 


after Hirohito began bleed- 
ing. It is entitled Shoo wa 
owattennoo, a pun on 
Hirohito’s reign (Showa) 
and title (tenno) which 
means that “The show is 
over.” But royalists already 
are trying to fashion the 
just-installed Emperor 
Akihito, the 55-year-old 
son of Hirohito, into the 
hero in the 125th sequel of 
the world’s longest-run- 
ning and politically most 
protected and censored 
imperial serial. 

Like the British, few Ja- 
panese seem to doubt that 
their monarchy is here 
to stay. Ehara Takeru, the Japanese trans- 
lator of the most recent editions of Sir Ivor 
Jennings’ The British Constitution, wrote in the 
December 1988 issue of Seiron magazine that 
he onceasked Jennings what the future holds 
for the world’s monarchies. “The number of 
monarchs will gradually decrease,” explain- 
ed the knighted scholar, borrowing from the 
late Egyptian king Farouk, “but five will be 
around to the end: the four kings in a deck of 
cards and the English monarch.” 

“What about Japan’s monarchy?” Ehara 
asked. “Sorry,” Jennings apologised. “Make 
that six.” " 
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CHINA 


Yesterday’s dissident artists are today’s yupptes 


Stars in their day 


By Geremie Barmé 


he largest retrospective of classic dissi- 
| dent Peking art ever held opened in 


Hongkong this month. Hanart 2 gal- 
lery put on the exhibition of the work of the 
Stars, a disparate group of painters and 
sculptors who were among the leaders of un- 
official culture in China in the late 1970s and 
the early 1980s. 

In the Stars' catalogue of their first official 
exhibition in the Huafangzhai of Beihai Park 
in Peking (23 November to 2 December 1979) 
they wrote: "The shadows of the past and 
brightness of the future are entwined to 
create the reality of our life today. It is our re- 
sponsibility to be steadfast in our determina- 
tion to survive, to remember every lesson." 
That determination has led many members 
of the Stars to go overseas. 

Of those who have stayed behind, artists 
like Mao Lizi and Bo Yun (Li Yongcun), have 
prospered. Their private cars and status as 
the “yuppies” ofthe Peking art scene attest to 
a measure of success not dreamed of when, 


along with over a dozen other unknown ar- 
tists, they first arranged their paintings along 
a fence on the east side of the China Art Gal- 
lery in September 1979. 

Wang Keping, always a voluble spokes- 
man for the group, summed up the self- 
image of the Stars in those early days by say- 
ing: “Kathe Kollwitz is our banner, Picasso 
our pioneer.” But the German artist Kollwitz’ 
spirit of concerned humanism was more im- 
portant for their own engagé spirit. In the 
demonstration led by Ma Desheng on 1 Oc- 
tober 1979 under the banner “We Demand 
Democracy and Artistic Freedom,” the Stars 
signalled that it was time for China’s alterna- 
tive culture(s) to come out into the open and 
to find a publicvoice. At the time their actions 
were courageous and remarkable. In their 
call for artistic freedom they stole a march on 
the party. 

Today, self-expression has become a glib 
cliché that adorns the lips of every art stu- 
dent, hopeful amateur or scheming con- 
artist in China. Artistic freedom is expressed 
to curious foreigners by slick disco-dancing 


Tasmion-piate arusts wno embellish their 
mummery with mangled quotations from 
the Book of Changes. Democracy is relegated to 
the sidelines. 

Ironically, it is a cynical formula of Gen- 
eral Secretary Zhao Ziyang's that has the 
greatest following: concentrate on improv- 
ing the economy first (the state’s or one’s 
own, it makes little difference), there will be 
time enough for democracy and culture 
when we are all rich. Culture has to be prag- 
matic to survive. 

The Stars were also participants in the 
first post-1976 cultural salon of Peking, and 
they became key players in and the chief 
benefactors of the first “foreign salons” of the 
capital. 

Throughout the summer of 1979, a small 
courtyard near premier-turned-warlord 
Duan Qirui’s Peking residence on Dongsi 
Shitiao became the arena for the burgeoning 
unofficial cultural scene of the city, the first 
it had seen for decades. Each Sunday 
afternoon anything from a dozen to 40 
young people would gather to talk, drink 
and sometimes dance. The host was Zhao 
Nan, a poet who used the name Ling Bing 
and who was later jailed for dissident ac- 
tivities. Others often in attendance were the 
editors and writers of the literary journal 
Today, including Bei Dao and Mang Ke. Liu 
Qing of April 5 Forum (still in jail) would often 
turn up as would other democracy activists 
such as Liu Nianchun (released from labour 
camp in 1987) and Hu Ping (now the head 
of the Chinese Democratic Alliance in the 
US). 

Following the clampdown by the party, 

the Stars salon took on a new appearance. 
The involvement of foreigners, in particular 
diplomats, students, sinologists and report- 
ers, became a central feature of the scene, 
and set the pattern and tone for years to 
come. Foreign support for the young artists, 
writers and activists was due to any number 
of reasons: the desire to have direct contact 
with Chinese who were acting outside the 
limits of government control, the attraction 
‘of surreptitious exchanges with dissidents, 
the titillation of tasting the “forbidden fruit” 
for those who took Chinese 
lovers, or just the desire to 
cover one’s walls with quirky 
local art. 

As the patrons and dis- 
coverers of the Stars, French 
diplomats, scholars and re- 
porters in particular thought 
themselves an avant-garde in 
gaining international expo- 
sure for the artists, introduc- 
ing their work to the dissi- 
dent-hungry French media 
and  political-cultural ac- 
tivists. In the years since, 
such foreign patrons have be- 
come an invariable part of the 
fin-de-siecle ambiance of the 
Peking scene, caught better 





Wang Keping’s idol. 





Four Figures Collage by Li Shuang. 


in works like Tom Wolfe's These Radical Chic 
Evenings than anything written about China 
to date. In an oriental incarnation of the “pet 
primitive" psychology Wolfe has described 
so tellingly, they hold parties in their spa- 
cious flats, at which sleek young Chinese 
men and women, many dressed in fashions 
imported from Canton, disport with foreign 
friends. 

Shortly after the first exhibition, Wang 
Keping described his work to a Chinese art 
critic as "absurdist sculpture." Absurdity 
had been the daily fare of China for decades, 
but until then it had no place in art. In 1985- 
86, following the party's equivocal call for ar- 
tistic freedom, absurdity became the fashion 
for film-makers and writers, but it was now 
an absurdity with official sanction. 


a Desheng’s sombre woodblock 
Mers such as Rest and Black and 

White VI, are reminiscent of some of 
the best woodblocks of the 1930s and 1940s. 
They seem to groan, heavy with the weight 
of the earth and China's rural tragedy. Ma 
himself said of Rest: "He came into the world 
in silence, and departs again 
in silence, having left behind 
millions of drops of sweat on 
the earth." 

One of the unforeseen 
achievements of the Cultural 
Revolution (1966-76) was that 
it brought millions of edu- 
cated and  semi-educated 
urban youths into direct con- 
tact with the unchanging 
realities of the Chinese coun- 
tryside. Many would use this 
unsettling new perspective 
as a source for their creative 
work. Ma's etchings are one 
of the earliest examples of 
this culture, and remain 
among the most powerful. 





The writer and artist Ah Cheng's early 
line sketches of nudes appeared in 1979 just 
as the artist Yuan Yunsheng was putting the 
finishing touches to his mural depicting 
large-bossomed Dai women at the new Pe- 
king International Airport. The work was 
immediately controversial. Nudes of Han 
women, like those by Ah Cheng, however, 
remained relatively rare until the official ar- 
tistic world found sufficient precedents and 
excuses to allow them, and only since 1985 
have women not had to belong to minorities 
to be painted in the nude. Last December the 
China Art Gallery put on alarge exhibition of 
nudes which made a fortune in ticket sales. 

There has not been any lack of imitators of 
woman artist Li Shuang's soft yet desolate 
artistic voice in recent years. Her sweet and 
decorative paper and material collages now 
decorate the homes of the ruffian-to-riches 
dass of private entrepreneurs, for the up- 
wardly mobile lumpen proletariat adore 
cloying and mannered art. 

The majority of the Stars have, sinc > 
group’s voluntary disbanding in 1983, pro- 
gressed from marginal artistic dissension to 
upwardly mobile internationalism. As the 
Shanghai-born Star Yan Li commented be- 
fore himself going to New York in 1985: 
“Four of the seven or eight leading members 
of the group have already left China. Three 
married foreigners; one is studying in 
America on a self-financed basis. Another 
has acquired a Chinese passport and two 
others have applied to go abroad. This is to 
say that given the chance, all these people 
will leave China. The strongest force on the 
Chinese modern art scene has thus been dis- 
sipated.” 

While it is impossible to outline the fate of 
all the artists during their years of self-exile, 
one documented incident involving Wang 
Keping may serve as an illustration. Wang 
Keping discovered art on the outside was not 
so easy during his first encounter with the 
American art world, as the Canadian 
nalist Jan Wong observed in 1986. "Phi . 
Bruno, a New York gallery director, flips 
through the [Wang’s] portfolio. ‘Extraordi- 
nary,’ he murmurs politely. He turns the 
pages faster. Then he shuts the book. Press- 
ed for a frank appraisal, Mr Bruno says 
bluntly, ‘Nothing new’.” Bruno was not un- 
sympathetic, though he observed: “There’s 
a big difference between the validity of un- 
derground art where there’s oppression and 
the validity of art in a country where there’s 
no oppression.” 

One long-time supporter of the Stars and 
a prominent independent Peking art critic is 
not impressed by the Stars’ international 
achievement. Commenting on the present 
Hongkong retrospective he said: “I don’t 
hold out any real hope for them. They have 
left this land far behind, and I fear that the 
emotional world that inspired their work is 
now lost to them. Nolonger do the Stars light 
up the dark night; they are merely hangers- 
on sipping coffee in foreign salons.” i 
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Fewer but richer 


Changing Identities of the Southeast 
Asian Chinese since World War II edited by 
Jennifer Cushman and Wang Gungwu. 
Hongkong University Press. No price given. 
Emigrant Entrepreneurs: Shanghai 
industrialists in Hong Kong by Wong 
Siu-lun. Oxford University Press, Hongkong. 
No price given. 

An American may wonder if he is Irish or 
African, a Frenchman may have a Gaul or a 
Frank for an ancestor, but the Chinese have 
always been Chinese, descended from a line 
of ancestors immemorially established in 
China. Itis thus extremely hard for a Chinese 
who does not live in the US to experience an 
"identity crisis." The Chinese-Americans are 
an exception, because there they have been 
caught up in that peculiarly American pur- 
suit, the post-melting pot search for roots 
and identity; but less susceptible Chinese 
would simply be puzzled by the notion. Fora 
start, as Wang Gungwu tells us in Changing 
Identities, the Chinese have never had a con- 
cept of identity — "only a concept of 
Chineseness, of being Chinese and of be- 
coming un-Chinese.” 

How the immigrant stays Chinese, says 
Changing Identities, has much to do with the 
survival of his language (ensured by the con- 
tinued existence, against great odds, of 
Chinese schools), with his bottomless appe- 
tite for forming clan associations, his engage- 
ment with the politics of his homeland, and 
above all with the part he plays in his 
adopted country's economy. 

Often, it is not the Chinese who has a 
problem with his identity, but the ruling, 
majority people. Consider the Malays, who 
one guesses will find it easier to live with the 
Chinese once they have become more cultur- 
ally confident themselves. This is not easy so 
long as the Chinese are seen to be better off 
and so long as they show a surer money 
touch. 

How havethe Chinese become what they 
are economically? Much of the scholarly liter- 
ature sees an advantage in their strong af- 
finities — Cantonese lending to 
Cantonese, uncle employing 
nephew, cousin helping 
cousin, and so on. A matter of 
considerable debate among 
academics today is whether, as 
business practices become 
more modern and impersonal, 
and as family firms corporatise, 
Chinese and indigenous en- 
trepreneurs will draw closer to- 
gether. 

J. A. C. Mackie, in what is 
perhaps the most sophisticated 
chapter in the collection, does 
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not think that this has happened in In- 
donesia, despite the examples offered by the 
cukong system — in which a Chinese busi- 
nessman collaborates with a member (usu- 
ally military) of the Indonesian power élite. 
How successfully the Chinese integrate into 
Indonesian society over the next couple of 
decades, he believes, should be measured 
more by the degree of business interaction 
that occurs than by the extent of intermar- 
riage or cultural mixing. 

Mackie contrasts the narrowness of 
cukong relationships with the broader com- 
mercial and social interaction of Thai and 
Thai Chinese. Here ethnic lines have blurr- 
ed, and Marxist writers would even argue, as 
Kevin Hewison does in his writings on bank- 
ing capital in Thailand, that the success of 
Chinese capitalists there owes more to the 
class affiliations between upper-class Thai 
and Chinese than to any ethnic solida- 


rity. 
| broaden the focus, and this is to be 
welcomed in the study of the Over- 
seas Chinese. Charles Hirschman is surely 
rightin M o that "the Chinesein Southeast 
Asia can tter understood as minority 
groups who happen to be Chinese rather 
than as Chinese who happen to be living 
outside China." Overseas Chinese have 
something in common with migrants 
everywhere, from the Armenians in Iran to 
the Indians in East Africa. Just because they 
think themselves special does not mean that 
we must too. 

Recognition of this is one of the strengths 
of Wong Siu-lun's book. That said, it has to 
be admitted that the emigrants he portrays 
are a rather special breed. The Chinese dia- 
spora originated overwhelmingly from 
China's far south, from the rural backwaters 
of Guangdong and Fujian provinces. Not so 
the Chinese in Emigrant Entrepreneurs, who 
are Shanghainese, a term whose scope 
in popular usage, Wong says, extends 
beyond Shanghai to include neighbour- 


o see the matter in terms of class is to 
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Racing dragon boats in Malaysia: loaded dice. 
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ing areas in the lower Yangtze valley. 

Urbane, well-off and often well-edu- 
cated, these are the “White Chinese” who 
migrated to Hongkong — in those days a 
lesser city than Shanghai — only because 
China was about to go communist and not 
because they thought they could do better. 
Unlike other emigrant Chinese entre- 
preneurs, they were industrialists, not mid- 
dlemen or traders. The capital and know- 
how they brought with them gave Hong- 
kong a 10-15 years’ start in industrialisation 
over many Asian countries. It is no accident 
that they dominate the textile industry: ac- 
cording to some methods of measurement, 
Shanghai had the largest mill in the world by 
1930. 

Wong tells us that their business style dif- 
fers from that of the Cantonese majority in 
three ways. First, they were not overawed, 
upon arrival in the British colony, by the likes 
of the Hongkong and Shanghai Bank, which 
was still so colonial that, as one of them put t 
it was “like a Chinese magistrate’s co 
which locals would avoid.” The Shang- 
hainese newcomers simply “went and 
knocked on the door . . . and said, ‘We want 
to see your manager'." Second, they know 
that it pays to train their technicians; and 
third, they exude a cosmopolitan, cultivated 
air, partly because this is the Shanghainese 
way, but also because they know that they 
will market their wares better if they market 
themselves well. 

Compared to other immigrant Chinese 
groups, their numbers are tiny; but this has 
not stopped them from making their mark. 
A question which scholars might ponder is 
why the most internationally renowned 
Chinese emigrants — An Wang, the compu- 
ter entrepreneur; I. M. Pei, the architect; 
Lee Tsung-dao, the Nobel Prize winner, to 
name just three in the US — are all either 
Shanghainese or have a Shanghai connec- 
tion. 

Rags-to-riches is the quintessential O» 
seas Chinese story. In recounting it, 
too much prominence is given to industry 
and thrift and other supposedly Chinese 
qualities, and not enough to the fact that the 
Chinese in Southeast Asia came from amore 
advanced society than the ones in which 
they settled, and that they were playing with 
loaded dice from the start. If Shanghainese 
stand out in the US, where im- 
migrants face far stiffer competi- 
tion, can it be because they 
came from a pretty advanced 
place themselves? 

Wong’s book ends with 
some remarks on what the 
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when the very government 
they fled resumes control of 
Hongkong. The story of migra- 
tion — one of the world's old- 
est, harking at least as far back 
as the Exodus — looks set to 
continue. B Lynn Pan 
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The Asian-American dream 





The Third Century: America’s 
Resurgence in the Asian Era by Joel Kotkin 
and Yoriko Kishimoto. Crown Publishers, New 
York. US$19.95. 


It may be an axiom of cultural life in the 
ever-trendy US that for every intellectual fad 
there is an equal and opposite counter-fad. In 
early 1988, Paul Kennedy’s The Rise and Fall of 
Great Powers, a weighty Spenglerian tome 
employing shoddy historical reductionism 
and academic sleight of hand to prophesy a 
Britain-like fate for the US, seemed to occupy 
a permanent niche on the bestsellers list. His 
was but the most prominent of a spate of 
doom-saying books, written by “rust belt” 
^^^rtheastern US) academics, that have be- 

ne known collectively as the “decline 
school.” 

Equally learned critics quickly shot down 
the overstretched analogies Kennedy drew 
between the US and the empires of old. 
Countering Kennedy’s argument thatthe US 
is militarily over-extended, the critics point 
out that the 6.5% of US GNP going to military 
spending is less than what Washington 
spent at various times in the 1950s and 1960s. 

Few critics, however, have taken issue 
with the notion of the rise of the Pacific Rim 
nations, the ones whose consumer goods 
flood the American market and whose busi- 
ness élites are gobbling up US firms and real 
estate. The ascendancy of Asia, a staple argu- 
ment of the decline school, is merely a start- 
ing point for the singular antidote which the 
authors (a journalist and a trade consultant) 
offer to the prophesiers of doom. 

Theirs is a well-crafted and eminently 
readable, if overly California-centric book. 
— authors, based in California themselves, 

nd up the usual statistics and anecdotes 
to make a compelling case for both the dawn- 
ing of a Pacific era and the need for the US to 
view this not as a threat but as an opportun- 
ity to tilt away from its traditional Atlantic 
bias. 

While the authors make some important 
— and often little appreciated — points 
about what they term the US' "reserve 
power," they view Asia, or more specifically 
Asian-Americans (chiefly Japanese, Ko- 
reans, Chinese and Vietnamese immi- 
grants), as a source of the US' hidden re- 
juvenating power. They point to the enorm- 
ous influx of Asians, who, along with Latin 
Americans, accounted for the bulk of the im- 
migration into the US in recent years, and to 
their remarkable success. The numbers are 
indeed impressive. Asian-Americans, just 
2% of the total US population, already form 
2596 of the student body of the University of 
California at Berkeley and 14% of Harvard's. 
Forty-four percent have college degrees. 





Asian-Americans: reserve power. 


They are the pride of US hi-tech achievement 
from Silicon Valley to super-conductivity re- 
search. 


he heart of the authors’ thesis is that 

this flood of Asian talent, combined 

with the US’ traditional “entre- 
preneurial dynamism,” will allow the US to 
be a central player in a future dominated by 
the Pacific. US business must simply aban- 
don its myopic quarterly-balance-sheet and 
merger-and-acquisition mentality. The ans- 
wer is an economy propelled by small-scale 
business, and backyard engineers and in- 
ventors. Small- and medium-sized growth- 
oriented firms with a larger sense of mission 
can lead the way by combining old- 
fashioned American innovation with Asian 
attitudes. 

The authors are right to focus on the US’ 
potential resilience and to argue that rela- 
tively free immigration and openness have 
been — and will be — sources of hidden 
strength. However, perhaps because as 
many as 5 million Asian-Americans are con- 
centrated in California, the authors simply 
get carried away, ridiculously overestimat- 
ing the impact of Asian immigrants on US so- 
ciety. There is simply no evidence for state- 
ments like: “The US is in the process of a 
major metamorphosis from a European out- 
look to a multiracial, particularly, Asian 
orientation.” 

Asians will comprise no more than 3% of 
the population by the year 2000. Moreover, 
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bearing in mind previous waves of immi- 
grants, such as Jews, one wonders if third 
and fourth generation Asian-Americans will 
be as highly motivated as their predecessors, 
or will they rather become complacent and 
Americanised once their parents have 
“made it?" 

The book's other major flaw is that it 
romanticises the mythical American entre- 
preneur, the Steve Jobs creating the Apple 
computer in his garage, and the great indus- 
trialists of the 19th century. It is true that the 
innovation of small business is central to the 
American experience; and The Third Century 
has more than the usual share of well-told 
anecdotes about recent entrepreneurial suc- 
cesses. 

But what we have seen in tandem with 
the rise of Asia is, in case after case, from the 
transistor and the VCR to the semiconduc- 
tor, that in the global marketplace, innova- 
tion aloneis not enough. To the advantage of 
Japan and the Asian newly industrialised 
countries, the US has, in pursuit of short- 
term gain, allowed its manufacturing base to 
be whittled down. This vividly illustrates the 
critical importance of the management and 
financial system and the mix of economic 
policies needed for sustained dynamism. 

What has cast some doubt upon the US 
future as the world's leading economic 
superpower is its economic policies 
(exemplified by the US savings and invest- 
ment rate), and its companies’ shortsighted 
management approaches (with notable ex- 
ceptions such as IBM). These can be cor- 
rected, and if they are then the authors’ 
buoyant optimism may indeed be justified. 

The authors’ view that Japan’s financial 
involvement in the US is another cause for 
optimism is a healthy corrective to the spate 
of often conspiratorial “Japan is taking over” 
books. In contrast to conventional wisdom, 
the authors view the US ability to attract cap- 
ital, direct investment and technology as evi- 
dence that the country will not go the way of 
Britain. Rather, they see Japan's economic in- 
volvement — from buying American stocks 
and treasury notes to banking assets in the 
US — as furnishing a source of US renewal 
and of creating a symbiosis of the US and Ja- 
panese economies. 

The book is wrong, however, to pooh- 
pooh Japan's success. It asserts that the 
domination of the Japanese economy by 
keiretsu (affiliated companies), and the dis- 
couragement of small business and indi- 
vidual creativity, plus Japan's exporting of 
industry and capital, will make its success 
shortlived. Perhaps. But the statistics it cites 
of Japan accumulating some US$550 billion 
in net assets by 1995 should alone raise the 
question of who will be the junior partner in 
the symbiosis it mentions. 

Despite its flaws, however, The Third Cen- 
tury is a useful, refreshingly iconoclastic con- 
tribution to the debate about the emerging 
Pacific era and the challenges it poses to the 
US. m Robert Manning 
















di [E :STARTIOTHE NEW YEAR may have been almost too g tobetrue. 
It has been a tradition in recent years that sombre Decembers give 
vay to exuberant Januarys. But the unanimity this a has been al- 
nost unprecedented. 

Yet the reasons for it may be especially elusive. Two factors have 
n dominant. First was the rapid recovery of the US dollar from its 











ead off inflation. 
orgotten for the moment was the possibility that demand 
Yomentum might be too strong tobe curtailed by gradual rate rises or 





: ntiment was optimism that the Bush administration would make a 
determined attack on the budget deficit and also take an aggressive 
stand on 1 trade i issues. Stockmarkets generally ignored the fact that 





December trough on the assumption that firm US demand 
ld lead to higher interest rates as the Federal Reserve sought to- 


iat it was further delaying trade deficit reduction. Helping dollar | 


w nm&E HE TO PUT YOUR MONEY 


arkets forget inflation fears 


bond markets were all moderately weaker and that short-term rates 
were expected to rise further. 

Ignored, too, in the general euphoria about the prospects for non- 
inflationary growth and a "soft landing" for the trade deficit was the 
Sharp recovery in oil prices — the one factor which kept inflation in 


the second half of last year at surprisingly low levels, given the 


strength of global demand. It may be temporary, butoil pricesin mid- 





| January touched US$17.50 a barrel — no higher than. year-earlier 
. levels but 25% up on the price of three months ago. Other commodi- 
ties also tended to be higher, with the exception of precious metals.. 


The second bullish factor was the death of Emperor Hirohito. Far 
from being a reason for a sell-off in Tokyo, it became an occasion for 
the release of liquid funds, held back by three months of deathwatch, 
and prompted a surge of “new era” buying. 

This overshadowed continuing government involvement i in fi- 


Sterling weakness may limit government buy-back boost for gilts 





Approac 





By James Bartholomew in London 


ne of the more extraordinary deve- 

lopments in public finance took 

place on 13 January. The British 

Wu Government began a programme 
ey of systematically buying back government 
.. debt. After decades of borrowing more and 
v < more each year, the government conducted 
|. a "reverse auction" to buy back £500 million 
--.. (US$885 million) of gilts (British Government 
bonds). 
— . This remarkable testament to the finan- 
cial discipline of the Thatcher years has obvi- 
. ous bullish implications for gilts. The net 










The recent strength of the pound has 
been caused by high interest rates imposed 
by the governmentin order to fight the risein 
inflation. British short-term interest rates 
probably will not have to rise much more to 
achieve this purpose. Once interest rates 
turn down again, probably within a year, the 
crutches on which sterling is supported will 
be kicked away and it will surely fall. So any 
gains which may be made by holding g^ 
could easily be lost through sterling we 
ness. 

A second reason for caution is the grow- 


-supply of new gilts has effectively stopped 
_ and the existing stock is going to be gradually 
taken out of the market. If something is made 
= rarer it should become more valuable. 
.. Thescaleofthe change is certainly drama- 
= tic enough to force a rise in values. After 
reaching a peak of about £147 billion in June 
last year, British Government debt could 
_ well fall by about £37 billion by March 1991, 
. according to brokers Phillips & Drew. This is 
an almost unheard of development in public 
debt. 
But the high regard in which investors 
; view this change has already been reflected, 
.to some extent, in the fact that gilts now yield 
-less at the long end than the US equivalent, 
-despite the fact that British inflation is worse. 
And, unfortunately, widespread admiration 
for the British Government's fiscal prudence 
¿z does not extend to its monetary policy. An 















excessively relaxed attitude taken to expand- 
ing monetary aggregates has resulted in a 
British consumer boom, a growing current- 
account deficit and rising inflation. 

The current-account deficit is the first of 
two major reasons why the historic buy-back 


programme does not make gilts a great 
strategic buy. The deficit leapt from £2.5 bil- 
lion in 1987 to £15.4 billion last year. This year 
it will rise still further. Sterling, as a result, is 
very likely to fall at some point over the next 
year or two. 


The buying back of government debt 
is not confined to Britain. Next month 
WHERE TO PUT YOUR MONEY looks at the 
opportunities for investors in Japan 
and Australia. 


ing supply of sterling debt issued by other 
countries, supra-national organisations and 
companies, both British and foreign. The fall 
that has already taken place in sterling long- 
term interest rates — partly in response to 
the drying up of new stock from the govern- 
ment — has attracted other borrowers. 

The Euro-sterling fixed-interest bond 
market which hardly existed in 1981 (when a 
mere £84 million was issued) rocketed to £3 
billion in 1986, £4.8 billion in 1987 and £6 bil- 
lion last year, according to Phillips & Drew. 

These borrowers do not completely re- 
place the British Government as issuers of 
long-term debt. But their borrowings are 
bound to put a brake on the rise in value of 


gilts. 


Anthony Rowley writes on gilt futures: 
there has been a thriving market in options 


nancial scandals and the prospect that price stability was coming toan 
end. The Nikkei Average reached a peak, standing at 31,298 on 13 
January, a gain of 5.5% on one month, 38% over one year and 140% 
(20096 in US dollar terms) over three years. Only the foolhardy were 
prepared to compare it to two earlier fads, gold and the dollar, which 
peaked in the first quarters of 1980 and 1985 respectively. 

The optimism spread rapidly from Tokyo and New York, which 
hit a series of post-crash highs. It particularly affected laggard Asian 
markets. Hongkong gained 7% in a month, Singapore not much less. 
Thailand recovered 6% after three months of persistent decline, and 
Australia quickly regained two months' losses. 

Of the Asian currencies, both the Singapore and Taiwan dollars 
showed renewed strength, presumably to head off US pressures. 
This could eventually lead to renewed on Hongkong. How- 
ever, political resistance to an upward revaluation of the Hongkong 
dollar remains strong. 

Of other currency plays, the Canadian dollar's rise appears to 
have run its course. Sterling is a gamble. The Deutschemark’s be- 
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haviour remains at odds with the performance of West Germany's ex- : Dec. Jan. 
porters. Although itis the most conservatively managed of major cur- - 1999 
rencies, the Deutschemark lost ground against the dollar and yen. Source: Review data 


There may be scope for a rebound, just as West German stock prices 


ve recently enjoyed a revival. 


on the long-gilt futures contract on the Lon- 
don International Financial Futures Ex- 
change (LIFFE) for several years now, so the 
arrival of an over-the-counter (OTC) gilt op- 
tions market in London looks a bit superflu- 
ous at first sight. 

However, brokers James Capel, who 
have recently introduced the OTC gilt options 
market, say that theirs is more flexible than 
the existing market. 

Gilt options are aimed primarily at institu- 
tional investors, such as banks or insurance 
companies, though they are also relevant to 
the needs of (larger) individual investors in 
some cases. 

Capel cites a case where, for instance, "an 
investor would like to protect a portfolio 
against a specific adverse event which may 
occur at a specific date in the future, suchasa 

eral election.” In such circumstances, the 

estor would require only a short-dated 
option and the OTC marketis ideally placed to 
provide, the broker claims. 

“An OTC gilt option is totally negotiable; 
the stock, exercise price and expiration date 
are totally flexible. So, the OTC market 
gives users complete freedom to use 
options to hedge, trade or effect other 
strategies without incurring a basis 
risk, yield curve movement or time 
risk that exchange-traded options, 
due to their limited specification, 
would involve.” 

The size of contract in the new OTC 
market is negotiable though sub- 
ject to being based on a mini- 
mum of £100,000 (US$177,000) of 
nominal value in underlying gilts. 
The maximum life of the OTC 
option is limited to one year. This 
contrasts with the long-gilt con- 
tracts which characterise activity on 
LIFFE. * 


B Philip Bowring 


WEST GERMAN 





By Anthony Rowley in London 





F STOCKMARKET INVESTMENT in 1989 is 
| going to be about minimising risk rather 

than maximising capital gains, then 
West German equities may be among the 
best defensive counters available. The 
Deutschemark is after all a strong currency. 

Some brokers suggest that the outlook for 
the West German market in 1989 is “dull.” 
Roger Hornett of brokers Sassoon (Europe) 
would not necessarily challenge that view, 
but rather turns it on its head. "Itis as difficult 
to be bearish [about the German market] as it 
is to be bullish. German equities may be used 
as a gold substitute — a store of value for the 
longer term,” he says. 

Despite the dollar's recent, and unex- 
pected, strength, ultimately the Deutsche- 
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STOCKS 


Playing it safe 


mark will prevail over the dollar — and 
probably over its European counterparts too, 
resulting in a revaluation of the German cur- 
rency within the European Monetary Sys- 
tem. 

Unlike the US (and Britain), West Ger- 
many does not need to raise interest rates 
to support the currency, sustain capital in- 
flows and damp down inflation. The esti- 
mated consumer-price inflation for 1989 is 
only 2.5?6 and the current-account surplus 
looks like being a healthy DM 5 billion 
(US$2.75 billion) up on 1988 at around DM 88 


billion. 


Bonn, the federal capital, can therefore 
drop interest rates again whenever a bit of 
economic stimulation is needed, without 
courting the dangers of demand get- 
ting out of hand. The Deutschemark 
is unlikely to suffer unduly from such 
actions because the market perceives 
the West German economy to be on a 
sounder footing than those offering 
higher real interest-rate supports to 
their-currencies. 

For the moment, it looks as 
though corporate earnings growth in 
West Germany will be somewhat 
under 4% in 1989 (against 4% in 1988), 
which is well below most other Euro- 
pean growth rates. But a relatively 
modest prospective average price- 
earnings ratio of 12.7 is already dis- 
counting much of this and West Ger- 
man equities are yielding a relatively 


SNYV.L AONY 





up i wy Luruopceatrt SlalluarUs) 
3.3% based on 1988 dividends. 
GDP growth could slow to lit- 
tle more than 2.5% this year 
compared with just under 4% in 
1988 as both private consump- 
tion and capital spending slow 
down. Again though, the mar- 
ket could see this as a virtue as 
much as a vice, if it means nip- 
ping inflation in the bud before 
it reaches British levels. 
Turning to individual sec- 
tors, surging demand and the 
recent fall in the value of the 
Deutschemark against the US 


boost to chemical companies 
such as BASF, Hoechst and Bayer. But Sas- 
soon for one believes that the market rat- 
ings of such companies are at their peak 
now. 

Sassoon prefers capital-goods producers. 


p J 
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dollar have provided a major Frankfurt foreign currency dealer: hoarding blue chips. 





"All are witnessing — and will continue to 
witness in 1989 — huge demand from 
abroad. [This is because the capital-goods 
cycle is currently very strong around the 
world.] Comments from Mannesmann, 





CURRENCIES 


A curious rally 


By Anthony Rowley in London 


UDDENLY IT'S SUMMER AGAIN for the US 

dollar. An unexpected surge right at 

the end of 1988, which was dismissed 
at the time as being due to seasonal and 
temporary trading demand for US currency, 
had by mid-January acquired all the signs 
of a sustained rally, as the dollar con- 
tinued to surge against the 
Deutschemark, sterling and 
yen. 

It is no great surprise that 
the foreign-exchange markets 
should have come to love the 
dollar again, given the recent rise 
in US interest rates and the 
determination of Federal Re- 
serve chairman Alan Greenspan 
to “err on the side of restrictive- 
ness” in short-term monetary 
policy. 

More difficult to fathom is the 
sudden conversion of respected 
currency analysts in London and 
elsewhere to the idea that the 
dollar is now quite a safe place 
to put your money. Almost to a 
man, they have gone from warn- 
ing that the dollar's strength in 
1988 was little more than a flash in the pan, to 
foreseeing its continued strength through- 
out much of 1989. 

This near euphoria among analysts and 
in the markets over the US currency con- 
trasts strangely with the caution which 
economists at OECD continue to display. In its 
most recent Economic Outlook, the organi- 


1988 


sation acknowledged the possibility of short- 
run dollar strength but warned that this 
could be achieved only through progres- 
sively higher returns on dollar assets relative 
to non-dollar assets (in other words, rela- 
tively high dollar interest rates). 

Noting that the UScurrent-account deficit 
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Source: Review Data 


“seems likely to remain at US$100 billion or 
more in the absence of strongly reinforced 
adjustment,” OECD said that financing def- 
icits of this size required a further rise in the 
share of world wealth placed in the US, in the 
medium term. 

“Smooth financing of a continued build- 
up of US external debt denominated in dol- 





which plans to increase their 
own capital investment expen- 
diture by 52%, underpin the 
strength of capital goods.” The 
broker recommends Mannes- 
mann, Thyssen, Linde and 
Veba in particular among capi- 
tal-goods producers. 

Analysts also suggest that 
German financial stocks look 
quite attractive, especially as 
West German banks and other 
financial institutions begin di- 
versifying into Europe in antici- 
pation of 1992. 

But at the end of the day, itis 
the store-of-value theory which 
argues most strongly in favour 
of West German equities and in this sense 
the investor can afford to be a hoarder of 
blue chips without paying too much atten- 
tion to which particular sub-sectors he goes 
for. 
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lars cannot be taken for granted,” OECD 
added. This is about as close as an institution 
charged with preserving the integrity of the 
international financial system is ever likely to 
come to a blunt warning. 

The market chose to ignore the warning 
— perhaps because the twin US deficits have 
been with us for so long now that few people 
take seriously the danger that the US could 
come up against what OECD calls an “abrupt 
constraint” in foreign-exchange markets. 

Analysts such as Paul Chertkow, of 
Hoare Govett, now appear to subscribe to 
the soft-landing theory for the dollar. In cut- 
ting the current-account deficit, emphasis 
will switch from depreciating the 
dollar, to improving US com- 
petitiveness through reducing 
inflation, he believes. Similarly, 
efforts to reduce the fiscal deficit 
will concentrate on tapp' 
more private savings, rat 
than a tight fiscal policy. 

All this sounds sane enough, 
but it is hard to avoid the sus- 
picion that some analysts are 
simply rationalising their own 
conversion to the market's short- 
term philosophy. The dollar's 
remarkable gains last year 
against the Deutschemark and 
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wrong-footed and looking like 
decidedly stale bears. 

Monetary policy in the US 
and in Europe, without support 
from tax-cutting governments, is being re- 
lied on both to restrain inflationary demand 
and at the same time avoid recession. Any- 
one who buys dollars now has to be very 
confident that monetary policy has broad 
enough shoulders to cope with its dual role 
— particularly in the US, the land of mega- 
deficits. = 


1989 
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Flying may have lost the elegance of the Twenties. 


Writing, however has regained it. 
The flying boat. The gin sling. The 18 day flight. Faded memories of a 


more romantic age. 
The Parker Duofold was destined to remain just another, until our 


centenary gave us the excuse to recreate this classic. 


Like its predecessor, today’s Duofold Centennial has a nib that is cut 


from a sheet of gold, and is, as always, slit by hand. 


The casing too is produced exactly as it was in the Twenties, by 


machining from a solid block. 
[n only one respect does the Duofold Centennial depart from its forebear 


Inside you will find the most advanced ink flow system ever designed. 


The result is that today’s Duofold can be expected never to leak. Even 


if you take it up in an aeroplane. 
Which these days, may be the only way left to put some of the glamour 


back into flying. 
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... ByN. Balakrishnan 


Co FHE SINGAPORE DOLLAR has strength- 
a | ened about 576 against the US dollar 
e and the yen in the past six months 
.'. andis expected to strengthen about another 
5% against both currencies in the next few 
- months. 
. . But because the Singapore Government 
. zealously guards against the "internationali- 
-> sation” of the Singapore dollar, instruments 
- . available to the foreign investor wishing to 
ride on its strength are limited. 
5 The easiest way to invest in the Singapore 
..... dollar, even if this means forgoing the 3% in- 
-< terest currently available for three-month 
fixed deposits, is to buy the $$10,000 
^. (US$5,154) bills, which are easily available in 
Singapore and overseas banks, and hold on 
to them. 
-.. This is a common practice among small 
— merchants in Indonesia and Malaysia, two 
.. neighbours with currencies that have 
.. been depreciating against the Singapore dol- 






d But the bid-offer sprea EE is enérally " 
. Much higher for currency notes, reflecting 
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the freight and insurance costs incurred by 
the banks, and the investor will have to forgo 
about 1-276 of his gains in the form of com- 
missions. 

It is difficult for non-residents to open or 
maintain Singapore-dollar accounts in Sin- 
gapore. Butitis possibletoarrange with a for- 


eign financial institution to hold Singapore 


dollas on your behalf, provided the 
amounts concerned are not large enough to 





How a $$-based investor 
fared in other currencies 





attract tne attention of the authorities, who 
have imposed fines on institutions that en- 
gage in such “speculative” practices. 

. However, there are other, legal ways of 
doing this by buying debentures and loan 
stocks of blue-chip companies which trade 
on the Stock Exchange of Singapore (SES), or 
debt instruments issued by the Singapore 
Government. 

Coupon rates on two-year and five-year 
government bonds have been around 
5.125% and gross yields on loan stocks of 
companies trading at the SEs have been in the 
range of 6-8%, both of which are higher than 
the 3% rates available for deposits. Singapore 
imposes a 33% withholding tax on dividend 
and interest income at source, but it is possi- 


_ ble to claim some of it back. 


The amount depends on the investor's 


3 tax bracket and the double-taxation treaty 


operating between Singapore and the invest- 
or's country. 

The Malaysian dollar, which has faller ^ 
about 6% against the Singapore dollar o 
past few months, has led many Malaysians 
to seek stability in the Singapore currency, 
say banking sources. 

_ Deposit rates in Malaysia are only slight- 
ly higher than in Singapore and are at 


4.5% the lowest in two decades — an addi- 
tional reason for Malaysian dollar holders 
to convert to other higher yielding curren- 


cies. " 


Since it was founded in 1946, the Far Eastern 


Bowers Cadie & Co Ltd professionally manage private 
clients' futures and options accounts and offer: 
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-| For further details please contact Mark Richardson on 01- 
-= | 283 9984 during office hours or return the coupon below. 
| Minimum investment $25,000. 








Healthy diversification for the private client portfolio 
Fully segregated clients' accounts 

Competitive commission rates 

Comprehensive fortnightly reports 

Totally free advice on all currencies and commodities 
A $100,000 managed account programme 


BOWERS CADLE & CO LTD 
AFBD MEMBER 
FUTURES AND OPTIONS BROKER 


4/5 Castle Court Tel: 01-283 9984 
by Cornhill Tix: 925365 BOWCAD 
London EC3V 9DL Fax: 01-283 9980 


PLEASE SEND ME A COPY OF YOUR BROCHURE 
AND LATEST MARKET REPORT 
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ONLY CONSIDER TRADING WITH RISK CAPITAL F1 





Economic Heview has been dedicated to the in- 
depth, authoritative analysis of the political, eco- 
nomic and financial affairs of every single coun- 
try in the Asia/Pacific region. Boasting a staff of 
over 40 full-time correspondents and journalists 
located in every country in the region, the 
Review is considered to be the leading publica- 
tion on Asian affairs in the world and deemed es 

sential reading for senior executives in busi- 
ness, banking, government and the professions. 


Over 85% of the Review's circulation is on 
prepaid subscription, and Review subscribers 
are primarily top management individuals who 
travel frequently, make key decisions for their 
companies and wield enormous purchasing 
power. 


For a complete copy of the Review Sub- 
scriber Study 1986 please write on your com- 
pany's letterhead to: 


Samuel J. Atlee 

Gen. Manager — Marketing & Sales 
Far Eastern Economic Review 
GPO Box 160 

Hongkong 


FarEastern Economie 





Or any one of our sales offices worldwide. 


MANILA 


STOCK MARKET 


oe for blue chips 


By Jose Galang in Manila 


OBUST DOMESTIC DEMAND will con- 
tinue to attract investments into the 


Philippines this year, though 1988 
real GNP growth of 6.7% may be difficult to 
duplicate. Continued demand for imports 
will accompany the rise in new investments, 
which will cause the peso to slide further 
against the US dollar, but only at a moderate 
_ rate that will approximate the 2.6% decline in 
1988. 

In the first few months, jitters caused by a 
delay in the government's negotiations with 
the IMF for a US$1.3 billion credit package will 
exert some pressure on the peso, which 

' d force monetary authorities to push in- 

it rates up. Any prolonged delay in the 
could derail the current overall eco- 
nomic advance. 

These basic parameters are expected to 
guide Manila stockmarket investors towards 
traditional blue-chip commercial-industrial 
and mining equities, particularly those bene- 
fiting directly from the steady rise in con- 
sumer spending and those that generate for- 
eign-exchange revenues, including copper 
and gold producers and telecommunica- 
tions entities. 

Stockmarket analysts see continued posi- 
tive corporate prospects. In 1988 average 
earnings of listed commercial-industrial 
stocks grew much faster than share prices, 
which makes the sector "fundamentally un- 
dervalued." Brokers continue to pick such fa- 
vourites as San Miguel Corp., Philippine 
Long Distance Telephone (PLDT) and Globe 
Mackay Cable & Radio, along with property 
stocks Ayala and Philippine Realty. 

' the mining boards, Philex Mining, 
| | nto Consolidated and Benguet Corp., 
which all have current expansion program- 
mes, line many portfolios. There are also 
promises of substantial capital gains from 
such issues as Atlas Consolidated Mining 
and Marcopper Mining. 

San Miguel, a widely diversified beer- 
and-food industrial giant, remains a favour- 
ite for both short- and long-term placements. 
The company was forecast to post for 1988 a 
net profit of P2-2.3 billion (US$102-117 mil- 
lion), compared to a 1987 record of P1.7 bil- 
lion. On a per-share basis, the 1988 earnings 
come to around P 15-16. 

The 1988 earnings were below projec- 
tions, owing toa disappointing third quarter, 
which saw a series of strong typhoons caus- 
ing extensive damage to farms and infras- 
tructure. Analysts say San Miguel shares are 
now fully valued, but remain attractive as 
long-term holdings. 

PLDT still trades at an attractive p/e ratio of 
about 696. Its net income for 1988 was fore- 


| Weary | . 1,648.80.. i 


“4 hh Sneep 


m Where To Put Your MORI = Revew, 5 Jan, 1989 — 


Siet “European Tust 

~ Japan Sem Trust" 

On M s 

Bs GTOmup d ERA (e o 
- - HonshuPathf inder- e ws oed cti 

EU . K eil mei 





= iobal iid Trust ! ES 


: De ^ Y M. Australia” - y m 288- s 308 pn - : 6 





cast to reach P2.1-2.4 billion (or P45-48 a 
share), compared to P1.36 billion (P28.80 a 
share) in 1987. 

This year, lower earnings are forecast for 
the telephone company due to tax pay- 
ments. 

But sustained growth in PLDT earnings is 
expected beyond 1989in view of the continu- 
ing growth in the economy, which will mean 
increased demand for telephone services. 

Among mining stocks, Philex is the most 
cost-efficient because it is not saddled with 
any debt. Earnings were forecasts by inde- 
pendent analysts to reach some P695 million 
in 1988, an increase of some pa fom the 
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previous year, and will continue to climb 


to some P750 million in 1989. Manage- 


ment forecasts are substantially lower, how- 
ever. 

This year Philex will raise copper produc- 
tion capacity from 28,000 tonnes a day to 
32,000 tonnes, following the completion of 


its iie project connecting the mine 


with the concentrator. The new facility will 
also reduce costs of ore handling by P3-4 a 


tonne, or an annual savings of some P27-36 





tillion, according to analysts. | 
` Regarded as the most aggressive mining 
company, Lepanto Consolidated Mining, 
meanwhile, is expecting increased profitabil- 
ity on stable metal prices and a lower debt 
burden. Long-term growth is also expected 
to come from proposed tie-ups with BHP 
Australia (which will expand operations of 


affiliate Manila Mining), a projected acquisi- ^. 
tion of Maricalum Mining, and the develop- 
ment of anew gold orebody in a joint venture 
with Galactic Resources of Canada. " 
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Thai Farmers Bank: high earnings per share. 
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The 100 to watch 


This month WHERE TO PUT YOUR MONEY begins a regular new feature, present- 
ing earnings forecasts for 100 of the top companies around the region. The data 
is drawn from the international edition of Institutional Brokers Estimate Sys- 
tem, or I/B/E/S, operated by Wall Street brokers Lynch, Jones & Ryan. 

I/B/E/S is an international database, bringing together the earnings forecasts 
of some 3,700 analysts working for more than 220 investment-research opera- 
tions worldwide. Roughly half of these research departments are looking at 
about 6,000 companies outside the US — 2,000 of them in Asia and Australia. 

In 1971, Lynch, Jones & Ryan — now a subsidiary of Citibank — set out to 
draw together the bewildering mass of forecasts which by that time were al- 


Earnings per share and p/e forecasts for 100 of Asia’s top companies 








Earnings per share (US cents)* 
Latest fiscal Market cap Share price Forecast p/e for 

Company Country year to end: (US$b) Last year Current year Next year on 11 Jan. 1989(US$) current year 
Banking and finance 

ANZ Bank Australia Sept. 87 3.98 42 97 58.21 71.24 472 81 
National Australia Bank Australia Sept. '87 3.93 47.66 67.77 83.41 5.34 85 
Westpac Bank Australia Sept. 87 3.80 43.75 66.03 75.59 4.55 74 
Dai-Ichi Kangyo Japan Feb. "88 n.a 14.98 1.83 2.60 8.70 46.1 
Nomura Securities Japan Sept. '87 56.53 111.21 9.27 8.38 29.52 31.5 
Sumitomo Bank Japan Mar. '88 79.03 44 58 5.00 5.53 31.34 58.2 
Bank of East Asia Hongkong Dec. 87 0.46 17.10 18.83 21.13 2.94 12.6 
Hongkong & Shanghai Bank Hongkong Dec. '87 4.28 9.01 10.38 11.53 0.82 17 
Malayan Banking Malaysia June 88 0.75 4.67 9.20 11.41 2.43 24.4 
Int. Commercial Bank Taiwan Dec. 87 na 8.75 10.29 10.55 16.47 176.2 
Bangkok Bank Thailand Dec. '87 0.70 119.83 130.14 151.54 11.75 8.3 
Thai Farmers Bank Thailand Dec. 87 0.44 123.39 149.45 170.29 14.60 93 
Development Bank of Sing. Singapore Dec. '87 1.64 22.81 22.67 24.74 3.91 16.0 
OCBC Singapore Dec. 87 2.32 11.66 13.40 14.94 4.14 29.4 
United Overseas Bank Singapore Dec. '87 1.06 16.73 21.13 23.71 2.51 114 
Heavy industry 

Hitachi Japan Mar. 88 37.17 36.54 474 5.34 12.42 26.7 
Honda Motor Japan Mar. '88 15.18 82.84 9.11 10.01 16.06 172 
Nippon Steel Japan Mar. 88 45.69 476 0.98 1.18 6.88 77.2 
Toyota Motor Japan June '88 56.29 91.04 10.19 10.53 20.10 196 
Malayan Cement Malaysia Nov. 87 0.13 1.95 2.21 2.90 0.68 22.1 
Daewoo Heavy Industries South Korea Dec. '87 na 7116 46.95 53.82 29 72 59.8 
Hyundai Motor South Korea Dec. 87 na 302.58 312.56 337.28 47.29 12.9 
Kia Motor South Korea Dec. 87 na 123.58 143.05 175.47 40.85 22.7 
Lucky South Korea Dec. '87 n.a 185.44 156.36 183.46 35.87 20.8 
Yukong South Korea Dec. 87 na 245 10 238.15 276.05 45 39 189 
Formosa Chemical Taiwan Dec. '87 n.a 11.76 8.85 10.80 2.24 31.4 
Formosa Plastics Taiwan Dec. 87 n.a 12.77 12.60 12.17 3.25 31.5 
Yue Loong Motors Taiwan Dec. '87 na 13.65 9.90 11.20 1.60 21.0 
Siam Cement Thailand Dec. 87 1.42 538.64 1,020.57 1,206.49 118.66 11.4 
Far East Levingston Singapore Dec. '87 0.18 405 6.18 721 3.65 992 
Keppel Corp. Singapore Dec. 87 0.37 4.56 6.70 8.25 1.41 20.9 
National Iron Singapore Dec. 87 0.23 16.22 21.64 24.22 2.38 10.7 
Straits Trading Singapore Dec. '87 0.48 4.05 5.67 6.18 1.62 29.4 
Light industry 

Elders IXL Australia June '88 411 31.25 42 57 47 78 2.39 55 
Pacific Dunlop Australia June 88 2.30 26.56 36.49 44.31 3.94 10.3 
Canon Inc. Japan Dec 87 7.21 17 26 4.02 462 11.79 273 
Fujitsu Japan Mar. "88 20.95 19.21 3.25 3.93 11.95 37.7 
Kirin Brewery Japan Dec. 87 14.54 30.61 2 89 2.84 15.35 536 
Matsushita Electric Japan Mar. 88 3.17 103.69 n.a n.a 21.05 n.a 
Sony Japan Mar. 88 15.00 120.16 18.84 22.77 56.74 278 
Toshiba Corp Japan Mar. '88 24 38 16.16 234 257 799 340 
Johnson Electric Hongkong Mar. 88 0.28 7.31 8.33 9.61 0.88 9.6 
Winsor Industrial Hongkong Mar '88 0.28 20.24 18.06 17.68 1.06 6.0 
Dunlop Malaysia Malaysia June '88 0.16 1.56 2.21 2.94 0.59 23.8 
Rothmans Malaysia Malaysia June 88 0.49 19.08 22.45 25.02 3.48 15.7 
Goldstar South Korea Dec. '87 n.a 97.17 54.63 97.51 33.38 37.3 
Samsung Electronics South Korea Dec. 87 na 353.08 360 44 428 94 51.10 13.9 
Tong Yong Nylon South Korea Dec. '87 n.a 471.87 441.86 934.88 98.13 13.6 
Far Fast Textiles Taiwan Dec. 87 na 20.33 12.86 12.75 3.50 24 4 
Tatung Taiwan Dec. '87 na 479 5.74 n.a. 1.59 26.7 
Union Textile Thailand Dec. 87 0.06 281.18 194.46 219.54 13.76 6.4 
San Miguel Corp. B Philippines Dec. '87 0.65 67.69 80.19 101.17 10.89 135 
Fraser & Neave Singapore Sept. 87 0.65 13.18 14.94 14.94 3.57 22.1 


ready swamping investors. They realised that if they could form a consensus 
from this information, they would be operating in much the same way the 
stockmarket works in forming an opinion of a stock on the basis of its earnings 
prospects. 

Each month UB/E gathers the latest data from the professional analysts who 
regularly make and revise forecasts for the companies they follow. The data- 
base computers derive a consensus forecast for each company from the mass of 
research. 

Beginning next month, WHERE TO PUT YOUR MONEY will publish the latest 
updates of forecast earnings per share of 33-34 of the companies from our list of 
100. They will be broken down by industry. In February it will be banking, fi- 
nance and heavy industry; in March the data for light industrial and resources 
stocks will be revised, and in April commercial, property transport and utility 
issues will be reviewed. m Hyundai assembly line. 


Earnings per share (US cents)" 
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Latest fiscal Market cap Share price Forecast p/e for 

Company Country year to end: (US$b) Last year Current year Next year on 11 Jan. 1989 (US$) current year 

ingapore Press Singapore Aug. 87 0.95 19.26 19.58 21.64 3.91 19.0 
. 80 Hiap Seng Singapore Dec. 87 0.11 5.58 8.25 979 1.43 16.7 
Resources 
Broken Hill Pty (AA) Australia May 88 7 88 49.22 63.42 69.50 5.29 96 
MIM Australia June '88 1.88 781 10.43 10.43 1.51 146 
Western Mining Australia June 88 3.59 32.81 52.13 53.00 4.25 80 
Fletcher Challenge New Zealand June '87 na. 27 47 37 27 41.69 2.99 77 
NZ Forest Products New Zealand Mar. 88 n.a. 12.43 20.21 25.90 2.10 10.4 
Consolidated Plantations Malaysia June'88 0.60 4.28 5.89 6.62 1.30 19.3 
Harrison Malaysian Plant Malaysia Mar. 88 1.06 7.79 12.14 12.14 2.50 10.0 
Highland and Lowland Malaysia Dec. '87 0:32 1:95 442 545 1.07 22.7 
Malaysian Mining Malaysia June '88 0.41 3.50 405 478 1.05 23.6 
Benguet Corp. B Philippines Dec. 87 0.06 20.94 60.42 72.10 4.25 74 
PhilexB Philippines Dec. '87 0.007 0.24 0.19 14.21 0.02 104 
Philodrill B Philippines June 88 0.0002 0.28 0.37 na 0.001 na. 
Commercial and property 
Coles Myer Australia n.a. n.a. n.a. n.a. n.a. n.a. n.a. 
Ito-Yokado Japan na na n.a. n.a. n.a na n.a 
Mitsubishi Estate Japan na n.a. n.a n.a. n.a. n.a. n.a. 
Tokio Marine & Fire Japan na n.a n.a. n.a. n.a. n.a. n.a. 
Cheung Kong Hongkong Dec. '87 2.49 9.14 10.89 12.30 1.03 92 
Hang Lung Development Hongkong June 88 0.78 8.62 10.89 11.40 0.69 64 
Henderson Land Hongkong June'88 1.11 8.23 11.40 15.11 0.70 6.0 
Hutchison Whampoa Hongkong Dec. 87 3.33 7.96 9.86 11.66 1.10 11.2 
Jardine Matheson Hongkong Dec. '87 1.15 16.58 22.16 26.13 1.87 8.5 
New World Development Hongkong June '88 2.00 12.93 16.91 19.21 1.75 10.0 
Swire Pacific Hongkong Dec. '87 385 19.98 24 34 26.51 243 98 

jaf Holdings Hongkong Mar. '88 1.94 7.70 21.78 10.38 1.13 12.5 

nting Malaysia Dec. '87 0.65 13.63 16.56 19.50 3.00 16.0 
Hong Leong Ind. Malaysia June '88 0.13 4.28 5.15 6.62 1.01 16.7 
Kuala Lumpur Inds. Malaysia Sept. '87 0.04 5.45 8.10 12.03 0.57 19.7 
Sime Darby Malaysia June'88 1.63 5.45 6.26 736 1.62 247 
Tractors Malaysia Malaysia June 88 0.23 12.85 12.14 12.88 2.15 16.5 
Hyundai Construction South Korea Dec. '87 na 133.16 112.52 125.45 47 58 32.6 
Saha Union Thailand Dec. 87 0.21 115.08 137.46 114.72 10.35 98 
City Development Singapore Dec. '87 0.65 3.04 361 412 1.46 415 
Haw Par Bros Singapore Dec. '87 0.26 7.60 8.25 9.28 1.56 176 
Singapore Land Singapore Aug. 88 0.37 0.51 5.67 10.31 3.81 68.7 
Transport and utilities 
TNT Australia June 88 1.59 32.81 46.92 53.87 3.12 7.0 
Cathay Pacific Hongkong Dec. '87 341 9.66 12.04 14.35 1.19 10.1 
China Light & Power Hongkong Sept. '88 2.41 14.36 15.37 16.40 1.74 11.2 
Hongkong Telecom Hongkong Mar. 88 6.76 3.53 423 5.12 0.61 148 
MASC Malaysia Mar. '88 0.86 16.74 17.66 19.87 2.52 14.1 
MISC Malaysia Dec. '87 1.30 —0.39 0.74 1.84 2.67 97.3 
Korean Air South Korea Dec. '87 n.a. 153.69 165.76 182.83 45.97 228 
Evergreen Marine Taiwan Dec. 87 n.a 9.06 7.95 n.a. 2.33 41.6 
PLDT Philippines Dec. '87 0.21 131.16 222 94 213.74 10.98 46 
Neptune Orient Singapore Dec. 87 0.25 4.05 5.67 6.70 0.68 10.8 
Singapore Airlines Singapore Mar. '88 401 49.16 77 30 90 18 6.48 82 


“Converted at average US$ rate prevailing for years prior to 1989; and at rate prevailing on 11 Jan. 1989 for all other conversions 


Earnings estimate information has been compiled by /B/E/S International, a service of Lynch, Jones & Ryan, New York. Estimate data represents a Consensus of analysts reporting. Earnings estimates and the consensus change frequently. Therelore, these 
forecasts should not be regarded as an absolute indicator of any company s actual performance. This table represents consensus estimates as of 11 Jan 1989. No recommendation regarding these securities is stated nor implied . 


ECONOMY 


A shortage of industrial sites threatens Taiwan’s long-term development 


Land-locked economy 





By Jonathan Moore in Taipei 


aiwan is facing an acute shortage of 

industrial land which threatens to 

hinder long-term industrial deve- 

lopment and exacerbate the man- 
agement of its limited resources. 

The land shortage is a new feature of 
Taiwan's changing economy and joins rising 
wages, Currency appreciation and environ- 
mental pollution as problems confronting 
economic planners. 

With a total area of only 36,000 km? and a 
population of nearly 20 million, Taiwan has 
the world's second-highest average popula- 
tion density after Bangladesh, with 546 
people per km2. Nearly half of the island is 
mountainous and unusable for either farm- 
ing or manufacturing. 

In the short term, economic planners 
must overcome growing local environmen- 
tal opposition to industrial and infrastruc- 
tural projects. The long-term problem is an 
imbalance between supply and demand for 
land, exacerbated by property speculation, 
which is increasing costs for manufacturers. 

Land development in Taiwan is 
shrouded in layers of red tape, and 
economists complain that the government 
has failed to draw up a master plan for the 
long-term balancing of agricultural and in- 
dustrial land-use on the island. 

Scarcity of land is particularly acute for 
new industrial enterprises. Under Taiwan 
law, industrial sites are available only 
at established, industrial parks, where the 
land is expensive and sometimes inadequate 
for a company's needs. There are 68 govern- 
ment-run parks and 17 privately developed 
parks. 

Land pressure is most severe near major 
industrial cities, especially Taipei, Kao- 
hsiung and Taichung, where the Council for 
EconomicPlanning and Development (CEPD) 
estimates demand outstrips supply by as 
much as six to one. At the Wu Ku Industrial 
Park near Taipei, the Ministry of Economic 
Affairs’ (MoEA) Industrial Development 
Bureau (IDB) sold land a year ago for 
NT$5,300 (US$191.00) a m2. The land is now 
going for NT$20,000 a m2. Speculation in all 
types of real estate is rooted in the huge 
money-supply growth of the past three 
years, and a lack of adequate investment 
channels for Taiwan’s new wealth. 

Economists now criticise the govern- 
ment's adjustment of land policies following 
the two oil shocks of the 1970s. When invest- 





ment contracted during these periods, large 
blocks of industrial land were left vacant on 
government-built estates. The MoEA sold the 
land and in 1984 relaxed building stipula- 
tions to make it more attractive to buyers. 
Now, Taiwan’s problem is scarcity. But 


laws to limit speculation in industrial park . 


land have not been reinstated. “The IDBis try- 
ing to change [the laws] back, but so far, it is 
just a plan. Once the door has been opened, 
it can’t be closed again so easily,” said Chang 
Liang-chi, of the Lee & Li law firm in Taipei. 
Taiwan companies are relocating labour- 
intensive industries offshore, leaving some 
industrial park land to be turned over to 
higher value-added manufacturing. But the 
soaring land values have made many of the 
older companies reluctant to sell land tonew- 
comers. Instead, they are either building cap- 
ital-intensive plants themselves or simply 
holding onto the land while the value climbs. 
The CEPD estimates 37% of government-run 
industrial park land is currently unused. 
Industrialists and economists complain, 
however, that agricultural land is over- 
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Construction site: red tape. 


protected. Taiwan laws are such that agricul- 
tural lands are unlikely to be freed soon for 
development, though industrialists say that 
the conditions are no longer suitable for de- 
velopment of agriculture. “Taiwan should 
change its policy," said Winston Wang, of 
the Formosa Plastics Group. 

In 1974, when Taiwan supplemented its 
urban planning law with a Taiwan area plan- 
ning law, it zoned all non-urban land into 
categories according to industrial, agricul- 
tural and village use. To reclassify agricul- 
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tural land is an arduous legal process, com- 
pounded by official disapproval. Since 1980, 
private individuals have only been allowed 
to develop land for an approved industrial 
estate. 

"There is still up to one-third of Taiwan's 
agricultural land that in the case of necessity 
we can convert for industrial or other use," 
said Tsai Hsun-hsiung, director of CEPD's 
housing and urban development depart- 
ment. “But I have to make clear, we are not 
going to do this right now. Any reversin^ ^f 
land [classification] must be under ca 
guidance." 

Tsai said the high cost of land near urban 
centres was not of great concern to the gov- 
ernment — it might even help further the 
government's aim to decentralise industrial 
development away from the major cities. 
“From a policy point of view, we don't care if 
there is no land in the metro areas," he said. 
Some agricultural land around Taipei's sub- 
urbs is now being reclassified for residential 
use, but not for industry. 

Taiwan economic planners are increas- 
ingly but belatedly aware of the social impact 
of 40 years of unbridled industrial develop- 
ment. Most of Taiwan's limited natural re- 
sources, such as coal and gas, have been 
badly strained or consumed completely. 
Farmland is heavily overburdened, with 
most agriculture using heavy amounts of fer- 
tiliser and pesticides, but efficiency con- 
tinues to decline. 

Meanwhile, environmental concert 2 
pushing up the costs of developing | , 
heavily polluting industries, such as pet- 
rochemicals, which have played a promi- 
nent role in Taiwan's industrial evolution 
and which generally require large amounts 
of land. 

One possible outcome of the laws pro- 
hibiting development of industrial land by 
individuals is that private industrialists who 
are unable to find reasonably priced land 
adequate for their needs in the designated es- 
tates will skirt regulations by building fac- 
tories on unauthorised land, thus adding to 
problems of land misuse. 

Taiwan has developed from a largely 
agrarian economy to one based on manufac- 
turing, but the agricultural sector is now in 
decline. Its farmers face increasing pressures 
from imports. Many farmers work only part- 
time at farming, working off the farm as well 
for added income. The farming population, 
now 16% of Taiwan’s total, according to CEPD 
figures, is forecast to drop to 9% by 2000. m 
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CONSTRUCTION 


Singapore’s construction sector ts back in business 


Concrete commitments 





By N. Balakrishnan 


construction boom is quietly taking 
A shape in Singapore, worth at least 

about S$6 billion (US$3.08 billion) in 
contracts to be awarded over the next two to 
three years. This signals a dramatic change in 
the fortunes of an industry that has been in 
the doldrums since 1985. 

Both the public and private sectors will be 
awarding contracts, but most contracts will 
come from the private sector, unlike in the 
construction boom of the early 1980s, which 
was led by public sector projects. 

Many of the projects announced by the 

lic and private sectors will peak in 1989- 
J1. But some will continue into the mid- 
1990s. The construction sector can therefore 
expect growth well into that decade. 

The first indication of the sector's turn- 
around — it has been in steady decline and 
shedding labour for the past two and a half 
years — came late last year. The govern- 
ment's GDP estimate for the last quarter of 
1988 showed the construction sector grow- 
ing by 3%, after declines of 11.7% in 1987 and 
5.8% and 6.7% in the third and second quar- 
ters of 1988 respectively. 

Further, the Construction Industry Deve- 
lopment Board (CIDB) noted a 1.3 % increase 
in employment in the construction sector in 
the third quarter of 1988 — the first time the 
sector had added labour in four years. 

The private sector will account for most of 
the work, unlike in the 1984-85 boom, when 
the public sector, particularly in the shape of 
the Housing Development Board (HDB) with 

celerated housing programme, was the 
source of contracts. 

Now the HDB has fallen victim to its own 
success — 86% of Singaporeans live in public 
housing, so the HDB must wind down its ac- 
tivities. In 1988, public sector contracts 
awarded came to about S$142 million 
a month compared with $$231 million in 
1988 and a peak of S$346 million in 1985. 

While parts of the massive S$5 billion 
Mass Rapid Transit (MRT) are still being built, 
contracts for them have already been 
awarded, and the underground portion of 
the Central Expressway now in progress will 
pretty much complete Singapore island's 
network of highways. 

The government is now trying to per- 
suade the population to drive less and ride 
the MRT more. It has imposed very high taxes 
on cars and fuel, none of which bodes well 
for more highway projects. There will, how- 
ever, be a road project to link up Sentosa 
island, which should cost about S$100 
million. 


But the private sector has $$180-200 mil- 
lion of contracts per month to give out in 
1989. Two massive commercial office build- 
ing projects, the UOB Plaza and the Republic 
Plaza, are expected to reach their peak con- 
struction periods this year and will account 
for a large portion of this expenditure. 

One large public project under construc- 
tion is the Marina South project, which en- 
compasses various parks and other leisure- 
related structures. Expenditure over the next 
two years on this project is expected to be 
about S$300-400 million. Another smaller 
project with a waterfront hotel on Lazarus Is- 


Singapore's building revival 


Construction sector growth rate % 
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land is expected to net about S$90 million for 
the contractors. 

But not all will be sweetness and light in 
sector as the boom proceeds. Severe labour 
shortages are expected in the next couple of 
years — traditionally the problem with Sin- 
gapore's construction booms. Singapore's 
labour pool of just over a million has a low 
growth rate and in any case, most Singapo- 
reans do not want construction jobs. And the 
government does not want to import foreign 
labour to do these jobs, saying it may create 
social dislocations and impede Singapore's 
efforts to make the construction sector less la- 
bour intensive. To give its policy some teeth, 
last November the government announced 
increases in the monthly levy that employers 
of foreign construction labour must pay, to 
S$220 from 1 January and S$250 from 1 July 
1989. 

Industry sources say that they are hoping 
the government will relent and allow more 
foreign labour as it becomes clear that no 
amount of coaxing or money will attract 
enough Singaporeans to alleviate the labour 
shortage. Industry sources take heart from 
the government's record of having let in 
more labour as the previous booms pro- 
ceeded. But this time it may be different, as 
the government has announced that. it 
would rather accept a lower rate of economic 
growth without foreign labour, than aim for 
higher growth by letting in workers. 

Meanwhile, contractors forecast a 10% 
rise in construction costs this year because of 
the levies and are bidding on that basis. 
Costs may increase much more than that 
next year and the government is likely to 
come under increased pressure over the for- 
eign labour issue, industry sources say. W 





COMMODITIES 


Output falls as farmers abandon cotton growing 














By Louise do Rosario 


C hina's cotton production is expected 





to stagnate or even decline in 1989 be- 

cause cotton farmers have switched to 
growing more profitable cash crops or left 
farming for work in rural factories. Thelower 
output will in turn reduce exports of cotton 
goods, which fell sharply last year for the first 
time since 1982. 

China is the world's biggest cotton 
grower and the region's major cotton ex- 
porter. For 1982-87, China's cotton ex- 
ports grew steadily to a record 755,000 
tonnes in 1987. Exports have since fallen 
sharply. In the first 10 months of 1988, ex- 
ports reached 380,000 tonnes, down from 
430,000 tonnes in the same period in 1987. 
China exports cotton mainly to South Korea, 


China's slimm 


er pickings 


Hongkong, Japan and the Soviet Union. 

China wasa net cotton importer for many 
years until a record bumper harvest in 1984. 
Imports dropped from 898,000 tonnes in 
1980 to just 163 tonnes in 1985. Imports have 
since risen. For the first nine months of last 
year, imports grew to 18,400 tonnes, up from 
5,600 tonnes in the same period a year ear- 
lier. 

Meanwhile, industry sources say China's 
cotton stockpile has stabilised at 2 million 
tonnes from the peak of 4 million tonnes in 
1984. China may go on a buying spree this 
year to build upits dwindling stock in view of 
low world cotton prices, which have fallen 
below 60 US cents a Ib, largely because of a 
huge glut in the US where farmers have had 
their largest harvest since 1981. But pur- 
chases will be constrained by China's 


snortage Of foreign exchange, and it 
would tend to buy the cheaper, low-quality 
grades. 

From 1978-84, China enjoyed seven con- 
secutive years of good cotton harvests made 
possible by rising state procurement prices 
and rural reforms. But following the record 
output of 6.26 million tonnes in 1984, the 
state withdrew many of the incentives of- 
fered to cotton growers who then lost in- 
terest in growing what is increasingly an un- 
profitable crop. 

China's cotton output last year was 4.06 
million tonnes, 4.5% down from 4.25 million 
tonnes in 1987, despite a9% increasein sown 
area. While cotton supply has contracted, 
demand for export and domestic consump- 


tion has soared. China's textile exports have 


been growing rapidly over the past few 
years. Official estimates indicate that China 
needed 5.5 million tonnes of cotton, 3.75 
million of which were for its mills, in 
1988. 

The large profits from the textile industry 
has lured many local authorities to build 
small mills in cotton-producing areas. For 
example, Luizheng in Shandong province, a 
small district which accounts for one-fifth of 
the province's total cotton output, has tripled 
its cotton processing capacity to 1.05 million 
spindles in the past three years. In Hubei, 
another major cotton-growing province, 


local cotton supply can only satisty 25o ot 
the installed spindle capacity. China has 
about 28 million cotton spindles, many of 
them idle because of cotton shortages. The 
current austerity programme aims to axe 
some of these inefficient mills. 

Peking is expected to raise cotton pro- 
curement prices slightly this year to encour- 
age farmers to grow more, but minor price 
adjustments will offer little incentive where 
alternative land-use is more profitable. In 
Jiangsu province's Xieyang county, for 
example, farmers only eam Rmb 700 
(US$188) a year from cotton, against Rmb 


China's cotton output 
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PRIVATISATION 


New Zealand may slow pace of state asset sales 


Advancing under fire 


By Colin James in Wellington 


he New Zealand Government insists 

| it will continue its privatisation pro- 

gramme aimed at trimming public 

debt by one third by 1993. But there are some 

signs that by next year it may begin to slow 
the pace of asset sales. 

The programme has been plagued with 
problems. Some of the sales have prompted 
accusations of cronyism and gazumping, 
others have been caught in political crossfire 
between the government, the left of the rul- 
ing Labour Party, the unions, and the oppo- 
sition National Party. Economists and ana- 
lysts claim the sales have been badly handled 
and have masked the need for tougheraction 
on government spending. 

The privatisation policy has also created 
deep divisions with the government of 
Prime Minister David Lange, which has 
been accused of selling off national assets on 
the cheap. Disputes over the procedure for 
handling the asset sales resulted in the sack- 
ing late last year of former state-owned enter- 
prises minister Richard Prebble and were a 


factor in the departure of former finance 
minister Roger Douglas. 

The Labour Party president Ruth Dyson 
has called for debt reduction by other means 
and Lange is reported to have indicated that 
if the government can achieve a budget 
surplus it might be able to retire debt instead 
of relying simply on asset sales. 

As a result, there is growing doubt that 
the government will stick to its privatisation 
programme after the 1989-90 fiscal year. In 
addition, observers believe that if the Labour 
government is re-elected in October 1990 
and manages to achieve its declared aim of 
balancing the budget by fiscal 1990-91, the 
debt-reduction argument is likely to carry lit- 
tle weight with the party rank and file. 

But newly appointed Finance Minister 
David Caygill said on 12 January that the 
government remained committed to the 
asset sales. Caygill said that running a 
budget surplus was undesirable during a re- 
cession and that this meant the asset sales 
would have to continue. He said the govern- 
ment would meet its target of NZ$2 billion 
(US$1.27 billion) in sales for the 15 months to 
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1,000 trom grain, Rmb 2,000 from pigs, Rmb 
3,000 from fish and Rmb 3,500 from veget- 
ables. 

In 1987, the state procured 26% more cot- 
ton than a year earlier because of a 4.1% rise 
in the procurement price and other incen- 
tives. Peking will need to pay much more 
this year to achieve similar results because of 
the rising cost of farm inputs. 

Cotton trading is a state monopoly, but 
there are active black markets. Cotton “trade 
wars” are intense in east China. Last Sep- 
tember, Shandong, Hebei and Henan pro- 
vinces offered farmers Rmb 176.42 per 50 kg 
of cotton. Neighbouring Jiangsu offered 
Rmb 196; Shanghai and Zhejiang, Rmb 201; 
Hunan, Rmb 200; and Anhui, Rmb 216 plus 
125 kg of free fertilisers for each 50 kg of cot- 
ton sold to the state. Peking has ordered a 
stop to such competition, but with supply re- 
maining tight, the war is likely to break out 
again this year. 

Government procurement of cottoi 
state-run mills and exports has beenn /| 
more difficult as farmers prefer to sell direct 
to mills or speculative profiteers who pay in 
cash — and not credit notes, as does the state 
— at many times more than state prices. Cot- 
ton growers also feel cheated by the govern- 
ment which has failed to provide them with 
subsidised fertilisers, plastic sheetings and 
pesticides as had been promised. s 


30 June. Already NZ$1.79 billion of assets 
has been sold, including the national flag car- 
rier, Air New Zealand. 

Although he has not set any targets for 
the 1989-90 financial year, about NZ$1 billion 
could be raised through the successful place- 
ment of Bank of New Zealand (BNZ) and 
about NZ$2 billion from a proposal to sell 
cutting rights to forests held by the state- 
owned Forestry Corp. 

Asset sales were never part of the Labour 
government's original programme. WI t 
first took office it focused on making sta 
terprises more efficient by putting them on a 
commercial footing and on turning govern- 
ment departments into semi-autonomous 
corporations. 

Ministers insisted they would not take 
the extra step into privatisation. In 1986, 
Prebble rejected asset-sales because the gov- 
ernment was "not the owner [of the enter- 
prises] but the guardian on behalf of the 
people.” He insisted that: "Only an idiot . . . 
would sell off Air New Zealand." Within 
eight months, however, the cost of servicing 
the airline's debt had changed the govern- 
ment's mind. 

In May 1987 the government raised extra 
capital needed for BNZ through a public float 
which effectively privatised 12.9% of the re- 
capitalised bank. It justified the move on the 
grounds thata publicissue avoided diverting 
much needed funds from social spending. 

But in August 1987, when it floated 15% 
of Petroleum Corp. (Petrocorp), coupled 


with the sale of another 1575 to Brierley In- 
vestments, the reason was blunter. The gov- 
ernment could see no reason to risk tax- 
payers' money in oil exploration and at the 
same time the sale would help hold down 
taxes and avoid spending cuts. Debt reduc- 
tion had become the aim. 

After the government won the August 
1987 election, it sold New Zealand Steel to 
Equiticorp for NZ$327 million in October 
1987. The sale price represented a loss of 
NZ$2.2 billion on the NZ$2.5 billion the gov- 
ernment had injected into the group over the 
previous 18 months to keep it afloat. The ba- 
lance of Petrocorp was sold to Fletcher Chal- 
lenge for NZ$787.5 million on 3 March 1988. 

In December 1987, the Lange administra- 
tion announced a programme of state asset 
sales which would aim to reduce by NZ$14 
billion the government's huge debt — then 
NZ$42 billion, or 65% of GDP. Asset sales for 
the current fiscal year — which began on 1 
Anri] — have included: 
| FC, a merchant bank, on 28 June for 
|xz45111.3 million — NZ$28 million short of 
net tangible assets — to a 80:20 consortium of 
the National Provident Fund (a state 
superannuation scheme previously run by 
the Treasury but now with independent 
status) and Salomon Brothers of New York. 
> The Health Computing Service, a consis- 
tent loss-maker, for NZ$4.2 million to Paxus 
Computer Services on 7 October. 
> A 75% holding in Synthetic Fuels Corp., 
and its obligation to take gas from the Maui 
field, to Petrocorp, for a net NZ$349 million 
on 8 December. 
> Air New Zealand, on 21 December, for 
NZ$660 million to a consortium of Qantas 
Airways (20%), Japan Air Lines (7.5%), 
American Airlines (7.5%) and Brierley In- 
vestments (65%, of which at least 30% must 
be on-sold to the public and staff). 
> PostBank, a Post Office-run savings 
bank, for NZ$665 million to the Australia and 
'' Zealand Bank on 21 December. 

ie sales have come in for a range of criti- 
cisms, some because of the low prices ob- 
tained. The most notable examples here 
were the shortfall against book value in the 
DFC price and the huge tax write-offs that 
went with New Zealand Steel (NZ$700 mil- 
lion) and Petrocorp (NZ$280 million). 

Professor of Accountancy at Wellington's 
Victoria University, Don Trow, says he was 
"disappointed" by most of the prices which 
seemed to show that the government was an 
"anxious seller." 

Although PostBank's price, at twice net 
tangible assets, was "very satisfactory," he 
says he was amazed at the low DFC price — 
especially as the deal involved on-selling a 
20% shareholding to DFC executives and 
staff. 

He also thinks the government could 
have obtained more from the buyers of New 
Zealand Steel and Petrocorp in recognition of 
the tax write-offs. Air New Zealand was sold 
for some NZ$200 million below what he be- 


lieves the government might have got, 
though he acknowledges some discount was 
warranted for the on-sale of shares to the 
public at a time when the sharemarket is de- 
pressed. 

Caygill rejects the criticisms. He says 
that both foreign and New Zealand ad- 
visers had said that getting 80% of the 
book value of DFC, given the climate after the 
October 1987 crash, was a good return. “No- 
body ever believed we could get 100% of 
book,” he says. Caygill also insists that the 
tax write-offs were not a loss of revenue for 
the government. The write-offs would have 
occurred even if the state had retained own- 
ership. 


nother critic, Gareth Morgan of 
Infometrics, an economic forecast- 
ing firm, says the programme is an 
ideological exercise, which leaves the gov- 
ernment's net worth unchanged and masks 
the need for tougher action on government 
spending to bring the budget into balance. 
Caygill remains firm, however. “If we 
have sold NZ$14 billion we will have signific- 
antly reduced the government's debt-servic- 
ing requirement. That will enable us to em- 
bark on social expenditure without putting 
as much pressure on taxes, or it will enable us 
to reduce tax, and run a financial surplus. 


The fiercest criticism of the privatisation 
programme has come from the Labour 
Party's own ranks and the unions, which 
were vehemently opposed to the sales of Pet- 
rocorp, PostBank, and Air New Zealand and 
the planned disposal of BNZ which was post- 
poned late last year. 

Despite the strife caused by the asset 
sales, Caygill intends to continue the pro- 
gramme. He sees little problem meeting the 
NZ$200 million shortfall for the end-June 
target of NZ$2 billion in sales. The sale of 
Government Print, worth about NZ$100 mil- 
lion is well advanced, as is that of the New 
Zealand Shipping Corp. which might fetch 
NZ$20-40 million. Likewise, the Coal 
Corp., worth about NZ$100 million, is 
another. early candidate for sale, perhaps 
wholly or partly to the state-run Electricity 
Corp. 

Caygill has not set a target for 1989-90, but 
if it is also NZ$2 billion, that should not be 
unduly difficult. Besides selling the govern- 
ment's share of BNZ and cutting rights to state 
forests — together worth about NZ$3 billion 
— the sale of properties owned by the Gov- 
ernment Property Services Corp. could net 
NZ$200-300 million. 

Other options include selling off 
to the public some of Telecom Corp. 
(worth about NZ$3 billion) and the Electri- 
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Caygill; Douglas: no ideology in sale programme. 


There are a number of options, all of them be- 
neficial to the productive sectors." 

He believes that the cut in debt-servic- 
ing payments which the sales permits is 
more substantial than the loss of dividend 
revenue. In some cases, he adds, the sales 
had ended government funding of losses. 

Although Douglas and Prebble last year 
argued that private ownership meant greater 
efficiency, Caygill insists there is no element 
of ideology in the sale programme, unlike 
British Prime Minister Margaret Thatcher's 
use of privatisation to create a populist 
capitalism. 


city Corp. (worth about NZ$6 billion). 

Other businesses on the government 
sales list include the construction arm of the 
Ministry of Works, New Zealand Post, the 
Rural Bank, the Railways Corp., the Na- 
tional Film Unit, the government publicity 
agency Communicate New Zealand, the 
travel agency division of the Tourist and Pub- 
licity Department and parts of the New Zea- 
land Broadcasting Corp. With some, such as 
New Zealand Post, Telecom and the Electric- 
ity Corp., which are monopolies or near- 
monopolies, there are regulatory issues to be 
resolved before selling. = 
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Simple solutions for single minds 


ith little over a month to go 
before Hongkong’s 1989-90 
budget, it is time to remind Fi- 
nancial Secretary Piers Jacobs 


that in the matter of taxation intellectual dis- 


cipline is at least as important as fiscal discip- 
line. In short, it is time to address two topics 
concerning which real thought has been con- 
spicuous by its absence: general sales tax and 
interest tax. 

For two years, Jacobs muttered, mainly to 
himself, about the need to broaden the tax 
base and reduce reliance on sometimes vol- 
atile profits tax — mainly through increasing 
indirect taxes. Only believers in redistribu- 
tive taxation — not a group enjoying any 
clout in Hongkong — would argue with the 
objective. But the only way of doing this so 
far proposed by Jacobs (other than allowing 
inflation to bring more people into the 
salaries tax net) is a low but broadly based 
general sales tax at the wholesale level. 

However, having called for debate on the 
subject, he has yet to provide any detailed ar- 
guments for it, or discuss the alterna- 
tives. Most comments from business 
have been flatly negative — but most 
have come from directly interested 
parties. No alternatives have 
emerged, and most have fallen back 
on the weak argument that since 
there is no need to raise revenues, 
there is no need to think about new 
taxes. 

There is. Hongkong’s profits and 
salaries taxes are no longer particu- 
larly low by international standards, 
once the small number of available 
deductions has been taken into ac- 
count. But a general sales tax would 
be the most extraordinarily clumsy 
and bureaucratic way to raise rev- 
enue, given the huge number of trad- 
ers involved, and doubtless would be 
open to widespread evasion. Evenif, atalow 
level, it had little impact on either inflation or 
the prices of goods bought by tourists, it 
would be psychologically bad for Hong- 
kong’s “duty free” image. 

Levied at a rate of 3% — the approximate 
definition of “low” indicated by Jacobs — 
such a tax would raise about HK$4 billion 
| (US$512.8 million). A useful sum no doubt, 
but not one to achieve a major shift in the ba- 
lance between direct and indirect tax. Such a 
sum could be easily raised using one simple, 
existing instrument — triple the “general 
_ rate" tax on the nominal annual rental 
value of property from 2.5% to 7.5%. This 
would hit almost everyone, but accord- 
ing to ability to pay as revealed by use of 


Profits tax (30%) 


revenue (8%) 


Hongkong's scarcest resource — land. 
Alternatively, or additionally duties on 
fuel oils could be increased. At present these 
taxes raise only HK$1.6 billion, a modest 
amount compared with what consumers 
have saved through lower oil prices, and re- 
lative to the cost of pollution. The govern- 
ment could also tax coal — now the main 
(polluting) means of generating electricity. 

And/or it could impose a sales tax on the 
energy and telecommunications utilities. 
This would be easy to administer, would hit 
consumers and producers equally and be 
neither regressive nor progressive. A 10% 
tax (hardly enough to raise producer costs 
significantly) would raise almost HK$2 bil- 
lion. The same amount could also be raised 
by rather more rigorous pricing of services 
ranging from water to roads, ports and con- 
cessions. 

In short — there are plenty of simple-to- 
administer, non-volatile, economically neu- 
tral, socially fair ways to raise more money 
(even to the extent of allowing significiant di- 





Hongkong's General Revenue — 1988-89* 


Total HK$49 billion (excluding land transactions, 
investment income, loan repayments) 


Salaries (1596) 

Other earnings (396) 
Rates (396) 
Betting tax (796) 









Duties*" (9%) 


Motor vehicles (396) 


Utilities "t m: Stamp duties (796) 


Fees, charges, royalties (10.596) 


* Budget estimates — ** Oil, tobacco, alcohol 
t Airport, hotel, Cross-Harbour Tunnel, entertainment 


rect tax cuts) without embarking on the sales 
tax horror. 

It should even be possible to cancel some 
of the less productive indirect taxes — for 
example, those on entertainment, cosmetics 
and soft drinks. 

Interest tax is an anomaly which must be 
addressed. But abolishing its remnants 
should be only a first step. Another would be 
eliminating the tax deductability of interest 
paid. 

Actually, interest tax is logical and 
should, as was once the case, be levied at the 
same rate as other income taxes. But it was 
largely abolished in 1983 as a panic measure 
totry to propup the Hongkong dollar by rais- 
ing the effective return on the currency. 


Other consumption taxes (296) 


There is no way — particularly while the ex- 


change rate is pegged — that the govern- | 


ment will have the guts to restore it to its log- 
ical status. 

At present, interest paid by financial in- 
stitutions is interest tax-free — otherwise it is 
still taxable. The net result is not to raise rev- 
enue (a mere HK$80 million expected this 
year) but to make bond and commercial 
paper issues by non-financial institutions im- 
practicable. (The government has, of course, 
reserved the only exceptions to the rule to it- 
self and its Mass Transit Railway Corp.). 
Its main function is thus to protect the 
intermediary role of banks and deposit-tal- 
ing institutions. In the process, it retard 
development of the capital market, diswiis 
pension fund investment and encourages 
capital outflow. 

Interest income earned by corporations is 
liable to profits tax, but those with significant 
net cash positions usually keep it offshore 
and away from the taxman. So if interest tax 
was abolished, profits tax yield should rise, 
other than for banks, for which spe- 
cial provision could continue to be 
made. 

But the second stage of rationalisa- 
tion demands the end of interest as a 
business expense. There is no logic 
in regarding interest when earned as 
tax-free, but interest when paid as 
tax deductible. It is also socially un- 
fair. Property-owning businesses — 
including small traders — can deduct 
interest payments from rents re- 
ceived on properties. But salaried tax- 
payers cannot deduct interes‘ — | 
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owner-occupied dwellings. The 2 | 


influential get around this by having 
their employers pay rent to com- 
panies owned by the employee who, 


as a corporate landlord, deducts in- | 


terest against income. 

But this is for the select few. It leaves the 
bulk of the salaried middle class feeling dis- 
advantaged and is encouraging demands 
from home owners that mortgage interest 
should be tax deductible. That would be un- 


desirable because it would lead (as, for ex- | 
ample, in Britain) to excessive investment | 


in property at the expense of productive as- 
sets. 
The answer is to eliminate all interest de- 


ductability — and use the extra money raised | 


to cut the standard rates of direct tax. The 


only losers would be some highly geared | 
property companies, and utilities who use | 
borrowings to reduce the impact on equity | 
earnings of government imposed limits on | 


return on assets. B Philip Bowring 
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Project decisions will influence Hongkong's future 


With China in mind 


P D PAREN AE SL AST a Odes 
By Michael Westlake and Ellen Salem 
in Hongkong 


T his year the Hongkong Government 





has to take unprecedented decisions 

on how the territory will develop — 
decisions which will determine what sort of a 
Hongkong it is that will be returned to China 
in 1997. 

The decisions to be taken on the pace, di- 
rection and scale of infrastructural develop- 
ment are not merely the biggest the govern- 
ment has faced — totalling more than HK$30 
billion (US$3.84 billion). They also represent 
\ ies of commitments over a longer time- 
....€ than any hitherto, going up to and 
beyond the 1997 handover to China. 

The outcome will change the physical 
geography of Hongkong, influence the de- 
gree of integration of itseconomy with thatof 
neighbouring Guangdong, and reflect the 
government's view of Hongkong's position 
in China, the region, and the world. 

How the spending is financed will influ- 
ence fiscal policy during the run-up to 1997. 
The timing and phasing will have major 
ramifications for the labour market. 

The most important single decision is the 
go-ahead for a new airport, costing some 
HK$7-10 billion. But linked to that are major 
decisions on port expansion, and the siting 
of roads, rail, and other transport facilities. 
They in turn will affect the location 
of new industrial and residential 
building. Electricity generation 
and telecommunications are also 
|^ 3d. 

. the political field, much is 
pemg made of the “China links" 
aspect of infrastructural spending. 
As if to underline this, Financial 
Secretary Piers Jacobs is to attend 
the premiere of a video entitled 
The Vanishing Border, sponsored 
by Hongkong Telecommuni- 
cations and stockbrokers Win- 








GUANGDONG 
full CL Alexanders Laing and 
Cruickshank. ? 68 
But the government also Chau 
knows that what is good for 
China is not necessarily good 


for Hongkong. The territory 
needs to spend money now to 
enhance its own prosperity 
into the 21st century. That — T 
may dictate a different set of 
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On other pages 


The integration and interdependence 
of Hongkong and Guangdong is al- 
ready heavy and growing fast 60. 


regional and international role, than China- 
oriented ones. And it needs to be able to de- 
velop them. 

The idea of large-scale planning is new to 
Hongkong — incremental ad hoc develop- 
ment and planning by default has always 
been the Hongkong way. Until 1986, when 
the late governor Sir Edward Youde pressed 
government officials into looking again at the 
need for a new airport (plans for one were 
drawn up and then shelved in 1983), there 
was a strong reluctance to change it. 

When government officials were asked 
for their comments that year on a HK$25 bil- 
lion plan from Hongkong engineer and busi- 
nessman Gordon Wu, head of Hopewell 
Construction, for a combined port and air- 
port in the western harbour, their reactions 
were mixed, with one senior man even say- 
ing: "Oh, that's not an issue." 

But now, following a HK$12 million pri- 
vate study by RMP Encon (Hongkong) to es- 
timate the lifespan of Kai Tak International 
Airport, officials realise that the cost of an in- 


Hongkong's China links 
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adequate airport beyond 1996 — when the 
consultants estimated that Kai Tak, even 
with projected improvements, will reach full 
capacity — could be as high as HK$101 bil- 
lion. 

In addition, Hongkong is the major trans- 
shipment centre for southern China and esti- 
mates of cargo growth to 2011 foresee ships 
running bow-to-stem through the East 
Lamma Channel, the harbour's main access 
route, some years before then. : 

Wu's plan was based on making the terri- 
tory integral to the development of southern 
China, thus ensuring its commercial future. 
He believed that if Hongkong took action 
now, it would relieve China of the need to 
build an alternative major transport infra- 
structure. 

At first, the plan raised various bureau- 
cratic hackles — perhaps partly because 
some years earlier, Wu had won a court ac- 
tion overturning official resistance to his 
plans to build the Hopewell Centre, then 
Hongkong’s tallest building, in Wanchai. 

This initial disdain faded as various gov- 
ernment departments realised that Wu's 
plan combined separate departmental plans 
into one coherent whole to produce 
economies of scale. 

Others decried Wu as a dreamer, and 
pointed to problems plaguing his HK$8 bil- 
lion joint-venture project with China to build 
a 302-km highway from Canton to Shenzhen 
and Zuhai. But Wu has since acquired a prac- 
tical track-record, first by completing a HK$4 
billion power station at Shajiao in China al- 
most a year before schedule, thus earning his 
company a HK$414 million bonus. Second- 
ly, by enlisting the help of then Chinese pre- 
mier Zhao Ziyang to overcome problems re- 
lating to the highway, involving land acquis- 
ition and local officials seeking 
a piece of the action. 

The government eventu- 
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GUANGDONG Dm? mies ° ally arranged for a stream of 

d P S consultancy projects to study 
Lm Huizhou @ aspects of his plan and list al- 
ternatives. Wu criticised this, 

saying the studies would 

merely take more time, but 

header senior officials said the consul- 

i Nuclear tants had provided a fresh ap- 

t Pou proach to Hongkong's deve- 

MER lopment. Government de- 


partments had been too tied 
up with day-to-day matters to 
deal with vast studies such as 
the HK$44 million, 22-month 
Port and Airport Develop- 
ment Strategy study due to be 
completed late this year. In ef- 
fect, the senior officials admit- 
ted that the government had 
lost the big picture. 

Wu's plan will not be 
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tivity in activities catering toits on a giant man-made island, 


cranes would have to be height-restricted to 
safeguard aircraft taking off and landing rela- 
tively nearby. 

But officials now know that something on 
just such a scale is needed. They are also try- 
ing to site the port and airport close enough 
together so that other infrastructure such as 
road and rail links to the new facilities will not 
have to be duplicated. 

However, there are problems: one of the 
reasons for officials' earlier reluctance to con- 
sider such a vast project was that it would 
create a large and long-term drain on Hong- 
kong's limited manpower resources. Now 
that officials are persuaded that the new pro- 
jects must go ahead, they are also conceding 
that other projects will have to be delayed. 

But there is a limited range of projects that 
can be delayed. Roads, for instance, will be 
needed in any case to serve the new facilities, 
as well as other parts of Hongkong, and resi- 
dential and industrial development will also 
be required nearby. 

A further problem is that while Hong- 
kong’s transport sector benefits from 
through-trade from China, government offi- 
cials now fear it might swamp Hongkong’s 
domestic transport infrastructure. To 
counter this, the government is looking at 
ways of constraining cargo growth. 

One official told the REVIEW that China’s 
trans-shipments only generate handling 
charges, and require only unskilled labour to 
handle containers or other cargo. Exports 
and re-exports benefit the economy more be- 
cause Hongkong’s skilled labour adds value 
and margin. 

Ultimately, therefore, building a vast port 
and road infrastructure to support through- 
shipments of goods from China is a waste of 
Hongkong’s resources — including scarce 
land — and can be avoided by controlling the 
amount of trans-shipment traffic, probably 
by charging more for it. 

Once the huge scheme is started, much of 
it will have to be continued regardless of any 
recession or slowdown in the world's econ- 
omy, because only items such as an extra 
runway or an individual container terminal 
could be added incrementally. 

There are fears that the project will in- 
crease Hongkong's cost-push inflation, par- 
ticularly in its later, more labour-intensive, 
stages because of competition for labour 
from other sectors. 

Many in the private sector fear that Hong- 
kong's construction sector will not have the 
manpower needed to handle the develop- 
ments. Construction workers should be im- 
ported ona projectby project basis, they say. 

The government does not agree. Accord- 
ing to a senior economist, no change in the 
present labour policy is envisaged once the 
infrastructural projects is under way. 

In particular, importing labour from 
China is ruled out. Hongkong contractors 
want labourers from Guangdong province 
— and not the Philippines or South Korea — 
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construction site in Cantonese. But it is un- 
likely that 30,000 workers from Guangdong 
would simply pack their bags and return to 
China once a job is finished. Since they could 
easily pass as Hongkong residents importing 
Chinese workers would almost certainly re- 
sult in a rash of illegal emigrants. 

He thinks that if the construction sector 
pays higher wages, its manpower level can 
rise to its previous high of 80,000 workers 
when the need arises. Also, he noted, in the 
initial stages, many projects will require a lot 
of machinery and civil engineers, not large 
groups of contruction workers. 

All this presupposes that the government 
knows how much the whole project will 
cost, and how it is going to pay for it. But it 
does not. 

A senior official said, no figures have yet 
been puton the cost of the projects. Nor have 
plans on how to pay for them. 

In part, Yaxley says, this is because the 
government's forecasts of revenues and 


Sperm, avC VETI IVUHNWALU LO a nve- 
year plan. Now, because of the massive ex- 
penditures that the infrastructural projects 
will require, as well as the length of time it 
will take to complete them, a 10-year forecast 
is being prepared. It will be ready by April 
1990. 


As with the five-year forecasts, growth in 
GDP, not the size of government revenues, 
will largely determine how much the gov- 
ernment spends on the infrastructure. 

The official believes that there is a strong 
case for a statutory authority, similar to that 
which built the mass transit railway, to build 
the new airport. Indeed, there is a strong 
possibility that all commercially viable pro- 
jects will be developed by the private sector 
acting as government established authority. 

As with otheraspects of the infrastructure 
plan, consultants are at work on the costing 
and financing. Until these consultants report 
in the middle of this year, the full financial 
and fiscal implications of Hongkong's future 
will remain unknown. 





POLICIES 2 


Hongkong and Guangdong rely on each other 
Cross-border benefits 





By Michael Westlake in Hongkong 


H ongkong's giant infrastructure plans 





which are centred on a new airport 

and port tend to mask the already 
important links between Hongkong and 
Guangdong. The integration and inter- 
dependence of the twois already heavy, and 
growing fast. 

Those links are of long standing, and fall 
into four major categories: water supplies, 
electricity, transport and telecommunica- 
tions. Transport largely involves road and 
rail links plus sea and river traffic. Air trafficis 
regarded as a separate issue to be settled by 
formal diplomatic negotiation rather than of- 
ficial-level agreements. 

Hongkong Secretary for Lands and 
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Shenzhen border crossing. 


Works Graham Barnes liaises with Chinese 
officials over how much water Hongkong 
buys from China, and how much to pay for 
it. Liaison consists of semi-formal meetings 
supplemented by telephone contact “to fillin 
the gaps between correspondence.” How- 
ever, these contacts have broadened to cover 
other matters of joint concern. 

For example, Barnes told the REVIEW 
there is mutual interest in straightening the 
Shenzhen River. Hongkong wants this č 
to speed the river’s flow into Deep Bay n 
west of Hongkong and thus cut down pouu- 
tion and flooding in Hongkong’s New Ter- 
ritories. China's motive is to improve naviga- 
tion for barges. Engineers on both sides of 
the border have drawn up plans — alengthy 
process because of different engineering 
standards used by each team. A similar joint 
effort was in place to build the bridge at the 
Lok Ma Chau border crossing. 

Barnes said Shenzhen and Guangdong 
provincial officials were briefed on Hong- 
kong’s infrastructural plans at a meeting in 
Canton, which coincided with China’s an- 
nouncement of plans to build an airport near 
Deep Bay and a port at Yantian. 

The Hongkong team learned that China 
was concentrating on developing the pro- 
vince's rail network, and spreading urban 
development to avoid huge concentrations 
of population. 

Early in 1988, Barnes said, there had been 
“very successful” talks with Chinese officials 


I 


on water flows in Hongkong harbour and 
the Pearl River, aimed at combating pollu- 
tion. He added: "There are a tremendous 
number of different groups coming to Hong- 
kong to see how we do things." 

Barnes said liaison was also necessary be- 
cause airport and port-reclamation work 
would lead to huge amounts of dredged 
mud being dumped in Chinese waters. 
Also, if the port is developed west of Lantau 
island — not the preferred option — then a 
lot of dredging in Chinese waters would be 
needed. But the Pearl River estuary is far 
from the ideal site for a deepwater port for 
precisely that reason. Mirs Bay, near Yan- 
tian, would be far better because it would 
need little dredging. 

Onland transport, Barnes said there were 
problems assessing needs for the immediate 
future, let alone the longer term, because so 
much private-sector industry has shifted 
from Hongkong to southern China to cut 
labour costs — much of it unrecorded by 

gkong officials. 

ut giant infrastructural plans tend to 
obscure the importance of 
China's lifeline to Hongkong — 
water supplies. Discussions 
over water supplies form the 
longestrunning relationship 
between Hongkong and 
Chinese officials, with negotia- 
tions on quantities and price of 
water supplied to Hongkong 
supplemented by temporary 
agreements when required. 

Hongkong's water-storage 
capacity was last increased in 
1978 by the HK$1.5 billion High 
Island reservoir, to give a total 
storage capacity of 586 million 
m3. This is far less than Hong- 
kong needs. Asa result the terri- 
tory requires ever more water 
from China. Hongkong's daily 
water demand varied from 2.02-2.34 mil- 
| ? in 1988, and has risen by 6-876 a year 
trom 1.42 million m? a day in 1982. 


nder a 1980 agreement, China was to 
i | supply 430 million m? during 1988-89 
for HK$481.6 million, forming about 
65% of Hongkong's total supply. This is to 
rise to 535 million m? for 1990-91 for a total of 
HK$693.9 million, and to 660 million m? by 
1994-95 at a price yet to be fixed. Subsequent 
agreements had to be reached because of 
Hongkong/s unseasonably dry weather last 
ear. 
i China included the requirements of the 
1980 agreement in its long-term water-sup- 
ply plans. Raising Hongkong’s supply to 
about 2 million m? a day to build up its re- 
serves would mean jumping toa level of sup- 
ply planned for 1993-94 — straining the capa- 
city of existing plant. It would also mean dis- 
ruption of China's plans for, and financing 
of, water treatment plants, piping, electrical 
distribution and power. 


! 


In the short term, Guangdong has im- 
posed water-conservation measures and 
Hongkong is talking about rationing in 
April, forthe first time since 1982. Hongkong 
officials are also discussing reactivation of a 
desalination plant, built in 1972, which was 
operating only from 1975-77 and 1981-82. 

But the desalter can only provide 182,000 
m? a day at a cost four times that of China's 
supplies. So Hongkong officials are hoping 
for an unusually wet remainder of the dry 
season. 

Another basic utility link between Hong- 
kong and China — power — flows the other 
way. The territory's China Light and Power 
(CLP) and Hongkong Electric have linked 
grids to cross-supply different areas of Hong- 
kong when either company has to cope with 
a demand surge or a maintenance period. 
But since 1979 CLP has supplied power, 
mostly in off-peak hours, to Guangdong pro- 
vince through an interconnection at Shen- 
zhen. 

China's chronic power shortage is a con- 
straint on industrial development, and 
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power-rationing is common in many parts of 
the country — particularly when there is a 
shortage of hydroelectric power. Demand in 
Guangdong has risen to the point that a 
three-day factory week is imposed as a con- 
servation measure, and off-peak shift work is 
not unusual. 

A Guangdong official recently said that 
Canton was only supposed to receive about 
500,000 kWh a day against a need for 
about 1 million kWh, though consump- 
tion was being held down to about 650,000 
kWh. 

In 1987, CLP sold China some 3.73 million 
kWh a day for HK$529 million in the year to 
September — 6.5% of Hongkong’s total out- 
put. This fell to HK$402 million in the year to 
September 1988 because of the new power 
station at Shajiao built by Hongkong’s 
Hopewell Holdings. 

Despite that fall, development needs will 
ensure that demand rises again — though 
supply from Hongkong is constrained by the 
Shenzhen interchange, which is running 


close to capacity. Guangaong province wu 
get 30% of its power and the remainder will 
go to Hongkong when the facility opens in 
1992. 

CLP is also taking a 50% stake in a US$269 
million pumped-storage power system to 
supply Hongkong from Conghua, in China, 
from late 1992, and will have a share in a con- 
ventional power station to supply China 
from Panyu. 


he Kowloon Canton Railway (KCR) is 
I vital as a people-mover within Hong- 


kong, so much so that its develop- 
ment as a freight link is constrained. Thus, 
land and sea links with China are expected to 
change their relative importance in the years 
to 2011. 

Also, though KCR's line capacity is 
thought to be adequate until beyond the year 
2000, there are environmental constraints on 
expanding its freight-handling yard at 
Hunghom, where a night curfew restricts 
operations to 12 hours a day. 

The yard should reach full capacity by 
about 1990, and the Chinese re- 
jected a US$372 million deve- 
lopment plan late in 1988, be- 
cause a consultants’ study 
found it would not be finan- 
cially viable even working 
round the clock. The study also 
recommended that Hongkong 
should rely more on sea and 
road transport in its strategic 
planning. 

Links between KCR and 
Chinese railway officials resem- 
ble those involving water 
supplies and are similarly of 
long standing. In 1982-87 
cross-border railway passenger 
traffic increased four-fold to 
25.4 million, and it is expected 
to rise by 5.9% a year on average 
to 121.5 million in 2011. 

Cross-border freight rail traffic has grown 
from 1.2 million tonnes in 1982 to 2.5 million 
tonnes in 1987, and is expected to rise by 
9.4% a year to 17.8 million tonnes in 2011. 
KCR officials have been studying a plan for a 
light-rail passenger link from the northwest- 
ern New Territories and its main system. 
Meanwhile, in 1988 Transport Secretary 
Michael Leung raised the possibility of this 
becoming a heavy-rail link to China, begin- 
ning at the border and running through 
Yuen Long to urban Kowloon. 

Other officials, though, prefer the idea of 
a spur line from the existing railway to Kwai 
Chung container port. The problem with 
either option is money — it costs a lot to lay 
tracks through what is now agricultural or 
semi-urban areas — and long tunnels are 
also involved. 

The government is forecasting a 12% an- 
nual increase in cross-border road freight 
traffic to 2011, with cargo coming into Hong- 
kong rising from 3 million tonnes in 1987 to 
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freight rising from 2.4 million tonnes to 36.2 
million tonnes. The three road border cross- 
ings are constrained by poor immigration 
. and customs facilities. All three crossings are 
_ being upgraded. 
The main effort is at Lok Ma Chau, where 
a Hongkong-China joint venture is building 
two bridges — the Hongkong share of the 
project is US$33.3 million to link Hongkong’s 
—.. road with the new Guangdong highway 
|. . being built by Hopewell. The first bridge is 
due to beready by mid-1989, with the second 
completed about 10 months later. The cross- 
ing will then handle up to 40,000 vehicles a 
day. | 
To make getting to this crossing easier, as 
well as to aid local traffic, a ring road costing 
US$88.9 million is being built in the New Ter- 
ritories at a cost of US$88.9 million. A feasibil- 
ity study is also under way for a road known 
as Route 3 linking the Lok Ma Chau area with 
~ Tsuen Wan and Kawi Chung, which, if un- 
. dertaken, would cost US$770-1,282 million. 
Hongkong's ferry links to China have 
been upgraded by a new US$27.8 million 
China Ferry Terminal, which will handle 
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million to 19.3 million by the year 2001. 

Seaborne cargo has increased massively 
over the past few years, underscoring the 
need for new port facilities. A major problem 
is lack of space for container storage, thou 
container business surged by 16.295 from 
January-October 1988 over the same period 
in 1987. Although much of China's cargo is 
not yet containerised a growing amountis — 
and river traffic alone recorded a 14.7% in- 
crease in 1987, with a 28.4% increase for the 
first 10 months of 1988. 

Total cargo is forecast to rise by 27.995 a 
year to 448.6 million tonnes by 2011. Trans- 
shipment cargo officially accounts for 27% of 
the present total, but the statistic is mislead- 
ing because some of it arrives in Hongkong 
by road or rail before being loaded aboard 
ships and so does not register in official fig- 
ures. Industry men suspect the true figure to 
be far higher. | 

Consultants are due to submit their Ports 
and Airport Development Study in October, 
and are believed to be leaning towards fur- 
ther development in the existing harbour 
area rather than starting afresh elsewhere. 
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Wne Omaa also said there were "serious 
problems" in obtaining details of what China 
is committed to in roads, railways and ports. 
Hongkong had therefore been forced to 
make assumptions about constant increases 
in flows of goods. 

Huge progress has been made in tele- 
communications since links were formed 
between Hongkong ard Guangdong au- 
thorities in 1975 — though telephone lines 
had been in place since 1945. From a cable 
system with a capacity of 300 circuits install- 
ed in 1974, direct dialling and an optical-fibre 
link set up in 1988 as a joint venture between 
Cable and Wireless (HK) and the Guang- 
dong Posts and Telecommunications Ad- 
ministrative Bureau have raised the capacity 
and traffic to 7,680 circuits (with an ultimate 
capacity of 46,080 circuits). 

While Hongkong Telecommunications 
has been upgrading to digital equipment, it 
has passed its analogue systems to areas of 
China which were in urgent need of extra 
facilities. This has meant an extra mil, 
lines in Guangdong, more than 400,06. su: 
Fujian and about 390,000 near Shang- 
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— Burma rebuilds its rice collection system. 
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. By Bertil Lintner and Paul Handley in 
Bangkok E bs 
he Burmese Government appears to 
I - have successfully rebuilt its rice collec- 
tion and export system, after last 
^. year's political and economic turmoil. A re- 
;," turn to previous organisational policies and 
===> scare tactics directed at the private trade, 
_. helped the government acquire by mid-Jan- 
(.. uary as much as a quarter of its target of 1.2 
=z. million tonnes of rice for the year — half of it 
.—. intended for export. 
< But competition from the private trade, 
- forced underground again, could slow the 
: government's rate of collection. Domestic 
. free-market prices are still relatively high and 
_ strong global demand is also an inducement 
| for exports, as it was in 1988. With virtually 
. no stocks carried over from previous years, 
_ the domestic supply could become tight to- 
wards October-November this year. 
Although the government legalised the 
private rice trade last year, Rangoon and 
_ Bangkok industry specialists say recent gov- 
ernment moves are a return to policies of the 
 pre-1987 period. Burma exported 600,000 
tonnes in 1986, and up to 2 million tonnes in 
the early 1960s. 
-.. Policy changes in 1987, putting collection 
. inthe hands of ill-prepared cooperatives and 
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in principle allowing private exports, had 
disastrous effects on the trade. The coopera- 
tives could only gathera small amount of rice 
and were unable to move it due to fuel and 
transport shortages. The private traders said 
they were unable to export at the official ex- 
change rate of Kyat 6:US$1, insisting on a 
special rate of at least Kyat 18. 

The result was that in 1988 the coun- 
try exported officially no more than 50,000 
tonnes. Several hundred thousand tonnes 
more were probably exported by black-mar- 
ket traders, mostly to Bangladesh and 
China. 

Under the recentralised collection sys- 
tem, the government has increased the 
amount paid for paddy from Kyat 800-900 
per 100 baskets (1 basket = 20.865 kg) to Kyat 
1,600-2,000, depending on quality. The gov- 
ernment is commandeering some 12-20 bas- 
kets an acre from the farmers, depending on 
productivity, which usually ranges from 40- 
60 baskets an acre. 

In December, the government also 
moved to deter private traders from offering 
higher prices for the new crop. Private mills 
were shut down, and inter-township trade 
was banned. The steps were mostly tempo- 
rary, but remain in effect in some areas, say 
Rangoon sources. Thegovernmentis getting 
its grain, as a result, but has not killed the 


. The government needs 600,000 tonnes to 
sell in its rice shops and distribute to the mili- 
tary. Another 600,000 tonnes is intended for 
export. Outside analysts estimate that ex- 
ports will reach 400-500,000 tonnes. The en- 
tire crop is expected to produce about 9 mil- 
lion tonnes of milled rice. 

Sources say Rangoon officials are still not 
fully confident of meeting the target, though 
at nearly 300,000 tonnes, collection is reason- 
ably on schedule. The government appears 
determined not to repeat last year’s fiasco. A 
severe domestic rice shortage contributed 
strongly to the anti-government sentiment. 

There is still some room to worry. Sov ---- 
say the street price of rice is still fairly hi; 
Rangoon, though at Kyat 10-11 apyi (2.13 kg) 
for low- to middle-grade grain, it is down — 
from Kyats 16 last August. The current 
minimum wage is Kyat 8.50, still well below 
the street rice price. 

. The lack of confidence in meeting its 
target could be to blame for Rangoon’s slow- 
ness in opening discussions with foreign 
governments on exports. Meanwhile, the 
government has contracted with private 
traders to sell about 14,000 tonnes of broken 
rice. 

The government is also unwilling, appa- 
rently, to adjust the exchange rate so that the 
private trade can become legally involved. 
Economic analysts and traders expected a 
devaluation for most of last year, but it never 
came. At current high international prices, 
the government need not subsidise its ex- 
ports at its procurement prices. But private 
traders would need another rate to export of- 
ficially. a 
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RESEARCH AND. 


INNOVATION 


High noon for silicon chips 


s gallium arsenide, the compound 

. semiconductor material long tipped as 

à successor to silicon, finally about to 

catch on as a computer component? 
And if so, why are companies which 
specialise in making these components 
going out of business? 

Two announcements in December could 
indicate that the answer to the first question 
is yes. The first was a multi-million dollar 
contract, from the US super computer firn 
Cray Research, for gallium arsenide micro- 
chips; the second, by the Japanese elec- 
tronics giant Hitachi, was of a new structure 
| — allium arsenide transistors that prom- 
i he ability to squeeze more components 


| onto computer chips — higher on-chip den- 


sities, in the jargon of chip makers. 

All computer makers are speed addicts, 
always in search of ways to increase the pro- 
cessing speed of their computers. The ex- 
treme cases are the supercomputer makers, 
such as Cray and Hitachi, for whom the crav- 
ing for ever faster components outweighs al- 
most all other considerations. 

Speed in computers ultimately comes 
down to how quickly electrons can be per- 
suaded to travel through their chips. There 
are basically two ways to rev up chip speed: 
make the individual transistors smaller so 
that the electrons do not have so far to go; or 
make the electrons themselves go faster. 

An example of the former approach is the 
ever higher level of integration — the degree 
of component density — in successive gener- 
ations of random access memory chips. Gal- 
lium arsenide is an example of the latter ap- 
j hh. Electrons whizz through it several 
t faster than through silicon. They also 
dissipate far less power in the form of heat. 
This means that, unlike very fast silicon sys- 
tems, in which chips are so densely packed 
that they require cumbersome and ex- 
tremely expensive liquid-cooling systems, 
gallium arsenide based systems can whirl 
along happily at room temperature. 

Now, if gallium arsenide is so great, why 
is no one using it? The main reason is that 
it has been difficult for gallium arsenide 
technology to compete with the tremendous 
momentum built up by an established 
technology such as silicon. And gallium arse- 
nide has its drawbacks, too — it will always 
be more expensive than silicon. Gallium is a 
rare, silvery-white metal which exists in trace 
amounts in some ores; whereas silicon is 
common as dirt, making up more than a 
quarter of the Earth’s crust. A 3-in. wafer of 
gallium arsenide from which chips are fabri- 
cated currently costs up to four times as 
much as a 6-in. silicon wafer. 


It also has other difficulties. Gallium arse- 
nide is brittle, and tends to fracture during 
processing. This means that developing 
commercial chip-production systems capa- 
ble of sufficiently high yields of usable de- 
vices is one of the biggest challenges that 
component makers face. 

Gallium arsenide pioneers believed, mis- 
takenly, that customers would be prepared 
to pay any price for extra speed. In their en- 
thusiasm for it, they also miscalculated how 
much the silicon-based competition could be 
improved. 

For these reasons, gallium arsenide has 
thus farbeen confined mainly to applications 
that silicon components are incapable of per- 
forming: for example, light emitting devices 
such as semiconductor lasers used to read 
compact discs, or used in specialised very 
high frequency amplifiers for satellite Tv an- 
tennas. 

A further property of gallium arsenide — 
its inherent resistance to radiation damage — 
looked as though it would bring in regular 
revenues from military applications. But this 
market was never very large to begin with, 
and has recently been eroded by budget cut- 
backs and improvements in the radiation- 
proofing of silicon devices. 

The contraction of the military market 
convinced the German firm Siemens that it 





it's to do with how quickly he can travel 
through a plate of chips. 


was time — after three years and an invest- 
ment of more than US$50 million — to get 
out of gallium arsenide. In November, it pull- 
ed the plug on its US gallium arsenide com- 
ponents subsidiary, Microwave Semicon- 
ductor of Somerset, New Jersey. 

The previous month another gallium ar- 
senide specialist, Gain Electronics, also of 
Somerville, withdrew from the marketplace 
to lick its wounds. The problem in this case 


appears to have been that neither the com- 
panys management, former researchers 
from the US communications giant AT&T, nor 
its principal investors who had reportedly 
ploughed in US$30 million, the ubiquitous 


Japanese trading house Mitsui, had suffi- | 


cient marketing knowhow. 

Gain’s unhappy experience does not 
augur well for another brace of would-be gal- 
lium arsenide merchants, the South Korean 
firms Hanil Synthetic Fibres and Sammi 
Steel. In the past year, each has reportedly in- 
vested around Won 50 billion (US$73 mil- 
lion) in building gallium arsenide manufac- 
turing facilities. 

The key tofuture growth in the market for 
gallium arsenide is not so much analogue ap- 
plications like semiconductor lasers (which 
are in any case already dominated by lapan- 
ese companies such as Sharp), but digital ap- 
plications such as computer memory and 
logic chips. Hanil and Sammi can take heart 
trom Cray's recent order for US$30 million of 
gallium arsenide chips from the Californian 
specialist firm Gigabit Logic. 

Understandably buoyed by this order, 
Gigabit is predicting an increase in the size of 
the market for digital gallium arsenide de- 
vices from about US$100 million now to 
US$500 million by 1992. Of this, computer- 
related sales would account for 45%, up from 
around 15% today, as makers of less exotic 
machines than supercomputers begin to buy 
high-speed gallium arsenide components. 

For such growth to take place, however, 
density levels — the number of transistors, 
memory cells and logic gates (electronic 
switches) that can be crammed on a chip — 
will have to increase significantly. 

Gigabit's best effort thus far is a four- 
kilobit static (S-RAM) which, though faster, 
falls far short of the 256-kilobit capacity of 
currently available silicon S-RAMs. The 200- to 
400-gate logic chips that the company is ship- 
ping to Cray are similarly much less dense 
than the 2,500-gate bipolar silicon chips that 
Cray uses in its latest supercomputer, the 
Y-MP. 

That is why Hitachi's recent announce- 
ment is potentially of such great significance. 
Hitachi claims that its new transistor struc- 
ture — dubbed a doped-channel hetero- 
structure insulated-gate field-effect transis- 
tor, a mouthful even by Japanese standards 
— is capable of 10 times greater densiti 
than current devices, and is moreover easy to 
manufacture. 

If so, component makers may finally be 
able to rebut the old crack, that gallium arse- 
nide is the technology of the future — and al- 
ways will be. u Bob Johnstone 
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THE 5TH COLUMN 





Bush's burning agenda 


eorge Bush faces an awesome fi- 

nancial agenda. The question for 

East Asia is whether Washington 

will be able both to deal with its 
domestic preoccupations and to give suffi- 
cient attention to the Far East as well. The 
prognosis is not good. 

On the bright side, the occupants of the 
administration's top ranks are among the 
most impressive the US has seen in decades: 
James Baker at State, Nicholas Brady at 
Treasury, and Richard Darman at the Bud- 
get Office all have vast experience in public 
and private life, an understanding of global 
markets, and a remarkably non-ideological 
bent. 

But the more sobering thought is that 
even as Bush delivers his inaugural address, 
his cabinet will be involved in unpre- 
cedented struggles to regain fiscal solvency, 
to keep the currency from collapsing, to 
shore up a wobbly banking system, and to 
develop a public policy framework for the 
continuous waves of corporate mergers, 
takeovers and leveraged buyouts. From 
Tokyo to Bangkok to Wellington, the out- 
come of these struggles will be felt. 

Upon taking office, Bush's financial 
agenda will look like this: 

» He will try to reach an understanding 
with Alan Greenspan, chairman of the Fed- 
eral Reserve, to restrain the increase in in- 
terest rates. Not only will the administration 
be worried about recession, but because in- 
terest payments on the national debtaccount 
for almost a fifth of federal spending, higher 
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> Bush will wrestle with congress to con- 
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By Jeffrey E. Garten 


rates make it that much harder to reduce the 
budget deficit. Greenspan, meanwhile, is 
obsessed with the prospect of inflation and is 
unlikely to give ground. 

> Bush will propose a budget deficit reduc- 
tion package without raising taxes. He has ig- 
nored all warnings that new revenue-raising 
measures are a sina qua non for fiscal sanity. 
Some time in February or March, however, 
Wall Street will probably make the message 
clearer, and a crisis in the financial and 
currency markets will force the adminis- 


66 


Bush might tolerate 
extremely aggressive 
implementation 


of the new trade bill. 
99 
tration to go back to the drawing boards. 
> The new president will try to handle the 
bankruptcy of the savings and loan system in 
such a way that it does not preoccupy the fi- 
nancial establishment to the detriment of 
everything else. This will be difficult since the 
projected cost of a government bailout is 
mounting weekly — from US$40 to US$50 to 
US$60 billion, for example — and none of 


this salvage money has been included in the 
budget. 
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Bush holds first meeting with his designated cabinet members. 
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tain resentment against takeovers and lever- 
aged buyouts, and he will try to prevent a 
host of other legislation concerning the sec- 
urities industry — such as insider trading or 
some re-regulation — from scaring the mar- 
kets. 

> Internationally, low key efforts to refash- 
ion the Louvre agreement on currency coop- 
eration can be expected, but Washington 
seems more interested in easing the Latin 
American debt situation. With no money to 
hand, however, the solution may turn out to 
be quite undramatic. 

This does not look like an agenda of a 
ernment determined to play a forceful rc 
leading the world economy. It may be too 
soon to judge, of course. And it is tempting 
to say that Washington must get its house in 
order before it turns to more global concerns. 
Unfortunately, things are rarely so simple. 

To begin with, the world won't stop spin- 
ning while Washington gets its act together. 
The US may think it can split its agenda into 
domestic and international compartments, 


but no one else does. For East Asia, for exam- 


ple, the outcome of the Bush-Greenspan tug- 
of-war over interest rates, or the impact of 
Wall Street jitters over takeover legislation on 
markets and currencies needs little elabora- 
tion. Nor does the strain which budget aus- 
terity will put on US backing for the Asian 
Development Bank, on continued support 
for bilateral aid programmes in Indonesia or 
the Philippines, and on US willingness to 
continue funding troops stationed in Japan 
and South Korea without more help. 

There is a good chance, too, that an 
tended by-product of the extensive corg.co- 
sional hearings on takeovers will turn a spot- 
light on Japan's role in foreign investment in 
the US. One contentious issue will be the fact 
that Japanese money is behind more and 
more takeover and buyout activity, whereas 
reciprocal opportunities for such “financial 
engineering” do not exist in Japan. Allega- 
tions that Japanese companies investing di- 
rectly in the US are blatantly avoiding unions 
and minorities may be equally explosive. 

Moreover, the new administration is 
likely to fear the wrath of financial markets 
much more than it does trade frictions. The 
spectre of the October 1987 crash still stalks 
Washington and, as a result, there may be 
political trade-offs between Bush and con- 
gress. The legislature would defer to the ad- 
ministration on financial matters, and Bush 
would tolerate extremely aggressive im- 
plementation of the new trade bill, with its 
arsenal of retaliatory measures. Among the 
possible results for Asia: more pressure on 


í 


patent and copyright reform, further curtail- 
ment of trade preferences, more arm twist- 
ing to liberalise financial markets. Above all, 
there are sure to be continued efforts to force 
currency revaluations in South Korea and 
Taiwan. 

With regard to Japan, Bush seems to have 
no gameplan for the wide range of both im- 
mediate and short-term questions. These in- 
dude how to share power in the interna- 
tional financial institutions, how to deal 
jointly with the Latin American debt, how to 
adapt financial market regulations to a 
changing global environment, and how to 
shape the currency system for the future. 
The result could be drift and mounting fric- 
tions on the mostimportant power axis in the 
non-communist world. 

America's financial agenda cannot be as- 


sessed ina foreign-policy vacuum, of course. 
But here, again, there is no occasion for re- 
joicing in Asia since most of Washington's 
days are likely to be devoted first to Gor- 
bachov, then to Europe's flirtation with Gor- 
bachov, and — because of the tangled issues 
of drugs, debt, and democracy — to Latin 
America. For US financial diplomacy in East 
Asia, this probably means less time, and less 
sensitivity. 

The lesson of American presidents since 
1933 when Franklin Roosevelt was elected is 
that new ideas and strategies require 
genuine preparation if they are to prove suc- 
cessful. Americans had no doubt what 
Roosevelt would do once he was elected; it 
was spelled out in his campaign for a "New 
Deal" and his first hundred days were a 
whirlwind of legislative achievement. John 
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South Korean brokers gain a foothold in New York 


Kyeing the Big Apple 


South Koreans would like to start ex- 
porting capital — and stockbrokers — to the 
US. 

South Koreaissettobecomeanet-creditor 
nation late this year and its stockmarket will 
be opened to direct foreign investment by 
1992, so South Korean brokers are starting to 
put their US operations in place. Daewoo 
Securities, the largest domestic broker, was 
the first, opening its representative office in 
New York in 1984. With the opening of 
| dai Securities’ office early this year, 
t..... will be seven South Korean stockbrok- 
ers in New York. "In the long run the US is 
the ultimate market for South Korean is- 
suers," says Daewoo's New York represen- 
tative, Hwang Kun Ho. 

In the short run, however, about the only 
way South Koreans securities firms can earn 
the hefty rents they all pay for their suites in 
the World Trade Centre is by underwriting. 
This is only marginally profitable, but the 
South Korean Government will not let them 
apply for broking licences abroad until 1991, 
in line with its market-liberalisation scheme. 
South Korean firms in 1987 co-underwrote a 
number of country funds, including the First 
Iberian Fund, the Thai Fund and the Brazil 
Fund. Moreover, both Daewoo and Ssang- 
yong co-managed corporate underwritings 
with US securities houses. 

But underwriting also teaches South Ko- 
reans Western corporate-finance techniques 
and develops skill at placing paper — both of 
which are in short supply among the South 


Koreans. Most South Korean firms try to 
send 10-15 staff a year from their head offices 
for training programmes at one of the US sec- 
urities houses. 

Back home in Seoul, international depart- 
ments are swelling in line with the nascent 


overseas presence. Daewoo's international 


department has grown from six staffs in 
1984 to more than 40 today. The firm has 
representative offices in Tokyo, Hongkong 
and London, as well as New York, and plans 
to open another office in West Germany or 
Switzerland this year. 

If the 1980s have been a time for learning, 
the 1990s should prove a time for business. 
South Korean corporations will be issuing 
bonds or depositary receipts in the US mar- 
ket within two or three years, Daewoo's 
Hwang predicts. In fact, investment banks 
recently, and unsuccessfully, approached 
Samsung Electronics, which in 1985 was the 
first South Korean company to issue a con- 
vertible bond on the international markets, 
about the possibility of converting that issue 
into unsponsored American Depositary Re- 
ceipts (ADRs). 

The best prospect for business is likely to 
be the large South Korean corporations. As 
exports grow, US subsidiaries of South Ko- 
rean corporations will be collecting large 
amounts of funds in the US. South Korean 
brokers hope they will be chosen to manage 
and invest the funds. 

“When we [receive a brokerage licence] 
South Korean clients will be our biggest cus- 
tomers," says Ssangyong Securities New 
York representative Lee Won Ik. "Their as- 
sets will be invested in the US market 
through South Korean securities firms." In 


F. Kennedy campaigned long and hard for 
progressive social legislation and had 
momentum from day one. When he was a 
presidential candidate in 1980, the words 
"Ronald Reagan" became synonymous with 
lowertaxes, deregulation, and defence build- 
up. And on these fronts his first term was a 
rousing success. 

But George Bush has not laid out visions. 
And so he has inherited an agenda by de- 
fault. Coping with it effectively will be no 
mean trick, and East Asia ought not to count 
on his being able to do it. a 


Jeffrey E. Garten is president of Eliot Group 
Inc., investment bankers in New York. He worked 
in the Nixon, Ford, and Carter administrations, 
and from 1984-86 directed Shearson Lehman 
Brothers' Far Eastern activities from Tokyo. 


their more candid moments, the South Ko- 
reans concede they will probably attract very 
few US clients, except to invest in Seoul; low 
labour costs, after all, are hardly a selling 
point in financial services. 

The South Korean Government, which 
enforced strict restrictions on capital outflow 
for many years, reversed its stance last year 
and has begun encouraging companies toin- 
vest abroad. Securities companies are al- 
lowed to invest up to US$30 million each in 
foreign securities; banks and life assurers can 
invest up to US$10 million each. 

So far, however, overseas investment by 
South Koreans has been negligible, because 
of the high returns available in Seoul. But 
South Korean brokers believe that once 
South Koreans are comfortable investing 
abroad, they will be able to sell the US market 
as cheap compared with both Tokyo and 
Seoul, where the weighted average price- 
earnings ratio is around 30 times even after 
excluding high-priced financial stocks. 

The South Korean securities houses in 
New York are also acting as salesmen for 
their country. "We are selling the South Ko- 
rean economy and South Korean capital 
markets and also the South Korean political 
situation," says Lee. Lee figures that when 
the South Korean market opens to direct 
equity ownership by foreigners in 1992, 
Ssangyong can divert some of the funds that 
US money managers now have in Tokyo 
to the Seoul bourse. To support its effort, 
Ssangyong is building a database with the 

University of Rhode Island which will cover 
the past 10 years of the South Korean mar- 
ket. 

Longer term, the South Koreans are well 
aware that the US market is tough to crack. 
Large Japanese securities firms have thrown 
plenty of money and people at the US market 
with little success. South Korean firms 
would do well to decide whether they want 
to emulate the Japanese and offer a full range 
of financial services or whether they should 
adopt a niche strategy and concentrate sim- 
ply on broking. E 
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Keating keeps faith 


till struggling with a blow-out of im- 
ports which have contributed to a 
current-account deficit of A$7.35 bil- 
lion (US$6.35 billion) after the first 
five months of the 1988-89 financial year, 
there is no way that the forecast deficit of only 
A$9 billion by the end of June can now be 
achieved. 
But the terms of trade, thanks to higher 
export prices, improved by 19% in the nine 
months to September. 
Treasurer Paul Keating remains optimis- 
tic. One reason for this — apart from his as- 
sertion that imports of machinery indicate a 
desired retooling of industry — is that thanks 
partly to tax “bracket creep," government 
revenues are 8% up on forecasts and could 
well produce an A$7 billion surplus 
instead of the anticipated A$5.5 bil- 
< lion. This means that despite a worse- 

_than-hoped for performance of the 





(starting in July) may be affordable. 
Keating's faith inindustrialinvest- 
ment would seem to be justified — 
machinery imports made up more 
than one-third of November's import 
bill of A$4.15 billion. Investment in 
equipment in the year to September 
increased by 1176 over the previous 
nine months, with total business in- 
vestment up 17%. But some analysts 
suggest that much of the investment 
is in service industries rather than 
manufacturing, and may increase 
domestic supply rather than ex- 
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With interest and mortgage rates ex- 
pected to remain around the 14.5-15% mark, 
the Australian currency should stay firm 
around 86 US cents. There are certainly no 
signs of interest rates coming down in the 
near future; some even predict they will rise. 
Most analysts think the currency will hold its 
value for some months. 

Westpac Bank's January Market Insights 
even suggested that while the Australian 
currency was not far out of line with the US 
dollar, it actually was heavily undervalued 
against the yen at around Y 110, in terms of 
relative purchasing power. It hastened to 
add that its analysis was based on long- 
term trends and that the bank did not expect 
any short-term appreciation against the yen. 
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Righerprices ^^ 


The Reserve Bank's trade-weighted 
index for the Australian dollar — based on 24 
currencies of Australia's major trading 
partners — reached 64.40 on 10 January, its 
highest level since June 1985. 

The overheated housing market having 
peaked, analysts look forward to a relaxation 
of tight monetary policy by mid-year, by 
which time, they hope, inflation — now 
around 7% — may be coming down to some- 
thing like the government's forecast of 4.5%. 
Most of the rise in the consumer price index 
in recent months, apart from the housing 
component, has been due to increased food 
and vegetable prices, attributed to f " 
damage earlier in the year. | 

Commodity prices have remained firm, 

with very high prices for iron ore 
bolstering export earnings, and the 

upturn in international wheat prices 
leading to a prediction by the Austra- 
lian Wheat Board that the price for 
Australian Standard White wheat 
could be 15% up on that of 1987-88, as 
long as the Australian currency stays 
stable. But world commodity prices 
may fall in the second half of 1989, 
as slower global growth takes 
hold. 

Growth of GDP for 1988 is expected 
to be about 3.5%, but predictions for 
1989 vary widely. A survey by The Age 
newspaper of 42 economists and ana- 
lysts produced an overall average of 
2.67o, but the variations were be- 
tween a high of 3.75% and a low of 
1.3%. The OECD prediction is 3%. 
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If you are considering, or are now, investing in one 
or more of Asia's fast paced stockmarkets, a trial 
of ASIAN MARKETS MONITOR may prove to 
| our wisest investment in 1989. As everyone 
knows a major key to successful investing is having 
the right information at the right time, and that's 
what each issue of AMM delivers to its many read- 
ers.each and every week. 


A no nonsense, straight from the shoulder weekly 
newsletter AMM will provide you with detailed 
market commentary, objective reports on sectoral 
developments and the reasons behind them, high- 
lights of results of large and medium sized com- 
panies, informed analysis and opinion and much, 
much more. 


Normally available for longer terms for a limited 
time only we are offering a trial to . . . 

ASIAN MARKETS MONITOR so that you can 
discover for yourself how very helpful AMM can 
be to you when it comes to making the right invest- 
1  t decisions. 


AMM is written, complied and edited by 
specialists throughout the Asian region and pub- 
lished by a wholly owned subsidiary of Review 
Publishing Company Ltd., publisher of the Far 
Eastern Economic Review, Asia’s most authorita- 
tive business/news publication. 


Because we are so confident that once you've 
sampled AMM for yourself, you will discover 
how valuable it can be to you in making invest- 
ment decisions, we are offering a 13 issue 
trial-period for only US$150. That amounts to 
US$11.54 per week, less than the price of a moder- 
ate lunch. | 


Why not begin 1989 with your best investment foot 
forward by placing your trial order to AMM today. 
We firmlv believe that vou will begin benefitting 


TOU ARE LIKELY TO 
—AKE ALL YEAR! 








If for any reason after ordering AMM you wish to 
stop your trial subscription, you may do so at any 
time and receive a full refund of the unused por- 
tion of your payment. 


Order now while you are thinking about it and 


start receiving the kind of timely news and infor- - : 


mation you need to have about the Hong Kong, 
Singapore, Malaysian, Philippine, Thai and Ko- 
rean stockmarkets. You have everything to gain 
and nothing to lose. 


To order simply complete the coupon and send it 
along with the appropriate payment or completed 
charge card information. 


To: Publications Div., Dept. AMM, Review Publishing 
Company, Ltd., GPO Box 160, Hong Kong. 


CO Yes! Please enter my 13 issue trial order to Asian Markets 
Monitor immediately so that I can begin to benefit from the 
investment intelligence I will receive each week. 13 issues — 
US$150/£91/HK$1,170. 

C] I perfer to order for 52 issues — US$599/£363/HK $4,670. 

You may forward equivalent payment in any convertible cur- 

rency. 

23 Lenclose.. in payment thereof (cheque payable to 
Review Publishing Company Ltd.) Or, please charge my 
credit card (tick one): 


Lj American Express E Diners Club 


Lj MasterCard C] Visa 
Card. No. ~— Exp. Date 
Sig. E EPEL EEE HIN 
Name n 


{mease print in block letters) 


Address eee a nae ee ERLE ee eras PIIREES 
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inations worldwide. 
New destinations include Orlando, Faro, Valencia 
xd Denpasar. Plan your next trip through your local travel ag 
Jr the 336 KLM offices worldwide. 
Wher er vou contact us 
liable, punctual, careful and friendly. - 
Test us, try us, fly us. 
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Asia 1989 Yearboo.: 


We give you Asia, 
minus the mystery, 
minus the myth: 


Asia, the world’s most dynamic market place is home to more than half of man- 
/ kind. Every day events occur here which not only shape the destinies of its more 
than 4 billion population but affect the entire world as well. 








The Asia 1989 Yearbook does more than just cover these events — it compiles, a 
lyses and interprets them for the reader. No businessman or scholar can afford to ignore 


them. Nor can any professional or anyone who has dealings with or an interest in this excit- 
ing region. 


your fingertips as does the Asia Yearbook. 
NOW INITS 30TH YEAR... | 


Decide for yourself whether any other single medium puts the social, political and economic realities of Asia at 


Asian capital and other areas of interest throughout the region. This leading 


Matching the rapid pace of Asian development the Asia Yearbook goes into 
great detail, with greater insight — a book which everyone who needs to 
know about Asia should have on the bookshelf. Now in its 30th year the Asia 
1989 Yearbook is more thorough and comprehensive than ever before. 


COUNTRY-BY-COUNTRY ANALYSIS... 





m . Each country is discussed with up-to-date reviews of its Politics and Social 


Affairs, Foreign Relations, Economy and Infrastructure, complete with a 
map and lists of leading public officials. The Asia 1989 Yearbook gives you 
localised, first-hand information on everything from market potential and 
population trends to foreign aid involvement and social and cultural land- 


. —.- marks. Each country chapter has a Databox giving essential vital statistics. 


And there is also a statistical round-up compiled against a master question- 
naire provided by Yearbook experts. 


HOW IT IS DONE... 

Published by the Far Eastern Economic Review, the Asia 1989 Yearbook is 
the result of thousands of manhours of work during the year. Every week, 
the Review's correspondents file on-the-spot reports from every major 





team of writers, analysts, experts and research staff contribute (as they have 
regularly for 30 years) to keep the Asia 1989 Yearbook on top of events. To 
give you Asia minus the mystery, minus the myth. To give you Asia as only 
the Far Eastern Economic Review can. 


SOME OF THE FEATURES YOU'LL FIND... 
The Asia 1989 Yearbook offers completely revised chapters — covering 
another historic year in Asia, and analysing US involvement in the region 
and you will also find familiar chapters and features as well: a portrait of The 
Entire Region, The Power Game, Population & Food, Development 
Banks, Asian Finance, Asian Investment, Commodities, Energy, Aviation, 
Shipping, Fishing, Trade & Aid, the Pacific, Asian & Pacific Organi 
and much more. | 






As in the past, the Asia 1989 Yearbook has an abundance of charts, tables 
and graphics to illustrate the material, including a full military profile of 
each regional country. 


The main body of the book contains chapters on 31 countries, ranging from 
Afghanistan to Japan, from China to New Zealand. 
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While regulators fiddle... 


hroff has been most impressed by 
the urgency and seriousness of the 
debate over Hongkong’s forthcom- 
ing Securities and Futures Commis- 
sion Bill. But while the stock exchange chief 
executive Francis Yuen and the head-to-be of 
the new commission, Robert Owen, battle it 


. out verbally for the spoils of power — debat- 








ing who will control funds, issue directives, 
and vet listings — it appears that more than 
one company director and their investment 
advisers are blissfully ignorant of the 
cacophony. 

Two deals to slide across Shroff's desk in 
tr- '-st week show just what Owen and 
Ys are up against as they attempt to raise 
levels of scrutiny. One appears to be a picture 
perfect effort by company directors to fix upa 
nice deal for themselves — a deal whose be- 
nefits to other shareholders are not im- 
mediately apparent. The other appears to be 
the latest example of an apparently growing 


| trend: a dodgy deal involving a shadowy 
_ Chinese company thatnoone has ever heard 


of. Here again, some long suffering 
minorities seem to be taking it on the chin. 

Ironically, the potential for this kind of 
thing appears even greateras the debate over 
Hongkong 's regulatory system grows more 
heated. The current Securities Commis- 
sioner’s Office appears to be investigating 
neither case vigorously — rather it is dole- 
fully winding down. 

The first deal involves K. Wah Stones 
(Holdings) a local construction. materials 


| firm. On7 January, K. Wah announced a dis- 
| mal 82% drop in earnings for the first half of 
| tk ar, despite a 21% rise in turnover. 


gs per share fell to 93 HK cents from 


| HK$5.70 (73 US cents) during the compara- 
| ble period. The market reacted by pulling K. 
_ Wah shares down some 13% for the week, at 
| atime when the Hang Seng Index was posi- 
| tively soaring. 


On 13January, K. Wah bought a property 


| in Kowloon owned by three of its directors 
| for HK$13.8 million. These gentlemen were 
| paid by issuing 16,000 new K. Wah shares, 


| representing about 3% 


of the previous out- 


| standings. The shares were priced at 5% 
| below the average of K. Wah's closing prices 
_ for the previous seven days — most of which 
| had of course come after its horrific interim 
_ results were announced. 


The purchase price represented quite 


| a pretty premium over the property’s last 
| valuation, which was on 2 December last 
, year. Then, independent agents figured it 
| would fetch HK$13 million on the open 
_ market. The extra HK$800,000 isn't a bad 
| profit for the holiday season, particularly if 


K. Wah's share price begins to climb anew. 

But the injustice practiced on minorities in 
K. Wah's property deal pales in comparison 
to the ownership merry-go-round now 
being ridden by investors in property com- 
pany Asean Resources. The name of this 
company, under various owners, has been a 
bvword for exploitation of the public by the 
main shareholders, first of whom was Tan 
Eng Sing, Singapore associate of the notori- 
ous Low brothers, late of Ka Wah Bank. 

Asean, was delisted in 1986 amid well- 
documented charges of outright plunder by 
its principal owner, Malaysian businessman 
Datuk Yap Sing Hock. Small-time punters 
who bought into the company in the early 
1980s at prices ranging from 40 HK cents to 
HK51.60 have been out of the money ever 
since. 

Yap, currently on trial in Malaysia for em- 
bezzling from another of his companies, has 


.been hanging on to Asean with the tenacity 


K Wah Stones share price : 


(02550 Solros: REVIEW Data 


of a pit-bull. He now appears to have found a 
most unlikely Chinese white knight to res- 
cue him from a hostile takeover bid that was 
welcomed by individual shareholders. 
Yap’srecord at Asean bears repeating. He 
took it over in 1985 with a HK$210 million 
loan from Ka Wah Bank, which collapsed in 
December of that year. Speaking two years 
later, a Hongkong judge found "cogent and 
compelling evidence" that Yap and then Ka 
Wah Bank chairman Low Chung Song had 
colluded to strip the property concern. 
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Low, having been indicted here on a variety 
of charges, flambovantly flew the coop to 
Taiwan. Ka Wah's new owners, the China 
International Trust and Investment Co., set- 
tled out of court for HK$45 million after Yap 
sold off most of the rest of Asean's proper- 
ties. 

In November, Pinemount Development 
made a HK$110 million hostile cash offer for 
Asean. Pinemount, owned by Hongkong 
diamond dealer William Doo, offered 20 HK 
cents a share, a reasonable price given 
Asean's performance. Yap and his allies 


promptly rebuffed the offer, at one pointtell- - 
ing the press that Asean would reporta profit | 
next year. This clearly implied that the offer | 


was too low and just as clearly won Asean | 
management a reprimand from authorities | 


for making a profit forecast. 


While this was going on, Yap managed | 


to sell to Asean — shortly before the Pine- 
mount bid was announced — four Singa- 
pore apartments for 53 million new shares, 
worth roughly HK$10 million. A brief in- 
quiry by the preoccupied committee on mer- 
gers and takeovers found insufficient evi- 
dence to prove that Asean knew of 
Pinemount's plans when it bought the apart- 
ments from Yap’s Ocean Front Ptes Ltd. 

Shroff himself still wonders, given the disar- 
ray on the official side at Exchange Square. 

Earlier this month, Pinemount's bubble 
burst. Yap and his allies agreed to sell their 
34% stake in Asean Resources, for the same 
20 HK cents a share price, to a company call- 
ed Jetreach Investments. 

Jetreach is said to be majority owned by a 
company from — of all places — the desper- 
ately poor Chinese province of Hubei. 
Neither Asean's adviseron the deal, BT Asia, 
nor Indosuez Asia, which is advising Jet- 
reach, will say anything more about the com- 
pany, other than they have received 
“categorical” assurances that Jetreach has 
nothing to do with Yap or any of his friends. 
The mysterious Jetreach, which is paying 
about HK$40 million for its stake, is said to 
want to relist the company. 

The white knight's unlikely pedigree re- 
minds Shroff of another recent instance 
where a company has played the China card 
to keep prying eyes from prying too hard. 
That company, called S. Zhongshan Interna- 
tional Investments, has been busy trying to 
use its alleged Peking connections to scare up 
the HK$2.5 billion it has committed to buy- 
ing a prime piece of Hongkong real estate. 
While the success of its endeavour is in ques- 
tion, it appears that more than one local 
operator has cottoned on to the usefulness of 
the approach. a Jonathan Friedland 
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Japanese managers changing attitudes to takeovers 


Corporate 


By Nigel Holloway in Tokyo 
| is commonly believed that corporate 








takeovers within Japan are anathema to 

the Japanese — but there are signs that 
attitudes are changing as managers develop 
a taste for buying foreign companies. An 
opinion poll of 601 Japanese executives by 
the Nihon Keizai Shimbun last autumn 
showed that two-thirds were either “in- 
terested” or "very interested" in mergers and 
acquisitions (M&A). 

Even today, when most Japanese firms 
talk of acquisitions, they mean the purchase 
of companies overseas — not at home. In a 
country where the top companies offer their 
workers lifetime employment, buying 
another firm is rarely seen as necessary or de- 
sirable. Long-term growth is preferred to the 
“quick-fix” solution of a takeover. And cor- 
porate cultures in Japan are so distinctive that 
the marriage of two firms is often too painful 
to contemplate. 

The most obvious sign of change was the 
establishment last October of Japan's 
first independent M&A "boutique," 
called Recof. Until now, corporate 
marriage brokers have been depart- 
ments of securities houses, banks 
and, more recently, trading com- 
panies. Recof is led by two former 
executives of Yamaichi Securities, 
which is widely regarded as the 
pioneer of this type of investment 
banking in Japan. The important 
point about Recof is that it expects the 
great majority of its business to in- 
volve joining Japanese companies to- 
gether, rather than finding them for- 
eign firms to acquire. 

The new firm has been likened to 
Wasserstein & Perella of the US, 
which was formed last year by two 
disaffected M&A specialists of First 
Boston, but the resemblance is only 
skin deep. Recofs chief execu- 
tive, Masaaki Yoshida, sought 
Yamaichi's permission to set up inde- 
pendently, and then waited a decent interval 
of 10 months after his departure before open- 
ing for business. The seven employees he 
and the president of Recof International, 
Masaharu Yonezawa, took from Yamaichi 
moved by mutual agreement. 

There is one similarity, however. Like 
Wasserstein & Perella, ^we are a spin-off 
boutique and we represent the trend of the 
times," says Yoshida. He thinks that tighter 
control of insider trading by the Japanese au- 
thorities will make it more difficult for brok- 





flirtations 


ers and banks to conduct M&A in-house, de- 
spite so-called “Chinese Walls” between the 
corporate finance and brokerage depart- 
ments. And if a client asks the M&A depart- 
ment of a Japanese bank or broker to act as in- 
termediary, they do not just demand a fee 
but also want a share of the underwriting or 
some other business. Clients want to keep 
these activities separate, he says. 

Recof demonstrates that M&A is becoming 
more acceptable in Japan — but it is still a 
ticklish business. The firm’s main job is to ob- 
tain as clear an idea as possible of what sort of 
company his client wants to acquire, says 
Yoshida, by understanding the man’s 
“character, business culture, philosophy 
and strategy.” 

The skill comes in selecting the target or 
targets, which is done “by using our own 
network of contacts” culled from 15 years’ 
experience, during which Yoshida says he 
achieved more than 70 tie-ups. The complex- 
ity of interlocking shareholdings in Japan is 
not the obstacle to a tie-up it might first ap- 
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pear, he suggests. When the chief executive 
decides to go ahead with an acquisition, it is 
up to him to gain the consensus of employ- 
ees and shareholders. 

For an M&A broker, number crunching 
definitely comes second behind personal re- 
lationships. This is partly because most of the 
domestic M&A activity involves unlisted Ja- 
panese firms. According to Yamaichi, the 
average disclosed value of Japanese cor- 
porate acquisitions (and these include 
minority interests purchased) was only 


1988 


¥1.58 billion (US$12.4 million) last year — 
about one-seventh of the value of purchases 
made overseas. 

Acquisition activity in Japan has taken 
place in distinct waves since 1945, In the first 
decade or so after the war, it hinged around 
the banks, many of which reasserted control 
over groupings that were broken up by the 
US occupation government. In the 1960s it 
was the turn of the trading houses, some of 
them doing it for similar reasons to the 
banks. Ten years later, a mergers trend was 
triggered by new regulations imposed on in- 
dustries like retailing and pharmaceuticals. 

The latest wave coincided with the rise in 
the yen, which forced many of the largest 
companies, particularly those in heavy in- 
dustry, to restructure and diversify. One of 
the most significant restructurings was the 
18% acquisition of a precision-instrument 
maker, Sankyo Seiki, by Nippon Steel last 
July, enough to give the latter effective con- 
trol. The number of domestic acquis**~~s 
announced in 1986 was 226, says Yam ; 
86 more than in 1984. But since then, such 
purchases have reached a plateau, while for- 
eign takeovers continue to soar, both in fre- 
quency and in size. 

It is this overseas buying binge which 
some influential Japanese believe will ulti- 
mately affect corporate attitudes at home. 
One such person is Kazuo Nukazawa, a 
managing director of Keidanren, the Federa- 
tion of Economic Organisations. 

He is concerned that a backlash is 
building in the US against Japanese 
takeovers, in part because of the diffi- 
culty foreign firms have in buying Ja- 
panese companies. Nukazawa has 
actually suggested that "because poor 
[Japanese] management survives 
serious errors," his country might be 
placing itself at a disadvantage by 
strongly resisting the notion of 
takeover bids. 

Only 17Japanese companie e 
bought by foreign ones last r, 
compared with 22 in 1987. Yoshida 
says his company will never act in an 
hostile takeover bid and he believes 
firmly that such transactions will 
"never" come to Japan. "Itisjustlikea 
big village,” he affirms, where 
“mutual assistance” is the key. 

Three months ago, after Nomura 
Securities had taken a 20% stake in 
July in Wasserstein & Perella, the 
boutique established an affiliate in Tokyo. 
The new company is 80% controlled by 
the Nomura group and has already done 
five M&A deals, two of them cross-border 
transactions. Could Western-style takeovers 
ever come to Japan? Joseph Perella, a di- 
rector in the Tokyo affiliate, seems to think 
so. “You can’t be competitive globally and 
not accept the principle that finance is 
global,” he says. “Once finance goes global 
you tend to have a lot of similarities around 
the world.” * 
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Warwick Fairfax might refloat group to pay debts 


Private woes 


n a bizarre twist to an | already bizarre 
[: saga, it appears John Fairfax and Sons 

may be planning to refloat parts of the 
company to help pay off massive debts in- 
curred in its ill-timed privatisation scheme 
launched in September 1987. 

This was the burden of a story in the Fair- 
fax flagship newspaper, The Sydney Morning 
Herald on 11 January. And the fact that the 
parent company declined to comment, was 
tantamount to confirming the accuracy of the 
r7 ~~ that as part of a massive rescheduling 
C fax debts, part of the company may be 
floated on the market within five years. 

The nearest company sources will go to 
comment is to say that such a plan "has al- 
ways been one of four or five options open." 
The options — which include selling more 
assets, most likely the Melbourne-based The 
Age newspaper — have been under study for 
months since it became clear that Fairfax 
proprietor Warwick Fairfax would not be 
able to meet payment on debts incurred in 
the A$2.6 billion (US$2.24 billion) privatisa- 
tion. 

A complex package to reschedule his 
debts has been put together by the ANZ 
Bank, Citibank and Drexel Burnham Lam- 
bert. Although details of the package have 
yet to be confirmed, the outlines are clear. 

The banks will take half each of a loan of 
A$1.1 billion, at something like 16% interest 
a year, but more than half of this interest will 
not be paid for five years, with a massive bal- 
lox iyment in 1993. The other part of the 
re cing is A$450 million to be raised from 
a Drexel-organised junk-bond issue at some- 
thing like 18% interest. There will be two par- 
cels, one maturing in 1999 and the other in 
2000. 

Despite increased profits this year, which 
are expected to be around A$180 million, by 
the time the 1993 repayment comes due, 
even if revenue growth continues, there is 
going to be a need to raise more capital. 

The Sydney Morning Herald report said 
that prospective investors in the bonds — 
who, according to other market sources are 
scarce — were being told that a float of 
around 30% was possible. But the news- 
paper added it was understood that War- 
wick Fairfax would not object to anything up 
to 49%, as long as he retains the controlling 
51%. 

After all the agony of the last 15 months, 
brought about by Warwick's determination 

to own the family business, the idea of a 
new public listing struck many analysts, at 


first, as fantastic. But, on consideration, it 
makes more sense. Although Fairfax, who 
was only 26 years old when he launched 
his bid, made much of the "family herit- 
age" aspect of it, he did at first include the 
idea of a public float of David Syme, the 





part of the company which owns The Age. 

He also was quite prepared to sell off 
other assets, including the Australian Finan- 
cial Review, as long as he secured the core 
asset, the Herald itself. It was the failure of 
Robert Holmes à Court tobe able to afford his 
bid for the Financial Review, plus the collapse 
of the Syme float in the face of massive mar- 
ket resistance immediately following the Oc- 
tober 1987 collapse, which undid the Fairfax 
takeoverbid andleftthe present pileof debts. 

But despite the sale of the company's 
magazine and radio interests, and the clo- 
sure of the tabloid Sun and the Sydney Times 
on Sunday, if Warwick's new rescheduling 
works, he will have achieved his original 
aim, with the added bonus of keeping the Fi- 
nancial Review and The Age. 

There are those who question whether 
the whole exercise was necessary, since the 
Fairfax family, including Warwick's uncle Sir 
Vincent, his cousin John, his half-brother 
James and his mother, Lady Mary Fairfax, 
together held 46% of the company shares. 
Another 12% was held by the Fairfax Pen- 
sion Fund, and nobody could imagine it sell- 
ing to a raider. | 

But in the event, the solidarity of the fam- 
iy was paper-thin. John Fairfax, for one, 
made it clear he accepted Warwick's offer 
only in the absence of a higher bid. " 
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Television feeds a consumer electronics boom 


India's TV times 


m————————————————————————————————————— 


ndia's consumer electronics industry is is 
EE at breakneck pace — at 90% a 


year on average — on the back of a mas- © 


sive and expanding market. During the five 
years to 1987, production rose from Rs 3.3 bil- 
lion (US$220 million) to Rs 18.2 billion — fas- 
ter than any other sector of the electronics in- 
dustry. Consumer electronics have come to 
dominate the electronics industry — in 1987 
consumer items counted for Rs 38.6 billion 
out of total electronics production of Rs 47.2 
billion. 

Nearly 500 companies are involved in 
consumer electronics, and of these, more 
than 400 are small-scale manufacturers. The 
small units account for 58% of total produc- 
tion, the public sector contributes 775, and 
organised private sector companies make up 
the balance. 

TV manufacturing has been responsible 
for much of the growth, and now accounts 
for nearly two-thirds of the outputof the con- 
sumer electronics sector. During 1988, some 
5.5 million TV sets, valued at Rs 15 bil- 
lion, rolled out from more than 200 big and 
small factories — in the process breaking the 


seventh plan (1985-90) target two years 
ahead of schedule. Production of black and 
white TV sets during 1985-88 shot up 12295 
from 1.8 million to 4 million, while output of 
colour TV sets jumped 120% from 680,000 to 
1.5 million. In 1978, no colour TV sets were 
made, and only 270,000 black and white sets 
were manufactured. 

Most of the big manufacturers have estab- 
lished links with companies in Japan, West 
Germany and South Korea. The government 
bans foreign companies from making sets in 
India, but some of their Indian subsidiaries 
have recently been granted licences. But in 
no circumstances will foreign companies be 
allowed to use their brand-names. 

Two factors have contributed to India’s TV 
boom. First is the growth of television 
as a communications and entertainment 
medium in India. Totally owned and control- 
led by the government, television now 
reaches more than 80% of India’s 800 million 
population. Second, the development of an 
indigenous component industry has helped 
steady expansion of set-making capacity and 
saved costs. 

But many observers feel a third factor is 
most important. According to A. N. 


Chaudhuri, managing director of Telerama 
(India), who has recently been elected presi- 
dent of Indian Tv Manufacturers Association 
and Organisation (ITVA), TV is the first media 
to bridge the huge divide between urban and 
' rural, rich and poor India. "What a well-to- 
do person is watching in his drawing room in 
Bombay, Calcutta or Delhi is also being 
watched by a poor farmer in a distant village 
at the same time and in the same form. That's 
a tremendous feeling for the masses, who 
have always felt left out of almost every- 
thing," he said. 

New Delhi has adjusted import pol- 
ides, including tariff rates, to encourage 
the development of an indigenous compo- 
nent industry. The result has been impres- 
sive. In 20-in. black and white sets, imported 
components now account for no more than 
5%, In 1-in. sets, which can run on batteries 
and are thus popular in rural areas without 
electricity, the proportion is now about 
1076. 

Colour TV made its Indian debut on the 


india’ s consumer electronics boom 
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eve of the Asian Games in November 1982, 
when some 90,000 partly assembled kits 
were imported from Samsung and Goldstar 
of South Korea and IIT of West Germany. 
Even in early 1987, the imported content of 
colour TV sets, mainly consisting of compo- 
nents manufactured in Southeast Asian 
countries, ranged around 80%. Now it is 
about 50% and industry sources believe the 
figure will be down to 2076 by the end of the 
year. 

A big break will come when India starts 
making its own cathode ray tubes for colour 





BANKING 


Another Malaysian institution goes broke 


Launching more lifeboats 





alaysia's central bank, Bank Negara. 
M (BN), has taken over vet another ail- 


ing financial institution — its sec- 
ond within two weeks. This time it is a fi- 
nance company, First Malaysia Finance, 
(FMF), which has incurred losses of M$70.7 
million (US$25.9 million) after wiping out 
capital and shareholders' funds of M$20.6 
million. 

The takeover of FMF, together with that of 
The Oriental Bank, which was announced 
on 3 January (REVIEW, 19 Jan.), is a grim re- 
minder that the economic recession of 1986- 
87 is still wreaking havoc in the financial sec- 
tor. A BN official admitted that while further 
takeovers of banks were unlikely to prove 
necessary, other finance companies were 
still in trouble and would have to be bailed 
out by thecentral bank. These will be in addi- 
tion to the tiny JP Finance, which was ac- 
quired by Perwira Habib Bank — itself 
owned by BN — a few months ago. 

According to a statement issued by the 
central bank on 16 January, FMF starting los- 
ing money in 1985 and had its capital wiped 
out a year later. Since then, efforts had been 
made to get shareholders to inject more capi- 
tal but without success. As a result, BN has 
been forced to embark on a capital-restruc- 
turing plan of its own for FMF. 

ABN official said that — as with the recent 
case of Oriental — the restructuring would 
be conducted under the new Section 31 C of 


the Central Bank Malaysia Ordinance, which 
requires BN to apply to the High Court fora 
reduction in the existing capital betore the in- 
jection of new funds. The current sharehold- 
ers, therefore, will see the value of their in- 
vestments written down to nearly nothing. 

Unlike the takeover of Oriental, how- 
ever, the management of FMF has not been 
left in place. BN has appointed Mohamed 
Azmi bin Mahmood, the senior manager 
(operations) of Arab-Malaysian Finance, to 
the post of chief executive. 

This suggests that BN considers the outgo- 
ing management of the finance company to 
be responsible for the losses. However, the 
controlling shareholder of FMF, Datuk Dr 
Chen Lip Keong, had held the post of execu- 
tive chairman and BN may have decided sim- 
ply that his removal was necessary to gain 
control of the books. 

BN’s intentions will become clearer once 
the fate of managing director, Datuk Abdul 
Rahman Hamzah, is known. Rahman holds 
a stake equal to Chen’s, with two other com- 
panies, Kemajuan Tenaga and First Hold- 
ings, accounting for the balance of FMF's cap- 
ital. 

The loss of his finance company is vet 
another blow for Chen, who resigned as 
executive chairman of publicly listed First Al- 
lied Corp., his main vehicle, last August. 
Only last month, BN announced that Chen 
was one of 14 Malaysians who had been or- 
dered to surrender their travel documents to 
the immigration authorities for failing to 
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sets. Three companies are collaborating with 
foreign producers to this end — jcT has 
linked up with Hitachi; Uptron has teamed 
up with Toshiba; and Samtel has links with 
Mitsubishi. Others are expected in the busi- 
ness soon. Domestic production of other re- 
latively sophisticated items, such as deflec- 
tion components and electronic tuners, has 
already begun. The main problem is high 
price of many locally produced components. 

In sharp contrast to the TV making 
industry, radio production creeped up from 
7.5 million sets in 1985 to 8 million sets in 
1987, despite the presence of quite a few sub- 
sidiaries of multinational companies. 

To date, the government has let the same 
companies produce both TV sets and 
radios. But that is to change with the manu- 
facture of video recorders (VCRs). New Delhi 
has so far sanctioned production by only 
three companies: Kalvani (in a tie-up with 
Sharp), Videocon (Samsung) and BPL-India 
(Sanyo). The public sector is also FS 
clearance. 


repay money allegedly owed to the Coopera- 
tive Central Bank (CCB), which had to be 
taken over by BN last year after incurring sub- 
stantial losses on bad loans. 

The losses suffered by EMF stemmed from 
the same source as CCb’s. The BN official said 
the finance company had made substantial 
provisions for bad debts but added that no 
police reports had been lodged with regard 
to FMF. 

Company records indicate, however, 
that the problems at FMF could have started 
some time before Chen's acquisition of the 
company in May 1985. FMF was originally in- 
corporated as Central Malaysian Finance in 
1968, with the present managing director of 
loss-making MBf Holdings, Datuk Loy Hean 
Heong, joining the board in November that 
year. In 1970, Loy broughtin as managing di- 
rector of FMF, Low Chung Song, whe ir- 
rently a fugitive in Taiwan after ag 
charged in Hongkong with fraud in connec- 
tion with the collapse of Ka Wah Bank in 
1986. 

During Low's reign, FMF was owned by 
United Malayan Banking Corp. (UMBC), 
through two other companies, Central Sec- 
urities (now publicly listed Ganda Hold- 
ings), and Loy Brothers (REVIEW, 26 Feb. '87), 
in the days when UMBC was owned and con- 
trolled by Chang Ming Thien. Chang owned 
Overseas Trust Bank in Hongkong, which 
went bust with HK$2 billion (US$256 mil- 
lion) in irrecoverable bad loans in June 
1985. 

Loy left FMF in 1974 but Low's direct in- 
volvement continued until 1981, when con- 
trol was sold to Mohamad Fathi, a Malay 
businessman and Low associate who was 
convicted in 1978 on charges of forging gov- 
emment travel warrants. It was Fathi who 
sold FMF to Chen in 1985, just as the recession 
was beginning to bite. — a 
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More Asian airlines 

join computer link-up 

> Taiwan's China Airlines, Malaysia 
Airlines and Philippine Airlines have joined 
the regional Abacus computer airline- 
reservations system. The three airlines 
signed letters of intent on 17 January to 
become partners in the new US$100 million 
system with founders Singapore Airlines 
and Hongkong/s Cathay Pacific Airways. 
The third original partner, Thai 
International, was barred on 13 December 
from investing in Abacus because of a 
dispute with the Thai Government which 
wants the system based in Thailand instead 
of Singapore as planned. 


Australia's FAl buvs 
r Zealand broker 


> FAI, the Australian insurance and 
investment company built up by the late 
Larry Adler, has acquired 100% of the New 
Zealand stockbroker Morrow and 
Benjamin, in which it previously had a half 
share, by buying out Wardley Australia for 
an undisclosed sum. The deal is the first 
since Adler's son Rodney took control of the 
firm, and should boost investor confidence. 
About A$165 million (US$142.9 million) 
has been slashed from FAI's market 
capitalisation since Adler's death 

a month ago. 


US bank sues state-owned 
Chinese corporations 

> The state-owned China National 
Machinery & Equipment Import & Export 
Corp. (CNMC) and its Guangdong province 
branch is being sued by the Hongkong 

br of First National Bank of Chicago for 
fa to repay loans made to the 
Hongkong-incorporated Carroway 
Enterprises for which they were guarantors. 
In the writ filed in Hongkong’s Supreme 
Court, First Chicago sought repayment and 
damages to a total of US$15.93 million from 
Carroway, CNMC and its Guangdong 
branch. 


Indonesian minister signals 
new capital-market plans 


> Radius Prawiro, Indonesia’s coordinating 
minister for economic, industrial and 
financial affairs, has given the clearest signal 
yet that the government supports the 
development of a strong capital market. Ina 
17 January speech to businessmen, he said 
that “a strong capital market is essential if we 
are to achieve our ambitious objectives for 
Indonesia’s economic growth.” He said the 
government is considering the introduction 
of voting and non-voting shares, warrants, 


convertible securities and rights issues for 
shareholders. 


india places orders 

for new aircraft 

P India's accident-beset airlines will replace 
part of their old and overworked fleets with 
new aircraft from the Soviet Union. The six 
Soviet aircraft — Il62s and Tu154s — to be 
acquired over the next five months will be 
Moscow's first commercial aircraft sales 
outside the communist bloc. Negotiations 
are under way for another 12 large Soviet 
aircraft to be delivered by 1992, as well as co- 
production in India of Soviet-designed 27- 
seat An28s. 


Business indicators 
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India approves J apanese 
TV tube makers factory 


P India's foreign investment board has 
finally cleared a Rs 1.4 billion (US$93.3 
million) TV tube factory to be set up by a 
Japanese group comprising Sumitomo and 
NEG, a subsidiary of NEC. The 6 million tube- 
a-year plant was the first Japanese proposal 
inresponse to Prime Minister Rajiv Gandhi's 
1988 initiative to promote foreign 
investments through "fast track" 

licensing. 


New EC anti-dumping actions 
against Asian exporters 


» - The EC Commission on 16 January 
launched an anti-dumping investigation 
into 35 Hongkong, Japanese and South 
Korean makers of audio-cassette tapes for 
allegedly selling their products at an unfairly 
low price. The latest in a string of EC 
anti-dumping actions against East Asian 


exporters, it follows last month's 
introduction of provisional duties against 
Hongkong and South Korean video-cassette 
makers and earlier actions against consumer 
electronic products, such as video-cassette 
recorders. 


Thai Airway's plans for 
new aircraft undecided 


> Thai Airways International's plans tobuy 
six Airbus A300s in the next two years to 
overcome an aircraft shortage appear to be 
on hold again. Government approval had 
been given, with pledges that Thai would be 
exempt from the annual US$1 billion foreign- 
debt ceiling. But Finance Minister Pramual 
Sabhavasu subsequently said Thai would 
not be exempt, and indicated that approval 
might be linked to Thai listing on the 
Securities Exchange of Thailand and i issue 
shares to the public. 


Taiwan plans to make 
passenger aircraft 


> Taiwan will set up its first commercial 
aircraft manufacturing company in 
cooperation with Boeing, McDonnell 
Douglas and Pratt and Whitney, Industrial 
Development Bureau chief Yang Shih-chien 
said on 13 January. The company, to be 
established in May, will have a start-up 
capital of at least NT$5 billion (US$180 
million), with 49% to be held by the 
government. It will initially produce aircraft 
parts and components, Yang said. 


Foreign investment 

declines in Taiwan 

> Direct foreign investment in Taiwan fell 
16.8% last year, from US$1.42 billion to 
US$1.18 billion last year, according to the 
Industrial Development and Investment 
Centre (IDIC). The first decline in approved 
foreign investment since 1982, IDIC officials 
on 10 January attributed it to the appreciation 
of the NT dollar, higher labour costs and a 
growing number of environmental protests 
against large industrial projects. 


Hyundai closes plant 

after demonstrations 

> South Korea's Hyundai Heavy 
Industries closed its Ulsan factory on 13 
January, saying that continuing rallies and 
demonstrations against the company had 
made normal work impossible. Workers, 
joined by student dissidents, have staged 
rallies protesting against management's role 
in a violent attack on Hyundai trade 
unionists on 8 January. A managing director 
of Hyundai Engineering has been arrested 
over the incident. 
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Underpinned by bullish sentiment 
towards the economy, the index 
continued to rising smoothly, breaking 
records in active trading. Buying was 
evenly distributed across sectors, with 
Mitsui Toatsu up ¥44 (35 UScents) at ¥892, 
Marubeni gaining ¥49 to ¥908 and NKK 
improving by ¥44 to ¥995. Daily turnover 
averaged 1.5b shares worth x1.9t. 


l'roperties initially continued the surge, 
only to be sold later as profit-takers 
pumped money into utilities and banks. 
Heavy trading, averaging 775m shares 
worth HK$1.55b (US$198.7m), limited late 


consolidation. Hongkong Bank rose 30 HK | 


cents to HK$6.75, China Light was up 90 


HK cents to HK$14.70, Hongkong Telecom | iim 


gained 45 HK cents to HK$5. 30. 


Ina marked change of sentiment, t, buyers. 
absorbed profit-taking and pushed prices 
higher in heavy trading. Strong 
institutional buying was in evidence and 
Malayan Breweries ended at $11.90 
(US$6.13), up 30 scents, while SIA Foreign 
closed 20 s cents higher to $$16. Warrants 
were also in demand. Volume averaged 
58.5m shares a day, valued at 5$99.3m. 


The market broke through its post-crash 
high, despite profit-taking and renewed 
political uncertainty. Investors pushed 
prices of lower-liners higher in a traditional 
pre-Chinese New Year run. Volume 
averaged 34.8m shares a day, valued at 
M$55.62m (Us$20.41m). Granite closed 10 
M cents higher at 62 M cents and Raleigh 
put on 6M cents to M$1.15. 


The market rocketed ahead, responding 
to New York and Tokyo's cheer. Volume 
approximately doubled to 425.8m shares, 
worth A$825.5m (Us$714.7m). Strong 
interest in banks also continued, and 


B Manila 


Composite Index, 844.87 


resource stocks recovered a bit. BHP closed | 


higher at A$7.44 onrumours of an oilstrike | ^ 


in the Timor Sea and interest in January 
options. CRA climbed to A$8.28. 


Recovery lifted shares to their highest this 
year, before profit-takers moved in. 
Volume for the period was 37.6m shares 
worth NZ$44.1m (Us$27.7m). Fletcher 
Challenge rose 19 NZ cents to NZ$4.75. 
Brierley Investments was up 2 NZ cents to 
NZ$1.38. As the period closed, arbitrage 
gains were still possible between New 
Zealand and Australian exchanges. 
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A bid by Alfredo Ramos’ group to capture 
a board seat in Soriano-controlled Atlas 
Consolidated Mining pushed up the 
copper miner's stock. But generally, the 
market was soft. Atlas-B closed 4% higher 
at P39 (Us$1.82). Other gainers were Dizon 
Copper-Silver, up 18% (to??) 20.39, and 
PLDT, up 7%, Daily turnover averaged 
1.01b shares, worth 299.86m. 


The market continued its correction, as 
investors fretted over labour disturbances 
and bemoaned the lack of fresh mart -+ 
incentives. Volume fell to 12.4m sha 


- day on average, with turnover averaging 


Won 291.1b (US$428.1m). Autos fell 4.9%, 
with Hyundai Motor down 6%. 
Construction shares fell 4.7%, but 


ET pharmaceuticals. and financials gained. 


i | Individuals followed bus players back to 
. the market, despite the recent NT dollar 


appreciation, and the index ended just 
under 6,000 after a technical correction. 
Average turnover was up 176%, at 
NT$32.30b (Us$1.16m). Shihlin Electric 
went from NT$91.50 to NT$111. United 
Microelectronics soared ahead by 

—— NT$17.50, or 20.8%, to NT$101.50. 


Financials led the market as lower interest 
rates buoyed investors. Rising stocks 
outnumbered losers two to one, and daily 
volume averaged 11.7m shares, the 
highest since October 1987, worth on 
average Baht 991m (Us$39.2m). See 
sawing Thai Plastic and Chemical lc 
gainers up Baht 37 to Baht 163. Amarin 
Plaza fell Baht 3.25 to Baht 46.50. 


In the absence of good news equities 
slipped in dull trading. A last-day 
institutional intervention lifted some 
shares. Average daily turnover dropped 
to around Rs 380m (US$25.3m). Century 
Enka was the biggest gainer, rising Rs 178 
to Rs 2,620. Tata Steel put on Rs 15 to Rs 
1,147.50 but Reliance shed Rs 8 to Rs 131 
and Bajaj Auto lost Rs 7.50 to Rs 401.25. 


New post-crash highs were reached 
regularly, in a period which saw some of 
the heaviest trading for months, assisted 
by programmed buy orders, futures index 
arbitrage, and institutions shifting out of 
cash. Volume averaged 144.6m shares. 
Both the Dow Jones Industrial Average 
and the Morgan Stanley Capital 
International indexes rose. 










— Real Time Access To 
nm The Korean Stock Market 


Misa to the Korean stock market at your finger tips. 


Ssangyong Investment and Securities coverage will provide essential support for 
Co., Korea's leading international broker, your decisions on Korean investment. 
now presents real time Korean equity Ssangyong's real time quotations are a 
prices through Reuters' global network. part of our extensive information service on 
One of the world's fastest growing markets, Reuters, helping you to approach the heart 
the Korean stock market also offers of the Korean equities market. Join us 
increasing investment opportunities to today on Reuters — or contact any of our 
foreign investors. Ssangyong's real time offices in 5 countries. We are here to help. 
Page Guide KOAE Top 10 Traders of the Day KOAM-O Weekly Market Forecast and Strategy 
KOAA Introduction KOAF Closing Market Index KOAP-R Corporate News Update 
KOAB Page Index KOAG-H Closing Market Comment KOBB-C Page Index for Quoted Stocks 
KOAC-D Korean Stock Market Indices KOAI-L Weekly Market Review KOBD-W Real Time Stock Prices and Volume 


Na SSANGYONG INVESTMENT & SECURITIES CO.LTD. 


e Head Office: 198 Euljiro 2-ka, Chung-ku, Seoul, Korea Tel: (02) 756-6176, Tix: SISCO K29179, Fax: (02) 756-4870 , 756-9294 





* London * Tokyo e New York e Zurich 
Mitre House (2nd FI.) 7 Floor Matsuoka Tamuracho Bldg One World Trade Center Tuggenerstrasse 8, 
12-14 Mitre Street London, 22-10, 5-chome, Shinbashi, Suite 8043, New York, NY 10048 8008 Zurich, 
EC3A 5AY United Kingdom Minato-ku, Tokyo, Japan U.S.A. Switzerland 
Tel: (01) 283-5492 Tel: (03) 432-2435 Tel: (212) 432-7080 Tel: (01) 693424 
Tix: 918921 SSANG G Tix: TWINDRA J2425441 Tix: SISCO NY12015 Tix: 813590 SIS CH 


Fax: (01) 283-7070 Fax: (03) 437-6386 Fax: (212) 432-7082 Fax: (01) 476042 


If you are interested in China here's : 
double-barrelled offer you cannot 
afford to pass... 


The People's Republic of 


China Year-Book 1988/89 
The People's Republic, of 
China Year-Book 1988/89 is 
not only fascinating reading 
for those with social and cul- 
tural interests in China, but an 
essential reference for people 
with business dealings in the 
country. 


What is it? 
This annual volume with over 800 
pages singularly offers the most 
complete guide to every aspect of 
life within China available today. Its 
fully updated contents range from 
the people and culture to economics, 
finance, trade, politics, education, 
science and technology. Plus countless 
other subjects covered in precise detail. 
It is the culmination of thousands of 
hours in research invested by the New 
China News Ltd., professionals who 
know the country intimately. The result 
is a cyclopaedia of unparalleled insight 
and information. 


Who needs it? 


If you have any interests in China 

at all then you'll find the People's 
Republic of China Year-Book 1988/89 

to be an essential companion. And, 
because it is completely indexed, it is a 
particularly helpful reference for 
students, professors and people 
conducting business in or with the country. 

















NOW THESE TWO 
ESSENTIAL WORKS 
CAN BE YOURS. 

AT A SAVING OF US$34.00 


Buy both of these informative books 
and you can save US$34.00 off their 
original combined price. Which means 
that for only US$145 you'll get: 

e Thousands of pages of detailed 
data examining the changing face of 
China. 

e Expositions, speeches and articles 
contributed by specialists, pertaining 
to the exciting market potential and 
business opportunities available in 
China. 

e Hundreds of photographs and 
illustrations of interest. 

e Two systematic and valuable 
references for those with business 
dealings or academic interests in China. 


The People's Republic of China Year-Book 
1988/89 combined with The Almanac of 
China's Foreign Economic Relations 1988 


bring you all the information about China 
you'll ever need. 
Order your copies today. 


























The Almanac of China's 
Foreign Economic 
Relations & Trade 
1988 


China's trade policies with 

the rest of the world have 
never offered more 
opportunities than they do 
today. The country represents 
an unprecedented potential — 
an expanding market equivalent 
to one quarter of mankind. And 
yet, data on this rapidly growing 
economy has, until recently, been 
scant and unreliable. 
Now, there is one book that 
encapsulates every detail relevant to a 
businessman conducting dealings with 
China — The Almanac of China's 
Foreign Economic Relations & Trade. 


What is it? 

The Almanac records articles and data 
contributed by leading scholars and 
specialists as well as representatives 

from China's Foreign Economic Relations 
and Trade Department. Its contents are 
extensive and detailed, systematically laid- 
out for ease of reference. It includes vital 
information to businessmen, such as trade 
policies and restrictions, and even offers 
listings of potential joint-venture 

partners. 


Who needs it? 


The Almanac is absolutely vital to anyone 
thinking of, or already involved in, business 
relations with China. It is also a fascinating 
record of the changing face of China': e 
policies. Not only is it one of the few l ; 
that offers an accurate view of China's 
economy but it is also the most up-to-date 
documentation of this data. 


To take advantage of this opportunity and save US$34.00 simply clip and mail this coupon to: 


Publications Division, Review Publishing Company Ltd., GPO Box 160, Hong Kong. je. 
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Almanac of China’s Foreign 
Book 1988/89 for which I enclose Economic Relations & Trade 
US$100/HK$780 per copy. For 1988 for which I enclose 


surface mail delivery add 
US$6/HK$47, for airmail delivery 
add US$22/HK$170. 


US$79/HK$615 per copy. For 
surface mail delivery add 
US$6/HK$47, for airmail 
delivery add US$22/HK$170. 


(Please print in block letters) 
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You may forward payment in equivalent local currency. R0126CB 


C (3 Please send ... copy(s) each of both 
The People's Republic of China 
Year-Book 1988/89 and The 
Almanac of China's Foreign 
Economic Relations & Trade 1988 
for which I enclose 
US$145/HK $1,131 per set. 

For surface mail delivery add 
US$12/HK$94, for airmail delivery 
add US$44/HK$340. 


Courses 
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Short-term Training in the U.S.A. 
The Economics Institute, established in 1958, offers a variety 
of programs which integrate coursework in business and 
economics with intensive English and computer training, 
Coursework is supplemented by orientation to U.S. campus 
and community life. 

* Professional Development Programs 
Mid-career professionals receive advanced training in 
economic science, computer studies, management, banking 
and finance, project evaluation, and related fields. 

* Preparation for Master's and Doctoral Degrees 
International students make a successful transition to 
U.S, graduate study through academic training, GMAT, 
GRE, and TOEFL test preparation, and university place- 

ment assistance. 

terms begin every five weeks; trainees may enroll for six 

(S to one year. 

Request further information from: 

The Economics Institute 

1030 13th Street, Room lH 

Boulder, Colorado 80302 U.S.A. _ 

Telex: 450385 Fax: 303-492-3006 

Telephone: 303-492-3000 


















Ss 
REGIONAL ADVISER ON 

IAL DEVELOPMENT PLANNING AND TRAINING 

e United Nations Economic and Social Commission for Asia 
and the Pacific (ESCAP) is seeking a senior Social Development 
Planner/Trainer to advise governments in Asia and the Pacific on 
the planning of social development programmes and strengthen- 
ing of training capabilities in this field. Work experience in de- 
veloping countries essential. Post based in Bangkok, requires ex- 
tensive travel, open to both male and female candidates. One 
year appointment with possibility extension for second year. 

Apply with C. V. and references by 31 January 1989 to Chief, 
Personnel Section; Division of Administration, ESCAP, United 
Nations Building, Rajadamnern Avenue, Bangkok 10200, Thai- 
land, | 
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This space is reserved for 


Classified Advertisements 





Reservations should be 
addressed to: 


International Classified Manager 
Far Eastern Economic Review 
15th Floor, 80 Gloucester Road 
GPO Box 160, Hongkong 
Tel 5-293123. Telex: 62497 REVAD HX 
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YOU WANT TO SPEAK 
GERMAN, 
SPEAK TO US FIRST! 









149 CULTURAL INSTITUTES IN 67 COUNTRIES. 
ló INSTITUTES IN THE FEDERAL REPUBLIC 
OF GERMANY AND BERLIN (WESTI 
100.000 STUDENTS PER YEAR. 
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Readers are reconmended 


to make appropriate enquiries and takesppropriate advice before 
sending any money, incurring any expe'se or entering into a bind- 
ing commitment in relation to an adversement. The Far Eastern 
Economic Review shall not be liable to æy person for loss or dam- 
age incurred or suffered as a result of hsher accepting or offering 
to accept an invitation contained in anyadvertisement published 
in the Review 
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| in October, 
| Hadikusuno — alleged that his father had 
| iven him a will a month before, causing a 
| Stir in the 232-year-old sultanate. By tradi- 
| tion, the crown prince should have been a 
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The prince steps up 

Three months of speculation over who 
Will become Sultan of Jogyakarta (or king of 
Java) have ended with the naming of 43- 
year-old Prince Mangkubumi to the throne. 
He is the eldest of 17 sons. 

Soon after the last sultan, 
Hamengkubuwono IX, died of a heart attack 
another son Prince 


— 


son born of the queen, 
but because the sultan 
had not named as 
queen any of his five 
wives, the eldest son 
would be in line for the 
throne. 

. Mangkubumi is 
only several days older 
than Hadikusuno. It 
was Hadikusuno who 
announced the acces- 
sion of his brother, who also happens to bea 
member of the House of Representatives 
and a patron of the ruling Golkar in 
Jogyakarta. 

Meanwhile, as plans are made for what 
palace sources say will be a modest corona- 
tion, the sultan-designate will no doubt be 
pondering the significance of the collapse of 
a 200-year-old banyan tree in one of the 
Palace courtyards. The tree, called Kiyai 
Dewa Daru, was said to have been planted 
by the first sultan of the line, 
Hamengkubuwono I and was a favourite 
place for meditation. While Mangkubumi is 
considered a man of modern dispositions, 
his loyal subjects are prone to interpreting 
such events as symbolically significant. 


Star of the Noh show 


What do Mikhail Gorbachov and up-and- 
coming South Korean opposition lawmaker 
Noh Mu Hyun have in common? Probably 
very little, but they were named “men of the 
year” by student viewers of a popular Tv pro- 
gramme recenily. 

Noh was always a shoo-in after his star- 


| Ying role in the televised national assembly 


hearings into the abuses and misdeeds of 
Chun Doo Hwan’s Fifth Republic. The 43- 


| year-old lawyer from the southern port city 


of Pusan is one of the very few Korean politi- 
cians to emerge from the long shadows cast 
by those peranial oppositionists Kim Dae 


| Jung and Kin Young Sam. 


The son ofa humble Kyongsang farmer, 
he became ¿judge at the Taejon District 
Court in 1977 Concerned about the welfare 
Of the poorand the government's harsh 


' treatment ofpolitical dissidents, he left the 





bench after only eight months and began 
specialising in human rights cases — a move 
that was to cost him his licence in November 
1987. He was re-admitted to the bar in June 
last year, two months after winning an elec- 
tion for Kim Young Sam's Reunification 
Democratic Party. 


Typhoon Miriam blows in 


The bland Hongkong bureaucrats meet- 
ing Filipino Immigration Commissioner 
Miriam Santiago to discuss mutual problems 
of forged passports and illegal stayers-on 
probably wished they had a firebrand like 
her leading their ranks. Santiago, 44, paid a 
four-day visitto the territory in January to de- 
liver a present: her government, she said, 
was extending the 14-day limit to Hongkong 
Chinese travelling on Certificates of Identity 
to 28 days. 

Fortunately for her Hongkong counter- 
parts, Santiago showed her saintly Joan of 
Arc side with none of the tempestuous out- 
bursts for which she is noted. Inspiring 
either love or hate in the Philippines, she 


compares herself to a nun leading a crusade 


of honesty and integrity. - 

She said she had effectively taken three 
vows: obedience, by closely following Presi- 
dent Corazon Aquino's orders; poverty, be- 
cause she had to exist on her official salary of 
£12,000 (US$566) a month when, by herown 
calculation, it would be easy to make as 
much P8 million in bribes; and chastity be- 
cause, as she put it, after working long and 
late hours daily she could only fall asleep at 
her husband's side. 

Aquino regards her as a kindred spirit in 
her administration. Santiago, dubbed the 
“fighting judge" for her unflinching impar- 
tiality during her time on the bench, could 
even fight the presidential election in 1992. 





Congress heads for the Hills 

Carla Hills, appointed US trade represen- 
tative by incoming president George Bush, 
might find her Asian links something of an 
embarrassment when she appears before a 
congressional hearing in late January. 

Hills is a senior partner in the law firm 
which represented South Korea's Daewoo 
Corp. in 1985 when it pleaded guilty to crimi- 
nal charges of falsifying prices to avoid US 
anti-dumping laws. Her husband Roderick 
(former chairman of the Securities Exchange 
Commission) lobbied to stop a bill penalising 
Japanese trading com- 
pany C. Itoh for illeg- 
ally selling technology 
to Moscow. 

Some observers 
fear she might have to 
prove she is no hos- 
tage to Asian interests 
by taking a tough line 
with trading partners 
such as Taiwan, South 
Korea and Japan. 

As she will be spending a lot of time keep- 





__ ing State Department, Commerce and Treas- 


ury colleagues off her turf, her Washington 
in-fighting expertise will be more important 
than knowledge of trade laws. That she 
frequently partners George Bush in tennis is 
just another one of her many political ties. 
Hills demonstrated her determination in 
breaking into man’s world when as a young 
attorney in California she decided to hide her 
pregnancy by losing 20 Ibs and wearing box 
suits rather than curtail her time in the court. 


Friction at the ministry 

Thai Finance Minister Pramual Sapavasu 
may have won applause from foreign k- 
ers with hissurprise proposalinDecer to 


let them open branches in Bangkok. But the : 
plodding contractor-turned-politician's ini- | 


tiative has drawn criticism from the prime - 


minister's policy advisers, one of whom 
likened it to someone "selling off his beauti- 
ful daughter." 


Pramual’s unfamiliarity with financial is- | 
sues has not won him much respect among 


the technocrats in his ministry and the cen- | 


tral bank, who complain about the hours | 


they have to spend explaining complicated 
issues to him. The central bank, in fact, was 
long supportive of allowing more branches, 
but with stringent conditions. The fact that it 
was not consulted did not help matters. 

The appointment of this folksy business- 
man to one of the most important ministries 
in August sent shudders through local and 
foreign financial circles. Opinions, how- 
ever, are changing. Commented a foreign 
stockbroker, clearly with a vested interest: 
“He is cleverer than we thought, afterall.” m 
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IT IS A MOMENT YOU PLANNED FOR. REACHED FOR. 
STRUGGLED FOR. A LONG-AWAITED MOMENT OF SUCCESS. 
OMEGA. FOR THIS AND ALL YOUR SIGNIFICANT MOMENT S. 
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OMEGA ALWAYS MARKS SIGNIFICANT MOMENTS 
l4 4E AT THE OLYMPICS. IN THE SPACE PROGRAM 

IN SIGNIFICANT LIVES LIKE YOURS 

THE OMEGA CONSTELLATION. FOR YOU BOTH 
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OMEGA. TIMING ITS 20TH OLYMPICS IN SEOUL 
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Registered Model 





There’s no cognac more rare and precious 
than Camus Extra. In recognition of its exceptional 
quality, smooth and mellow taste, and fine bouquet, 
Camus Extra was voted the best cognac in the world at 
the 1987 International Wine and Spirit Competition. 


e Dest cognac in the wo 
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Finding the Money to Grow 
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First Pacific’s New Friends 
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The drab becomes delightful, the bland beautiful. The mundane becomes magical, the ordinary extraordinary. It 
happens only in Thailand and it starts to happen the moment you step on board your Thai International flight. 
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LETTERS 


Protecting Burma's returnees 

In the aftermath of Gen. Saw Maung's 18 
September 1988 coup, thousands of young 
Burmese students fled for fear of mass ar- 
rests, torture, and summary execution. At its 
height, the exodus to the Thai-Burma border 
reached 10,000. Since then, hundreds have 
returned to Burma on the promise of non-re- 
tribution by the Burmese military regime. 
However, there are persistent reports of mal- 
treatment and summary execution of both 
the returnees and those arrested inside 


| Burma. 


The recent "voluntary" return of some 80 
Burmese students from inside Thailand 


| needs dose watching. I would suggest the 


following details of returnees be gathered to 
help protect them: 

> Records of names, ages, the names of par- 
ents and guardians, their addresses, signa- 
ture and dental X-rays. 

> A photographic record should be kept of 
the returnee and the Burmese official receiv- 
ing the returnee. 

At the least such information might re- 
duce the incidence of unexplained "disap- 
pearances." 
Washington U AUNG 
Your reporting on Burma reveals some re- 
markable bias and lack of balance. Most arti- 
cles are based on ill-conceived ideas which 
are at best half-truths. To cite an example, 
Bertil Lintner's report in the 17 November 
1988 issue says that the Burmese Govern- 
ment’s announcement (to permit limited 
companies and joint ventures between local 
and foreign private firms or governments) 
has notevoked any greatenthusiasm among, 
foreign businessmen or governments. This 
is totally untrue and I am astounded by this 
kind of slanderous reporting. Many private 
firms, localas wellas foreign, are responding 
to the government's announcement with 
great enthusiasm. 

Small wonder Lee Kuan Yew of Singa- 
pore had publicly censured the REVIEW some 
months ago. I’m sure correspondents like 
Lintner are the cause of Lee's outrage. 

Anyway, journalism is a noble profes- 
sion. If it was practised according to its 
cherished ethics, instead of being an instru- 
ment of politics and power struggles or to 
make a fast buck, this world would be a won- 
derful place to live in. 
Rangoon — KYIWIN 
I read with interest the letter by Soh Min [29 
Dec. '88]. Burma is a timebomb and I fully 

agree with him that we should all do our best 
to help Burma before it is too late. Unfortu- 
nately for Southeast Asians, this region ap- 
pears to be compatible with dictators — from 
the extreme Right or the extreme Left. The 
irony of it allis that we tolerate them. 
Penang ABDULLAH AHMAD 


An eye for an eye? 

It has just been brought to my attention that 
your new-look magazine has a new column 
— PUBLIC EYE. Pity it doesn't also have a new 
title for its new column: The Peak magazine 
has carried a section called Public Eye for 


over a year now. 
May I take this as flattery in its sincerest 
form? BILL CRANFIELD 
Editor-in-chief 
Hongkong The Peak 


> Thank you for bringing The Peak to our atten- 
tion, 


As a REVIEW-watcher since the mid-1960s, 
the days of the hot metal personified by 
Narayana (Nanappan) Pillai, the production 
coordinator described as the | 
type" and Joe (the immovable one) 
McGrath, the late works manager of the 
South China Morning Post in Wyndham 
Street, where the REVIEW was printed, it was 
a delight to see the REVIEW’s new-look Henry 
Steiner format that heralded the New Year. 
It is a neat package with an upbeat, easy- 
on-the-eye typeface and editorial sections 
that roll on uncluttered by circus layouts or 
gimmickry. Compliments to Steiner and the 
REVIEW for a look that should be in style well 
into the year 2000. 
Hongkong VERNON RAM 
I have been subscribing to the REVIEW 
through a number of changes in its general 
appearance. The most recent change gives 
me no reason to complain, except in one re- 
spect. You have lost in legibility by changing 
to the very light or "mince" typescript now 


used. It is easy to skim across a page without .... 4 


one's eye being caught by an interesting 
word or sentence. 

The REVIEW is read in many different en- 
vironments and often in less than optimal 
lighting. And vet it is important that it can be 
read without difficulty. I agree that the 
Palatino is light and graceful, just as beautiful 
handwriting can be. But I think most of your 
readers read you for the politics and eco- 
nomics and not for humanist reasons. So, 
keep up the excellent coverage by the indi- 
vidual correspondents, but let no typo- 
graphical evolution come between them and 
the readers. 

CLEMENS STUBBE OSTERGAARD 


The inclusion of the RESEARCH AND INNOVA- 
TION section as a regular feature is a most wel- 
come change for REVIEW readers with a zest 
for modern technology like me. [hope a vari- 
ety of interesting topics can be covered in this 
section in the future. Please keep up the good 
work. | 
Hongkong M. L. WAN 
In your TRAVELLER'S TALES [5 Jan.] you make 
such an ardent attempt to pass off the drama- 
tic decrease in the quality of your excellent 
REVIEW that I asked my Stanford MBA stu- 
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dents to comment on the “before” and 
“after” look. Many replied that some cost- 


_ cutting MBA will likely bear the brunt of the 


storm of criticism that will result from the 
downgrading of your heretofore respected 
publication. 
Stanford, California JOHN G. McDONALD 
I am writing to say that some of us indeed 
enjoy seeing a new format for time-tested 
publications. However, the body type is too 
light and is straining these time-worn eyes. 
Keep up the good work and don’t let those 
censors get you down. 


Colombo GILBERT H. SHEINBAUM 


Positive side of nationalism 
Tread Rodney Tasker’s article Manila’s bitter 
pill [8 Dec. '88] with great interest. I am a bit 
unhappy that the term “nationalist” is as- 
sociated with adjectives like “restrictive,” 
"naive," "anti-business" and “irrational.” 
Used in this context, one would indeed have 
reason to be “irritated” when labelled as one. 
I would rather think of nationalism in the 
context of being pro-Filipino, pro-local in- 
dustry and pro-development. 

ALFREDO R. A. BENGZON 


Manila Secretary of Health 


Myopics who can't take a joke 

I refer to Daniel Cox’s letter [12 Jan.] asking 
Derek Davies to "give the guy a break" in ref- 
erence to remarks about Vice-President Dan 
Quayle in TRAVELLER'S TALES. Clearly Cox is 
another myopic American who enjoys a 
laugh when Davies makes fun of politicians 
of other countries but is offended when a US 
politician is the target. Give us a break. 
Manila PHILIP J. CROTTY 


Put away your claws 

To a large extent, the report on Datuk Loy 
Hean Heong of MBf Holdings entitled 
Ahead by a whisker [12 Jan.] illustrates the 
lack of maturity and professionalism in your 
magazine. To present facts is acceptable. 
However, personal criticisms of your subject 
is highly un-called for. 

Malaysia saw the worst recession in its 
history which dragged on for three difficult 
years. Which Malaysian businessman can 
honestly declare that he is not affected by 
this? Many great entrepreneurs even suc- 
cumbed to this prolonged recession. With 
such a scenario, one has little choice but be 
"fierce when crossed" by competitors to stay 
on top. 

Sure, every entrepreneur requires some 
luck as well as the right contacts. What is so 
wrong with that? Is it not part of being an en- 
trepreneur? To enlighten your journalist, an 
obvious novice in the business environment, 
what he calls "feline luck" definitely doesn't 
come about as easy as he implied. The main 
contributor to "feline luck" happens to be 12 
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Our Governor has atendency 
to get up inthe air 
over international trade. 


When he established the Year of Trade, our governor 
meant business. With his help, we ve been able to 
attain a 50/50 trade balance at The Ports of Virginia. 
And we've quickly become the major load center in 
the Mid-Atlantic. 

He helped to create the $200 million Common- 
wealth Port Fund. He set out on trade missions to 
Japan, China, Hong Kong, South Korea, Great Britain, 
Denmark, France, West Germany, Sweden and Israel. 
In general, he demonstrated just how important 


your business is to us. 
Than lact ( Y Above ha tea lad tr ‘Tainan tr toll oir 


story to Yang-Ming, one of the world’s largest ship- 
ping lines. Shortly thereafter, Yang-Ming moved their 
business here. In fact, 18 new shipping lines have 
come on board in the last four years. 

All of this adds up to faster and more efficient 
service to you. It also means there’s a port that actually 
cares about your cargo. In Virginia, that commitment 
starts at the top. 


'ZA: The Ports of Virginia 
a 4 Were the Natural Mid-Atlantic Load Center. 


iia Port Auth: rit 600 Wor d Trade ( enter Norfolk VA 23510 
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OVER SOO YEARS OF CAREFUL BREEDING 
PRODUCED IHIS CHAMPION 





Every once in a while, a truly great 
horse is born. A horse destined to become 
a supreme champion on the racecourse 
and to pass into legend. A Nijinsky or 


faithful to the standards of quality set 

down by its founder, Thomas Hine. 
Since the eighteenth 

century, every drop of 


an Arkle,a Red Rum or a Shirgar — superb ne fine tines of the thoroughbred denote an impeccable pediene Hine cognac has been lo- 10 


animals who remain unchallenged in their lifetimes. 
But perfedion does not come about by chance. Such 
a horse is the result of the careful breeding of the bluest 
of bloodlines that can be traced for generations. And from 
the day of its birth, the young horse will be lovingly 
nurtured and cared for, meticulously shaped into a 
champion. 
So it is with Hine X.O., the champion of fine 
cognacs, the choice of connoisseurs. 
Wy Established in the heart of the Cognac region 
of France in 1763, the house of Hine 
has remained unswervingly 

















Leaves nothing to be desired. 


vingly matured under the watchful eye of 
one man, the cellarmaster, whose senses 
are his birthright and whose extraordinary 
talents can be traced back through 
six generations of the Hine family. 

Hine X.O.— a thoroughbred champion 
of maturity, delicacy and 2 
finesse. A cognac of / 
incomparable quality, / 
to be savoured with | 
respect and infinite 








pleasure. 


hours per day, six days per week, 52 weeksa | 


year of hard work. We aim to remain on top. 
Your public criticisms will never demoralise 
us; on the contrary, they revitalise us. And to 
prove you wrong, we will be sending you a 
copy of our audited 1989 consolidated an- 
nual report which will show a substantial 
(before tax) profit LOY TEIK HOK 
Bangkok MBf 


Scuttling the sea conventions 
Michael Leifer's 5TH COLUMN [5 Jan.] ob- 
jects to Indonesia wanting to have it both 


ways: to close the Lombok and Sunda straits | | 


under sovereign right (flouting, he says, the 
not-yet-ratified 1982 Law of the Sea conven- 
tion) and also to claim archipelagic status 


under that convention. Such status, for | 


multi-island states only, encloses large sea 
areas as “archipelagic waters.” 
But it is Leifer's Western nations who 
weakened nearly every Law of the Sea pro- 
al. The US even now has no intention of 


ratifying the convention. In any case, In- | 


donesia's archipelagic status does not rest 
upon an unratified UN document but on its 
own independent action taken more than 20 
years ago. 

The other principal archipelagic state, the 
Philippines, has an even clearer title to its ad- 
jacent waters. The treaties between the US 
and Spain, of Paris 1898 and Washington 
1900, define and describe very extensive “ter- 
ritorial waters" that extend great distances 
into the Pacific and the South China Sea, well 
beyond what today’s archipelagic principle 
maintains. 


Is it now inconvenient for the US and its | | 


allies to remember these things? And will 
Leifer suggest that they shoot their way 
through the next time a small nation defends 
its integrity? 

Iloilo City, Philippines 





licals and moderates 
In Restraining the radicals [17 Nov. '88] and 
Trouble at the double [12 Jan.], we wish to 


take strong issue with your repeated label- | | 


ling of the Democratic People’s Party’s (DPP) 


"New Movement’ faction as “radicals” and | 


the “Formosa” faction as “moderates.” 


Certainly Yao Chia-wen, who served as 


the DPP's chairman during the past year, 
and whose candidacy for re-election was 
supported by the “New Movement” group, 
cannot be considered “radical” by any stand- 
ard. 

He is a soft-spoken, scholarly, interna- 
tionally oriented leader, who believes that 
time has come for full democracy in Taiwan. 
The methods proposed for achieving demo- 
cracy are precisely the same as those advo- 
cated by Lech Walesa in Poland or Cory 
Aquino in the Philippines under Ferdinand 
Marcos. GERRIT VAN DER WEES 

Chief editor 
Tarwan Communiqué 


The Hague 
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A vital 


Communications 
tool for all China 
traders 


ow you can have 
the China Telex 
and Fax Direc- 
tory, the only directory 
of its kind available inthe 
market. 


China Telex & Fax Di- 

rectory is a vital com- 

munications tool for all 

China traders. Compiled 

from our own database, 

it provides the most 

comprehensive listing of 

up-to-date and accurate telex and fax numbers of 

all the significant organizations in China. Indexed 

in four ways, you'll find it easier and more conven- 

ient to use: 

1. Alphabetical listings of companies and 
organizations. 

2. Geographical listings of names and numbers. 

3. Numerical listings of telex numbers. 

4. Alphabetical listings of telex answerbacks. 


You can get this extremely useful book by simply completing the order 
form and sending it along with your payment to China Phone Book Co., 
Ltd., GPO Box 11581, Hong Kong. 
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Nepal, India and 
Bangladesh share a 
rich resource in the 
rivers that risein the 
Himalayas and 
sweep across the 
Subcontinent. But 
national self-interest 
and mutual 
suspicions have so 
—— E "far prevented them 
from putting these waters to optimum use 
for regional projects of mutual benefit. 





Correspondent Lincoln Kaye examines the ` 


effect of the lack of a regional approach to 
water-resource management in the 
Brahmaputra-Ganga river basins and how 
the now-untapped hydroelectric potential 
in Nepal could be exported to India, as well 
as how a system of canals linking 
waterways in India and Bangladesh could 
ease the drought months which now leave 
millions on the brink of famine and siphon 
off to safety the flood waters of the 
monsoon months. He also discusses 
alternative approaches to controlling the 
flooding that can cost thousands of lives. 
Page 16 Cover photo by Steve McCurry — Magnum. 


Regional Affairs 


Burma: Politics 

Rangoon appears calm four months after 
the military takeover, but idle students and 
the country’s new political parties are 
seething at the regime’s unwillingness to 
set a date for general elections and the 


ee ae are 
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Major Question 


Although the 21 January Asean foreign 
ministers’ meeting in Brunei gave the 
impression that it had been agreed to 
broaden the Jakarta Informal Meeting forum 
on the Cambodian conflict to include major 
powers which have a stake in the issue, 
differences remain on the extent of their 
participation. The Thais wanted full 
participation, at a later stage, by countries 
like the Soviet Union and China, but the 
Indonesians still have some reservations 
and would prefer further consultations on 
the matter. Jakarta's reluctance is 
understandable — any involvement by the 
major powers would eclipse its current 





Burmese students in rebel camp. 


army's meddling in politics. Meanwhile, 
the government comes under fire for 
mistreating students involved in last 
year's rebellion, and the regime's new 
foreign-investment law has failed to attract 
muchinterest 10 


India : Elections 

After a setback in the Tamil Nadu state 
polls, a demoralised ruling Congress faces a 
general election by December 11 


Cambodia: Foreign Relations 

Asean weighs links with Indochina after a 
Cambodia settlement, while its members 
scramble for Vietnam trade 12 

Thai Prime Minister Chatichai makes 

waves by inviting Hun Sen to Bangkok 13 


North Korea: Nuclear Plant 

A mystery facility sparks fears that 
Pyongyang may be trying to make nuclear 
weapons 15 


prominent role in the Cambodian peace 
efforts. 


Disguised Cut 


China's official 1989-90 defence budget will 
increase by Rmb 2 billion (US$537.3 million) 
to Rmb 23.5 billion, a 9.3% growth over the 
previous year. The increase will largely be 
swallowed by pay rises. But because of 
inflation, which in 1988 averaged more than 
30%, the new budget represents another 
reduction in defence expenditure. It does 
not, however, include spending on 
military-related research and development, 
and various weapons purchases. 


Severed Bond 


Hongkong and Shanghai Hotels’ (HSH) 
effort to establish a prestigious foothold in 
London with Australian raider Alan Bond 
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Peking plans to fire an independent editor 
inapress crackdown 24 
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China chides Britain’s handling of 
Vietnamese refugees in Hongkong 26 
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lumber interests 26 
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Taipei 28 

Taiwan: Diplomacy 
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profile in an attempt to woo back wayward 
friends with offers of aid and 

investment 29 


Malaysia: Social Blueprint 
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controversial New Economic Policy on 
social and economic restructuring 30 
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A Hongkong film director recreates the 
horrors of Japan’s germ warfare lab in 
Manchuria 34 


Malaysia: Art 
Anartist for the first time combines airbrush 
painting with Chinese calligraphy 35 


appears to be over. Bond has had no contact 
with the owners of the Peninsula Hotel since 
his buyout of Imry Merchant Developer's 
proposed 50% stake in the HK$760 million 
(US$97.4 million) St George's site project on 
9 January. Last August, HSH signed a 
memorandum of discussion with Bond and 
Imry to take a 50% stake in the expensive 
central London development. 


Cross Ties 

The subject of Chinese migration is not on 
the agenda of the 24-31 January visit to the 
Philippines of Ye Fei, vice-chairman of 
China’s National People’s Congress. But Ye 
and Philippine President Corazon Aquinc 
are fully aware of the irony which 
characterises their ethnic origins. While 
Aquino's great-grandfather was born in’ 
China's Fujian province — which she visited 
during her state visit to China in April 1988 
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Thailand : Policies 

Bangkok aims to reform its capital markets 
in abid to release much-needed investment 
funds 44 


Japan : Budget 
Tokyo finds the cash to cut the budget 
deficit and increase spending 45 
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Taiwan: Markets 
Taipei's stockmarket raises precious little 
capital 48 
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First Pacific Co. finds some friends at last 
but still faces an uphill battle to allay 
lingering investor concerns about the 
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Aid donors back Kathmandu’s bid to climb 
out of the poverty trap 53 
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Moscow strives to forge 

closer links with Asian 

economies 54 


South Korea: Trade 
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— Ye hails from Quezon province, south of 
Manila. 


Plain ‘Mister’ Again 


Lee Hsien Loong, 
Singapore's minister 
of trade and industry 
and the son of Prime 
Minister Lee Kuan 
Yew, has requested 
ministerial officials to 
stop using his military 
rank of brigadier- 
general in internal 
correspondence. It is 
not clear whether he will ask that his rank be 
similarly dropped in public reference. In 
recent years, Singapore has encouraged 
retired or reserve officers to refer to their 
military ranks in civilian life to give more 
respectability to the army. The latest 
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India : Industry 
A heavy tax burden hurts local cigarette 
makers 55 


South Korea : Exporting 
Hyundai Motor moves up marketin the US 
with its latest model — the Sonata 56 


South Korea : Aviation 
A fledgling airline breaks Korean Air's 
comfortable monopoly 57 


New Zealand : Companies 

A cash-flow crisis forces high-flying 
Equiticorp into liquidation 60 
Thailand : Companies 

Dissident shareholders oust the board at 
debt-laden agribusiness and real-estate 
group Mahboonkrong 61 


Singapore : The Law 
Fugitive banker is arrested after being 
deported from Taiwan 62 


directive may foreshadow moves to play 
down the number of army personnel in the 
cabinet. 


Military Glasnost 


Visiting Soviet academics have been 
surprisingly frank with their South Korean 
hosts over the financial terms of Moscow's 
military assistance to North Korea. They say 
half of new defence procurements are in the 
form of grant aid and the rest is sold at 
“friendship prices," or about 50% of the 
actual cost. 


Political Awakening 


Ejaz-ul Haq, son of Pakistan's late president 
Zia- ul Haq, will return to Pakistan in a 


couple of months to either form a political 


party of his own or join one of the existing 
opposition parties, with the aim of forcing 
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Prime Minister Benazir Bhutto's 
government to launch a thorough 
investigation of the air crash that claimed his 
father's life. Currently a middle-level 
executive in a Gulf branch of the Bank of 
America, Ejaz believes that the newly 
elected government in Islamabad is not 
interested in the investigations because it is 
shielding important people who he believes 
sabotaged the aircraft. 


On the Move 


Senior South Korean officials expect the first 
Americans to move out of the US Army's 
Yongsan basein the heart of Seoul before the 
end of this year. The US command is 
expected to move to Taejon, 100 miles south 
of Seoul, where the South Korean Army 
headquarters (which currently adjoins 
Yongsan) is also due to be relocated in mid- 
year. 
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Authorities drag feet on election pledge but react to foreign criticism 











By Bertil Lintner in Rangoon. i 





our months after Gen. Saw Maung’s 

bloody coup on 18 September, Ran- 

goon appears calm. The military 

presence has been reduced to a 
token force, buses are running normally and 
business is brisk in well-stocked shops and 
markets. The dusk to dawn curfew has been 
relaxed to run from 10 p.m. to 4 a.m. 

Butthe capital's outward tranquility is de- 
ceptive. The city's teashops are crammed 
with idle young people full of bitter 
memories of the 8-11 August and 18-20 Sep- 
tember killings by the military of hundreds 
— perhaps thousands — of people during a 
nationwide, student-led uprising. 

Burma's universities suspended classes 
after anti-government demonstrations in 
June 1988, and all schools were closed on 9 
August. During the turbulent month that 
followed, mass rallies and other anti-govern- 
ment activities kept the students busy. 

When asked about Rangoon's peaceful 
mood, a resident said: “It’s only on the sur- 
face. Underneath, we're all 
waiting for the next big thing to 
happen." However, no one 
seems to know what the next 
big thing will be. Diplomats and 
Burmese sources assert that 
Saw Maung's military govern- 
ment is widely hated and that 
only a fear of being shot is keep- 
ing people off the streets. 

Part of the Burmese tragedy 

is that the authorities are still 
clinging to the myth that those 
killed by the troops last year 
after the coup were “looters and 
other unsavoury elements” and 
that the army saved the country 
from a “communist conspi- 
racy.” 
“The military is incapable of 
understanding the sensitivities of its own 
people,” an analyst said. “A reconciliation is 
unlikely as long as the ruling junta ignores 
the deeper causes of dissatisfaction. Bur- 
mese society today is deeply divided and, 
hence, still potentially explosive.” 

The only event capable of breaking the 
impasse and creating a rapport of sorts be- 
tween the military and the public is the hold- 
ing of general elections, which were prom- 
ised by the military authorities last Sep- 
tember. Brig.-Gen. Khin Nyunt, secretary to 
the ruling State Law and Order Restoration 


md 


Soldiers in Rangoon: widely disliked. 


Council (SLORC), told visiting foreign jour- 
nalists on 20 January that no date for elec- 
tions had been set. And he gave no indica- 
tion of whether they would be held this year 
or next. 

Instead he alleged that "antagonism" 
among Burma's 182 registered political par- 
ties was the main reason why law and order 
could not be said to have been restored — a 
requirement set by the SLORC that must be 
met before any elections. In the meantime, 
the SLORC has pledged to improve the coun- 
try's poor standard of living and to regularise 
its shaky transport system. 

The political parties accuse the military of 
deliberately delaying the elections and hin- 
dering their activities. The National League 
for Democracy (NLD), Burma's main opposi- 
tion party, has written to the SLORC asking it 
to set an elections date, but it has received no 
response. 

The military regime has also come under 
fire for allegedly arresting 13 NLD workers 
who, in December 1988, helped organise a 
trip to Mon state for the league's popular 





general secretary, Aung San Suu Kyi. Dur- 
ing a recent tour of the Irrawaddy Delta re- 
gion, southwest of Rangoon, army troops 
fired shots in the air to disperse crowds 
which had come out to greet her. Brig.-Gen. 
Myint Aung, the region's army commander, 
is accused of ordering the arrest of NLD or- 
ganisers and having electricity and water 
supplies to the party's local headquarters 
cut. 

While the NLD has emerged as the 
strongest opposition force from among 
Burma’s plethora of new political parties, the 


Masterful inaction 


National Unity Party (NUP) — which ruled 
the country for 26 years under the name of 
the Burma Socialist Programme Party (BSPP) 
— is having severe difficulties in re-establish- 
ing its former influence. Officially, the mili- 
tary is not supposed to involve itself in poli- 
tics, but the NUP’s leading cadres, including 
its chairman Tha Kyaw, are all former BSPP 
men with close army connections. 

"Out in the countryside, the old BSPP 
people are back, sitting in the same chairs, in 
the same offices, doing the same jobs,” aT 
mese source said. "In that sense, there": 
difference." 

Recently, the SLORC prohibited political 
parties from putting up signboards at offices 
below township level. The official explana- 
tion was that it ^would look so ugly if all the 
182 parties put up such signboards in a small 
village." The real reason for the limitation, 
diplomatic and Burmese sources say, is that 
the military, having tacitly conceded defeat 
in the urban areas, is trying to preserve vil- 
lage support for the NUP. 

The deep divisions between the opposi- 
tion parties on the one hand 
and the NUP on the other, and 
the military government's de- 
laying tactics and meddling in 
politics, have pushed some 
Rangoon residents to consider 
returning to the streets in pro- 
test if the SLORC continues its 
policy of what they call ^master- 
ful inaction.” Given the 
pardness of the armed force., .. 
is unlikely such rallies will be 
held any time soon. 

Meanwhile, the govern- 
ment's decision to invite 46 
Bangkok-based Thai and for- 
eign journalists to Burma may 
signal a new openness on the 
part of the country's tradition- 
ally reclusive authorities. The 
18-20 January press tour was the first 
of its kind since the army seized power in 
1962. 

The tour came after international criticism 
of the government's alleged mistreatment of 
students returning from Burmese-Thai bor- 
der areas, where they fled after last year's re- 
bellion. 

An estimated 7-8,000 students and other 
pro-democracy activists fled cities and towns 
across the country after Saw Maung took 
power and began cracking down on the re- 
bellion. Between 1,900 and 2,000 students 
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have since returned home of their own ac- 
cord, and about 300 others have been flown 
back from a Thai military-run repatriation 
centre at Tak. 

The US State Department said on 5 Janu- 
ary that as many as 50 students who had re- 
turned on their own have been arrested and 
some have died in custody. The London- 
based human-rights organisation Amnesty 
International said on 10 January that the Thai 
authorities were forcing students to return 
from Tak. A group of about 20 students 
staged a hunger strike there before they were 
sent back to Rangoon on 7 January. 

Thus the press tour was an attempt to dis- 
credit such reports and improve the Saw 
Maung government's badly tarnished inter- 
national image, which led to a decision on 13 
January by Tokyo to suspend indefinitely all 
aid to Rangoon. Japan, previously Burma's 
largest aid donor, gave ¥9.5 billion (US$75 
million) to Burma in grants during the fiscal 

r ending 31 March 1988 and a further 

7 billion (US$29 million) between then 
and the suspension. 

Prior to Japan’s decision, the US, Britain, 





BURMA 2 


West Germany and Australia suspended aid 
to demonstrate their disapproval of the kill- 
ing of hundreds, perhaps thousands, of 
mostly unarmed demonstrators in Rangoon 
and elsewhere on 8-11 August and following 
Saw Maung’s takeover. 

The tour included meetings with student 
returnees in Loikaw, in Kayah state, 
Taunggyi, in Shan state, at an air base in 
Meiktila and in the Rangoon Command's 
headquarters north of the capital. Major 
urban centres were avoided, and 
plainclothes policemen kept up a close watch 
over the journalists throughout the tour. 

When interviewed in the presence of offi- 
cials, the vast majority of students assured 
the journalists that they had come back vol- 
untarily and had not been maltreated. Pri- 
vately, however, several students expressed 
fear for their safety and said they had been 
coerced into returning home. During one 
meeting, a student pressed a note into the 
hand of one journalist that read: “We do 
think that if we give things as they really are, 
then just on the way back or afterwards we 
may be seized and beaten.” * 





Foreign businessmen sceptical about investment law 


Wait and see 


he government's new liberal foreign 
investment law, issued on 30 Novem- 
ber 1988, may be doomed to failure 
unless fundamental changes are made. An 
additional list of procedures relating to the 
law was issued on 7 December 1988 which 
stipulated, among other things, that foreign 
currency must be transferred through the 
Myanma Foreign Trade Bank, an institution 
renowned for its speed and efficiency. 
„re is no foreign banking system in 
Burma. 

Another major shortcoming of the law is 
the absence of any clear reference to arbitra- 
tion. A military-appointed foreign invest- 
ment committee has been given authority to 
deal with such matters, but foreign business- 
men are concerned about what will happen 
to the committee once the "temporary" mili- 
tary regime is replaced by a freely elected 
government. 

Until the new law was promulgated, the 
only foreign company allowed to set up a 
joint venture in Burma was the West Ger- 
man engineering firm Fritz Werner, which 
makes high-grade machinery for manufac- 
turing weapons for the Burmese army. 
Major investors have generally adopted a 
wait-and-see attitude. 

Overseas business deals Rangoon has 
made recently include those in logging, pre- 
cious stones and fishing, which will provide 
badlv needed foreign exchange for the gov- 


ernment without any real risk for the com- 
panies involved. 

Six Thai companies have secured logging 
rights to 4.7 million tonnes of logs. The con- 
cessions will run for three years, with each 
company required to fell at least 50,000 ton- 
nes of logs a year. 

Bangkok-based Thip Tharn Thong has 
signed a contract to barter US$10 million of 
used cars and machinery in exchange for 
Burmese gems, jade and pearls, and a Japan- 
ese company, Taiyo Gyogyo, has contracted 
to fish for shrimp in Burmese waters on a trial 
basis. 

In addition, the South Korean giant 
Daewoo recently signed an agreement with 
the Burmese authorities for the sale of rail- 
way equipment to Burma, and Australian in- 
terests are looking into the hotel business in 
Rangoon. 

In December 1988, Burma began allow- 
ing a limited number of tourists into the 
country again after suspending tourism dur- 
ing last year's rebellion. 

But major industrial investors are still 
cautious. The main obstacle for economic 
development in Burma is the still unsettled 
political situation. A diplomat said: "Until 
the general elections have been held, the 
outcome is clear and is likely to provide sta- 
bility, few foreign companies will dare in- 
vest large sums in permanent projects in 
Burma." = Bertil Lintner 
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The Congress party ts 
trounced in Tamil Nadu 


Setback in 
the south 


By Salamat Ali in New Delhi 
rime Minister Rajiv Gandhi's Con- 
gress party suffered a severe defeat in 
the 21 January state elections in Tamil 

Nadu, but recovered some ground by win- 

ning majorities in the two eastern states of 

Mizoram and Nagaland. But while the tiny 

eastern states bordering on Burma and 

Bangladesh are strategically important, they 

have little influence on national politics. On 

the other hand, populous Tamil Nadu — the 
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Karunanidhi: confident. 


bastion of Drvaidian regionalism — is seen as 
a crucial state by analysts. A Congress vic- 
tory there could have paved the way for fur- 
ther inroads in three other southern states 
now ruled by opposition parties. 

inions vary on how defeat in Tamil 
Nadu will affect the Congress nationally. A 
general election is due by December and 
Congress leaders, including Gandhi, had 
hoped to call a snap poll by April if the Con- 
gress had done well in Tamil Nadu. The rout 
has quashed their hopes. 

In the attempt to win at all costs, the Con- 
gress resorted to some less than wholesome 
tactics and in the process tarnished its cre- 
dentials as a secular party. In Mizoram, 
where almost all voters are Christians, the 
emphasis was on Christianity. On his hust- 
ings Gandhi dwelt on the non-Christian ref- 
ugee influx from Bangladesh and its impact 
on the Indian states along the border. In 
Nagaland, he switched tactics to exploit 
Naga chauvinism, especially the emotive 
issue of Nagaland’s boundry dispute with 


- ^" . the neighbouring Assam state ruled by the 
opposition. 

He said: "We had to obtain an order from 
` the Supreme Court to get the Nagas to vote 
. inthe [state polls] in the disputed areas [be- 
tween Nagaland and Assam],” adding, "it is 
only the centre and the Congress which can 
. come to the aid of the Nagas in such situa- 
. tions." He also reminded them that in the 
1987 polls when Assamese agitators had en- 
forced a blockade on Nagaland, he had is- 
"| sued a stern warning and assured the Nagas 
that he would airlift supplies. 

In the event, the strategy paid off in both 
. the east Indian states. Mizo voters turned 

their backs on the Mizo National Front led by 
Laldenga who had spearheaded a 20-year 
separatist armed struggle. In 1986, Laldenga 
signed a peace accord with New Delhi and 
. came to power in an election soon after. On 
21 January, the Congress won 22 of the 39 
. seats declared, with one more result to come. 
. Laldenga lost his seat in the poll and is un- 
likely torevert to armed subversion. In Naga- 
land, the Congress bagged 31 of the 52 seats 
Be declared — the total number of seats in the 
.. election being 60 and results for the remain- 
. - ing seats were yet to be finalised. The Naga 
.... People's Council, the main opposition 
| M group, won 21 seats. 
x In Tamil Nadu, Gandhi had wageda very 
jr intensive personal campaign, crisscrossing 
| o the state 12 times and covering every consti- 
.tuency the Congress and its allies contested. 
There seemed no dearth of money for the 
Congress campaign which was also noted 
for the lavish use of personal computers, 
portable phones and video films. 
e For nearly two decades, Tamil Nadu poli- 
| fies has been dominated by film per- 
....sonalities. A faction of the All-India Anna 
_. Dravida Munnetra Kazhagam (AIADMK) is 
led by actress Jayalalitha Jayaram, a mistress 
- of the late chief minister M. G. Ramachan- 
- dran, who was also a noted film star popu- 
larly known as MGR. Another new political 
grouping was led by actor Shivaji Ganesan. 
So the Congress brought along its own film 
Stars to the hustings. 
But the real challenge to the Congress 
came from DMK leader M. Karunanidhi, a 
former chief minister and himself an orator 
and script writer. The Congress harped on 
allegations of corruption during Karunani- 
dhi's rule, which led to his defeat in a poll 10 
‘years ago. 
|. The DMK won 148 of 232 seats contested. 
Elections for two other seats were cancelled 
due to deaths of candidates. With another 22 
seats won by DMK allies, Karunanidhi has a 
two-thirds majority in the 234-strong legisla- 
ture. The AIADMK and its allies won 32 seats, 
with the Congress running a poor third with 
27. 

Some argue that the Congress blundered 
by going it alone and not accepting 
Jayalalitha's offer of an electoral alliance on 
condition that the Congress contest only 

one-third of the total seats and that 




























Jayalalitha would be made the chief minis- 
ter. 

Gandhi badly wanted to keep 
Vaid out of power, for the DMK and 

ts Supremo are staunch regional chauvinists 
a the Congress believes, can begin 
mouthing separatist slogans at the drop of a 
hat. Gandhi had also relied heavily on MGR, 
Karunanidhi's arch foe, for his Sri Lanka po- 
licy, where the Indian army is acting as a 
peace-keeping force. Tamil Nadu hasbeen at 
the forefront of supporting the ethnic Sri 
Lankan Tamil movement. 

With a committed following estimated at 
about 28% of the voters, Karunanidhi was 
confident of victory as he knew that with the 
death of MGR in 1987, the AIADMK vote had 
been split between the two factions led by his 
widow Janaki and his mistress. Besides, in a 
largely Dravidian chauvinist state, he is the 
only remaining stalwart of the Dravidian po- 
litical movement. Hence he asked the electo- 
rate to think of Dravidian self-respect and de- 
cide whether it wanted to be ruled by men 
elected by itself or by the nominees of New 
Delhi which changed Congress chief minis- 


ters more frequently than one changed 
clothes. 

Soon after his victory Karunanidhi de- 
clared that his party would not disappoint 
the separatist Tamil Tigers of Sri Lanka who 
have been fighting Indian troops there. He 
also charged that Gandhi's 12 campaign trips 
had cost the state Rs 100 million (US$6.67 
million) each on security and other arrange- 
ments. The spending had emptied the state 
treasury which had to borrow money to pay 
its employees' salaries. He promised to call 
for a thorough scrutiny of sums spent on 
Gandhi's forays. _ 

The Tamil Nadu setback has demoralised 
the Congress, whose MPs have begun 
openly griping that Gandhi has not proven 
to be a leader who can pull in the votes. On 
the other hand, the opposition's fond hope 
that Congress MPs would begin deserting 
Gandhi in droves has also been dashed. But 
with a string of state-election defeats in the 
past couple of years and his own party in ^ 
array, Gandhi faces an unsettled situa 
leading to a general election by the end of the 
year. L| 
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Asean countries jostle for post-settlement trade 


In place of enmity 


outheast Asian analysts agree that a 
settlement of the Cambodian conflict 


will unleash a host of new considera- 
tions for policymakers in the region. 

Indonesia’s President Suharto recently 
suggested that Vietnam may even become a 
member of Asean, if ideological differences 
were set aside. Diplomatic sources, while 
sceptical on this point, do not rule out the 
possibility that Indonesia could invite Viet- 
nam to sign the Bali Treaty of Amity and 
Cooperation that is the basis of wider cooper- 
ation in the region. 

Thai officials also keep open the possibil- 
ity of Vietnam joining Asean, though most 
believe it will be a time-consuming process 
which is unlikely to show results for several 
years. After expressing their desire to join 
Asean during meetings with the Philippine 
and Indonesian foreign ministers, the Viet- 
namese raised the subject again in the 9-12 
January visit by Thai Foreign Minister Siddhi 
Savetsila, who was non-committal. 

No serious discussion on Vietnamese 
membership of Asean is likely until a resolu- 
tion to the Cambodian conflict. Some senior 
Thai officials say Vietnam's different political 
ideology should not pose any obstacle so 
long as the country agrees to accept Asean's 
basic principles — notably the Bali Treaty; 


creation of a Southeast Asian zone of peace, 
freedom and neutrality and the avoidance of 
the use of force to resolve conflict. 
Philippines Foreign Secretary Raul Man- 
glapus, the most senior Philippine official to 
visit Vietnam when he travelled to Hanoi in 
November 1988, said he had suggested that 
Hanoi sign the Bali treaty as "a significant 
step" towards Asean membership. 
Malaysian and Singaporean diplon..... 
said it was still too early for their countries to 
commit themselves to whether or not they 
would support opening Asean membership 
to Vietnam, Laos and to Cambodia once elec- 
tions are held and a proper government 
established. The political systems of each 
would remain a prime consideration. 
Indonesia will play a key role in ac- 
climatising the rest of Asean to closer coop- 
eration with a post-settlement Vietnam. Re- 
lations between Jakarta and Hanoi have al- 
ways been warm, as the two share a com- 
mon mistrust of China and identify closely 
with each others’ anti-colonial struggles. 
With the current drive by Thailand to gain 
more access to commercial opportunities in 
Vietnam, Vietnamese officials have let it be 
known to Indonesia that they would prefer 
to see more participation by Indonesian busi- 
nessmen. A subsidiary of the Astra group re- 
cently signed an agreement to start the first 
joint-venture bank in Vietnam, but overall 


two-way trade at U5$15-20 million a year re- 
mains pitifully small. 

While there are some who regard a settle- 
ment of the Cambodian dispute as putting 
an end to the need for coordination between 
Asean states on foreign policy matters, it 
could equally be seen as an opportunity for 
Indonesia to once again lead a collective ini- 
tiative. "Indonesia should concentrate on 
spearheading diplomatic efforts to secure a 
fairer economic environment for the region," 
a Jakarta-based Asean diplomat said. In- 
donesia's position as a leading exporter of 
several important primary commodities is 
seen as a useful lever in regional efforts to 
negotiate freer trading conditions with the 
US and Europe. 


ome see instead a scramble among 
Asean members to penetrate the In- 
dochina market. The importance that 
Thailand is attaching to expand economic in- 
iction with its eastern socialist neighbours 
mply illustrated by Thai Prime Minister 
Chatichai Choonhavan's now-famous state- 
ment about turning Indochina from a 
battlefield to a marketplace. In putting that 
into practice, Bangkok will be competing 
with Singapore (already engaged in trade 
with Vietnam, estimated at over US$200 mil- 
lion annually) and possibly Indonesia. 

In the recent past, an increasing number 
of Thai businessmen, academics and news- 
paper commentators have entertained the 
notion that Thailand could propel itself to be- 
come a mini economic power in an emerging 
sub-region that will cover Indochina and 
Burma. Once relations with Indochina are 
normalised, they believe Thailand could 
purchase badly needed raw materials (such 
as marine products, timber, mineral re- 
sources and hydro power) from these coun- 





Unofficially speaking 


Thai Prime Minister Chatichai Choonhavan's maverick initiative 
to receive the Vietnamese-backed Cambodian Premier Hun Sen 
in Bangkok on 25-26 January caused confusion at home and 
concern among Thailand’s Asean partners. Having spearheaded 
a longstanding international campaign which supports the anti- 
Vietnamese Cambodian resistance coalition, Thailand and Asean 
have all along refused to recognise the Heng Samrin regime in 


Phnom Penh. 


Although Chatichai made it clear he would receive Hun Sen in 
the latter's personal capacity as leader of one of the Khmer fac- 
tions, some tacit recognition is implicit in such a direct encounter. 
Phnom Penh portrayed the visit as official in its news reports. 

Foreign Minister Siddhi Savetsila was initially kept in the dark, 
which reflects a rivalry between him and the prime minister over 
foreign-policy matters. News of the Hun Sen visit broke at about 
the time Siddhi was leaving Bangkok to attend an Asean foreign 
ministers meeting in Brunei on 21 January. 


Manglapus: ‘significant step.’ 


tries and, in return, sell them Thai manufac- 
tures. 

Such a notion has taken on a strong 
momentum under the pro-business 
Chatichai leadership. In a recent trip to Stoc- 
kholm, the influential minister attached to 
the prime minister’s office, Korn Tap- 


parangsee (who is Chatichai’s nephew), 


urged Scandinavian countries to become 
Thailand's investment partners in Indochina 
and Burma. 

Korn said Thailand enjoyed a geographi- 
cal advantage in penetrating these countries, 
which all needed to reconstruct their 
economies. Describing them as constituting 
Thailand's "inner ring," Korn said the larger 
Asean market would remain Thailand's 
"outer ring." 

But at this stage it is difficult to envis- 
age any serious rift within Asean that may 
arise out of the anticipated competition in 
trade with Indochina. Much will depend on 


his forthcoming 





which of the Asean countries Vietnam even- 
tually chooses to do business with. Thai busi- 
nessmen who accompanied Siddhi to Viet- 
nam detected what they believe to be a 
genuine Vietnamese desire to have more 
trade dealings with Thailand. Bangkok in 
turn has promised Vietnam direct economic 
assistance plus efforts to enlist international 
aid — after a settlement of the Cambodian 
conflict. 

There is, yet, no serious discussion 
on foreign assistance for Indochina after a 
settlement. Japan, which suspended aid to 
Hanoi after the December 1978 invasion of 
Cambodia, recently made it known to Asean 
and Indochina that it would stand ready to 
help the Indochinese states once peace is re- 
stored in Cambodia. “We'd like to see some 
sort of an international conference in which 
Japan can take part in the provision of finan- 
cial and economic assistance,” said a Japan- 
ese diplomat in Bangkok. a 


upon his return from Brunei that the planned Chatichai-Hun Sen 
meeting would contribute to a peaceful settlement of the Cambo- 
dian conflict. Senior Thai officials said the meeting could help 
soften Hun Sen's stance towards a compromise with the three 
other Khmer factions. The PRK leader has noticeably hardened his 
position of late, particularly in relation to the Cambodian resist- 
ance head Prince Norodom Sihanouk. 

Clearly aware of the concern among Thailand's allies over its 
latest tactical shift, Chatichai paid an unscheduled visit to Jakarta 
on 19 January where he briefed Indonesian President Suharto on 
talks with Hun Sen. According to a Thai source, 
Chatichai assured Suharto that Thailand was not trying to upstage 


Indonesia, which has been calling a second Jakarta Informal Meet- 


ing on Cambodia for 16-21 February. 

Coming in the wake of the first normalisation talks between 
China and Vietnam, some Bangkok-based Asian diplomats were 
afraid that the Thais may send a wrong signal to Hanoi and 
Phnom Penh if they become too accommodating with Hun Sen. 
However, others believed Chatichai's meeting with Hun Sen will 
produce more good than harm. “Given the flurry of activities 
on various fronts, the Thais are just opening up another dialo- 


gue,” commented a senior Asean diplomat. 


But fears of an internal rift later subsided after Siddhi declared 
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Another minister quits 

over shares scandal 

> Japan's long-running Recruit Cosmos 

shares scandal claimed yet another victim on 

24 January when Ken Harada resigned as 

director-general of the Economic Planning 
.. Agency after admitting that he had received 
<: political contributions from the company. 

Harada was the second minister to resign 

over the affair since the cabinet reshuffle in 

late December 1988. 


Taipei rejects demands 

.. to restore civil rights 
< P The Taiwan Government rejected on 23 
| January an opposition demand to restore the 
4. civil rights of people once convicted of 

anti-government activities and allow them 
toresume their professional careers. Among 
the estimated 1,000 people in this category 
are Huang Hsin-chieh and Yao Chia-wen, 
respectively the current and former 
chairmen of the opposition Democratic 
Progressive Party (DPP). Huang was 
stripped of his legislative seat and Yao 
disbarred for life from practising law after a 
military court convicted them forleading the 
1979 Kaohsiung riots. The DPP said the 
government was trying to keep the two and 
others from contesting the partial legislative 
elections in November 1988. 





Moscow to remove more 
_ troops from Mongolia 
-P Soviet President Mikhail Gorbachov told 
_» Visitors from the Trilateral Commission (a 
Western study group) on 18 January that a 
second reduction of Soviet forces in 
-= Mongolia would begin soon. Ground forces 
«will be cut by 75% and the air group there 
... removed altogether. The army and navy 
- StrengthinSoviet Asia will also be decreased 
~ by 200,000. Former Japanese prime minister 
—. Yasuhiro Nakasone, a member of the 
... commission, said that the cuts would not 
involve the removal of troops from the Kuril 
_. islands or the Soviet Far East military district, 
.. which stretches from territory east of the 
Mongolian border to the coast. 














Inquiry into Britain’s 
Hongkong handover 

9» The British House of Commons’ Select 
Committee on Foreign Affairs is to hold an 
inquiry on the implementation of the 1984 
Sino-British Joint Declaration, under which 
Britain agreed to hand Hongkong back to 
China in 1997, The 11-member committee, 
chaired by Conservative MP David Howell, 
has asked for views from the Hongkong 
people, and will visit the territory and 

... Peking in March or April. The committee's 





report is due for completion before the 
summer recess. 


Taiwan judicial official 
indicted for corruption 

> In what appears to be the first significant 
crackdown on corruption in a long while, 
and amid growing concern over corruption 
in general and within the judiciary in 
particular, Taiwan’s prosecution authorities 
indicted on 23 January Wu Tien-hui, a senior 
Judicial Yuan official, and his lawyer wife for 
allegedly taking bribes to influence the 
outcome of a court case. Six Taipei 
councillors — three from the ruling 
Kuomintang and three from the opposition 
Democratic Progressive Party — are also 
being investigated over a large amount of 
money a building contractor developing a 
municipal park is said to have paid them. 


Social indicators 
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Court urges graft 

probe of chief minister 

> The Chief Minister of Madhya Pradesh 
Arjun Singh, of the Congress party, has 
resigned on instructions from his party 
headquarters in New Delhi. This follows a 
call by the Madhya Pradesh High Court for 
an independent inquiry into allegations of 
gross administrative irregularities and 
corruption against Singh and his relatives. 
Singh’s resignation is the latest setback to the 
ruling Congress party in New Delhi which 
has been trying to fight opposition 
accusations of rampant corruption in the 
central government and the state 
governments ruled by the Congress. 


Jakarta denies TV 
broadcast plan 


> Indonesian Information Minister 
Harmoko has denied that an Australian 
private TV station has been granted 
permission to beam educational 
programmes to Indonesia. Harmoko 
confirmed that the station, Darwin-based 


Emerald Network, had signed an agreement 
with Indonesia’s state telephone company, 
Perumtel, for use of transponder facilities on 
the Palapa satellite, but said this did not 
mean the station could transmit its 
programmes to Indonesia. 


Bush to stop over in 

Peking and Seoul 

> Newly ric 3 
inaugurated US 
President George 
Bush will make one- 
day stopovers in 
Peking and Seoul after 
attending the funeral 
of Japanese emperor 
Hirohito on 24 
February, sources 
said. Bush's visit will | 
be the first by a US president to China since 
Ronald Reagan's in 1984. The sources also 
said China intends to send Foreign Minister 
Qian Qichen for the Hirohito funeral. 
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Singapore to bar lawyers' 
appeals to Privy Council 

> TheSingapore Government plans to stop 
lawyers who have been disbarred after 
disciplinary proceedings from appealing 
against the disbarment to the Privy Council 
in London. When parliament passes 
amendments to the Legal Profession Bill, a 
three-member bench of Singapore Supreme 
Court judges will have the final say. In 
November 1988, the Privy Council reinstated 
former opposition member of parliament 

J. B. Jeyaretnam's right to practise law and 
criticised the conviction that led to his 
disbarment. With the recent conviction of 
dissident lawyer Francis Seow on tax evas 
charges, it is expected that moves to disba: 
him too will begin soon. 


Soviets penetrate South 
Korean defence zone 


> South Korean and American warplanes 
scrambled repeatedly to intercept an 
unprecedented number of Soviet aircraft 
penetrating the South Korean air defence 
zone over the Yellow Sea on 21 January. 
Military spokesmen said 10 Tu95 and Tu142 
Bear reconnaissance and anti-submarine 
aircraft, Tu16 Badger bombers and An26 
tankers made six separate intrusions during 
the day on training exercises launched from 
both North Korean and Soviet Far Fast 
bases. Intrusions in the past have usually 
only involved a single aircraft overflying 
North Korea — something the Soviets have 
been permitted to do since 1984 — and 
tracking along the South's western 

coast. 


NORTH KOREA 


Pyongyang could be trying to build the bomb 





By John McBeth, Nayan Chanda and 
Shada islam 
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- TS and South Korean officials fear that 
| | North Korea is building a reprocess- 

../ ing plant next to a 30 mW nuclear 
reactor north of Pyongyang. Such a plant 
could be a first step towards the production 
of nuclear weapons. 

A reprocessing plant would extract from 
the spent nuclear fuel rods of a reactor the 
unused uranium and plutonium by-product 
which could be used for fuelling different 
|» sofreactorsorfornuclear weapons’ pro- 

ion. It was the fear that a similar facility 
was being installed near an lragi reactor 
which prompted the Israeli air raid which de- 
stroyed it in 1981. 

The Americans first learned of the nuclear 
reactor project at Yongbyon four years ago 
but it was only some months ago that satellite 
cameras detected the mystery extra facility. 
But though diplomats in Seoul 
acknowledge its construction and 
express concern over the extension 
of North Koreas —_ nuclear 
capabilities, Washington has so far 
been reluctant to go public with its 
suspicions. 

Among its reasons: lack of solid 
verification, Seoul's current ef- 
forts to draw Pyongyang into 
a dialogue and — with anti 
Americanism growing in South 
Korea — the US does not wish to 
call undue attention to its own arse- 

of nuclear weapons in the 
ouch 

After learning of the Yongbyon 
reactor, the Americans are believed 
to have approached Moscow, with 
the result that the Soviets pressured 
Pyongyang into ratifying the Nu- 
dear Non-Proliferation Treaty on 12 De- 
cember 1985. 

But the North has still to conclude a full 
safeguards agreement with the Vienna- 
based International Atomic Energy Agency 
(IAEA) to cover all its nuclear facilities. So far, 
only two Soviet-supplied 2-4 mW research 
reactors which produce radioactive isotopes 
for medical and other purposes come under 
the agreement. 

According to most estimates, a 30 mW 
reactor would be capable of producing about 
7-8 kg of weapons-grade material over an ex- 
tended period. That would be sufficient fora 
one-kiloton bomb. 

Leading Washington-based nuclear ex- 
pert Leonard Spector told the REVIEW: “If 


Ju cle ar jitters 


you have evidence that they have a repro- 
cessing centre next to the reactor, then 
that is clear evidence of North Korea's in- 
tention to acquire weapons-grade mate- 
rial.” 

Information available so far on the Yong- 
byon reactor suggests it will use natural 
uranium and graphite — which in contrast 
with reactors using enriched uranium fuel 
would tend to lessen North Korea’s depen- 
dence on a foreign supplier and circumvent 
the Soviet practice of only leasing fuel rods so 
as to retain control over their use. 

There is, however, a good deal of scepti- 
cism over the North's nuclear weapons-pro- 
ducing capability. While it may havea certain 
expertise in nuclear engineering, experts 
say, Pyongyang would probably require 
Soviet or other outside assistance to fabricate 
the natural uranium for use in the reactor. In 
addition, there are conflicting reports as to 
whether North Korea has uranium deposits 





of its own, or whether it would have to obtain 
the costly mineral on the world market. 
North Korea almost certainly does not 
have the training and the sophisticated 
technology necessary to reprocess spent 
fuel. “Getting the plutonium outis very, very 
difficult,” a specialist in Seoul said. “Frank- 
ly, I just don’t think they have the tech- 
nology and if they did, you would know 
about it. You could be 90% confident they 
cannot do it themselves.” Diplomatic 
sources said they doubt China or the Soviet 
Union would be willing to help Pyongyang 
develop a reprocessing capability, but 
analysts do not rule out the possibility 
of North Korea secretly acquiring tech- 
nical: cooperation from non-aligned coun- 


tries which share the same interests. 

South Korea itself has tried to acquire 
similar technology, but with the US blocking 
its efforts. A 1978 congressional investigation 
report mentions Seoul's attempts to start a 
nuclear reprocessing programme, begin- 
ning in the early 1970s and later during the 
controversy over then president Jimmy Car- 
ter's short-lived plan to withdraw US ground 
forces from the peninsula. 

The South tried again in the early 1980s, 
apparently approaching both France and 
West Germany. Seoul has since given 
up because of assurances it would remain 
under the US nuclear umbrella. Despite 
the calls to remove US nuclear weapons from 
the peninsula, there are those who believe 
that the same deterrent effect could be 
achieved by basing nuclear weapons off- 
shore. 

By the same token, the North Koreans 
would lose an important propaganda 
weapon if they attempted to develop a 
home-grown nuclear capability because they 
espouse the ideal of a nuclear-free Korean 

ninsula. 

Some South Koreans have pointed out 
that weapons may not have been the sole fac- 
tor in mind in Seoul's bid for reprocessing 
technology. South Korea would make 
significant savings if it re-cycled the fuel 
needed for its 10 nuclear power 
stations instead of having to buy 
new supplies. Some 53% of the 
South's electricity is nuclear-gener- 
ated. 

The North is only just beginning 
to install a nuclear-generated power 
capacity. Last October, Moscow for- 
mally agreed to supply the coun- 
try's first nuclear power station, one 
of 14 otherwise conventional indus- 
trial plants to be built with Soviet aid 
over the next five years. 

The station will have an instali- 
ed capacity of 1,760 mW and West- 
em intelligence sources say there 
are indications it will be built 
on a site being prepared in North 
Hamgyong province, which bor- 
ders both China and the Soviet 
Union. 

It is still not known what the Yongbyon 
reactor is for. The North has not declared it to 
the IAEA but nor have other members of the 
agency complained about it, a spokesman 
said. He pointed out that in any case, the 
agency was not a policing body and did not 
have the authority to inquire into reports of 
undeclared installations, even among its 
member nations. 

The IAEA has only monitored the North's 
two research reactors under a so-called > 
"Type 66" agreement signed with Pyong- — - 
yang on 20 July 1977. The accord applies only 
to those two facilities, which are also at the 
Yongbyon site, and specialists attach little — 
importance to them because of their verylow = 
yield. €" 


SUBCONTINENT 1 


The Subcontinent's rivers create a cycle of floods and droughts 


The wasted waters 


just economic importance — they are 
holy to hundreds of millions of peo- 
ple. Hindus believe the river Ganga 
springs from the footof Vishnu, the preserver 
god of Hinduism. Even in Muslim Bangla- 
desh, boat races during the Bengali new year 
reflect pre-Islamic rites. Nepalese devotees 
bathe in the "sacred" waters of the Bagmati, a 
Ganga tributary, on some festivals. 

But these days, the blessings of the gods 
are in short supply. An unprecedented 
series of droughts and floods — each of a 
severity that used to be expected only once in 
decades — has beset the Subcontinent in the 
1980s. Burgeoning populations have com- 
pounded the human and economic costs of 
these disasters. Worse, politics and bureau- 
cratic inertia are preventing solutions from 
being found. 

The Subcontinent is one of the best- 
watered regions on earth. India's yearly 
snow and rainfall of 1,150 mm is 10 times 
greater than what it can use, and even the 
most optimistic projections in the 1975 study 
by the National Commission on Agriculture 
say the country would be hard put to make 
use of more than 26% of its annual precipita- 
tion by the first quarter of the next century. 

But these figures mask the extreme sea- 
sonal fluctuations that set the rhythm of 
south Asian life. Three-quarters of the yearly 
precipitation falls within just three months 
(June-August), making the success or failure 
of the annual monsoon all-important for the 
Subcontinent's economies. 

Modern techniques of water-resource 
management have not been able to mitigate 
the vagaries of nature. Bangladesh claims to 
have doubled its irrigated acreage since 1980, 
but this still amounts to only 20% of the coun- 





Flood/drought relief: India 
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try's arable land. Nepal has irrigated barely 
5% ot its arable land and realised just 0.5% of 
its hydroelectric generating potential. 

Even India had realised just 53% of its 113 
million ha irrigation potential by the start of 
the current five-year plan (1985-90), and only 
23% of the country's groundwater potential 
had been tapped. 

On the other hand, 13 million ha of once- 
arable irrigated land have already been lost to 
waterlogging (by the raising of watertables 
through canal seepage) or salinisation (a 
change in the mineral composition of the soil 
by the lowering of watertables through 
tubewell withdrawals). 

Large- and medium-scale surface irriga- 
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: play havoc in the Himalayas: 18. Rival- 
ries hamper Indo-Bangladesh water 
sharing: 19. Buyers market in Nepal: 
22. g 


tion projects covered 25 million ha as of 1985, 
less than half the total projected for this type 
of irrigation by the year 2010 — but the mar- 
ginal cost of creating an additional hectare of 
irrigation potential from these types of 
schemes has increased 22-fold since the early 
1950s, raising questions about their cost-ef- 
fectiveness. 

India’s massive dams and canal net- 
works, once touted as the answers to its 
water problems, have consistently fallen 
short of their benefit-to-cost target ratios, yet 
India lacks a systematic review procedure or 
an overall water-resource management stra- 
tegy against which to measure project per- 
formance. 


Cycles of misery 





Such a strategy, environmentalists main- 
tain, must proceed from a recognition that 
water management and land-use policies are 
inseparably linked. The nexus is deforesta- 
tion of watershed catchment areas because 
of population pressure. Satellite pictures 
show the Subcontinent's forest cover to be a 
scant 14% and even that is dwindling a per- 
centage point every couple of vears. 

Deforestation of mountains reduces the 
absorptive capacity of upland watersheds, 
making monsoon rains run straight o e 
denuded slopes, washing away fertile ....... 
Downstream, this sediment chokes the 
channels with the result that riverwater over- 
flows the banks, causing widespread flood- 
ing. But when the rains pass, droughts occur 
because of the inadequate groundwater re- 
tention in the catchment areas in the first 
place. 

The Subcontinent's denuded mountains 
and forests may even have an effect on the 
amount and timing of annual rainfall, said 
J. Shukla, a US meteorologist who will help 
set up New Delhi's monsoon-modelling 
supercomputer this year. 


s an antidote to the cycle of erosion 
and siltation, floods and droughts, 
environmentalists prescribe a re- 
source-management policy that 
will cut across jealously guarded bureau- 
cratic suzerainties. But such an approach 
cannot be imposed from the top, since its 
success depends too much on its sensi! 
to peculiarly local sociological and physial 


. conditions. It works best on the scale of a 


modest and ecologically integrated unit like 
the watershed of a secondary or tertiary 
stream. 

l'ilot programmes at this level have made 
impressive strides, but given the centrist 
bent of Subcontinent bureaucracies, plan- 
ners remain at a loss as to how to adopt them 
at the national level. Policymakers find it far 
easier to opt for big engineering solutions. 

Droughts, floods and the extreme sea- 
sonal fluctuations in rainfall lend urgency to 
the questions of water catchment, storage 
and distribution — and dams, canals and irri- 
gation networks seem to offer answers that 
are immediate and concrete, compared with 
more amorphous and slower social pro- 
grammes for reforestation. Besides, en- 
gineering works bring profits for vested local 
interests. 

Aid donors are also happy enough to play 
along with the engineering approach. Lend- 
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ing agencies like the World Bank orthe Asian 
Development Bank are partial to projects 
with an identifiable cash flow. Bilateral 
donors go in for high-profile undertakings 
needing lots of equipment and material 
which they can provide. 

The big projects worked well enough in 
the 1950s and 1960s, when newly indepen- 
dent India and Pakistan first constructed am- 
bitious waterworks to restore canal networks 
in Punjab province which were arbitrarily 
sundered by Partition in 1947. Schemes like 
India's multi-purpose Bhakra project or 
Pakistan's Mangla and Tarbela dams coin- 
cided with the introduction of improved 
seeds and farming practices to pro- 
duce dramatic "Green Revolution" 
increases in crop yields. 

At the same time, the availability 
of hydroelectric power permitted 
tubewell irrigation and light industry 


in previously backward agricultural ——. : 


ons. 

;oon, every Indian state was fol- 
lowing suit with similar projects. By 
1979, India had built some 1,550 large 
dams at a cost of over Rs 105 billion 
(US$7 billion) — nearly 14% of overall 
development expenditure under suc- 
cessive five-year plans. By 1985, the 
total outlay on irrigation projects had 
reached Rs 200 billion. The 1985-90 
plan envisions a 15% expansion (to 29 
million ha) of the area irrigated by 
major and medium irrigation pro- 
jects, atacostofanotherRs 115billion. 
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or hydroelectricity. 

But environmentalists counter that, by 
the same token, a host of negative external 
results are not built into the ratio, including 
the siltation of upland valleys, drowning of 
forests, waterlogging in canal colonies or soil 
salinity where groundwater has been over- 
tapped. 

Beyond these ecological considerations, 
they point to broader issues of social equity: 
the engineering approach favours rich farm- 
ers over the poor, cities over the hinterland 
and politically influential groups over 
others. 

This built-in bias extends to the sphere of 
^water diplomacy" as well. India's neigh- 


harre cav that it cancictently undermines the 


water-development plans of the smaller, 
poorer South Asian states. 

Bangladesh is at a particular bargaining 
disadvantage as a downstream state receiv- 
ing nearly 90% of its water from across the 
border. Nepal, with hydroelectric potential 
to sell, is somewhat better placed, being up- 
stream, but the gamesmanship of price ne- 
gotiations in a one-buyer, one-seller market 
can be treacherous. 

The realpolitik of international funding, 
too, serves to reinforce India’s effective veto 
power over the major water-resource deve- 
lopment schemes of its neighbours. Donors 
can hardly afford, diplomatically, to bankroll 
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projects in Nepal or Bangladesh without first 
getting New Delhi's go-ahead. 

Even hydrological data can become a 
weapon in water-sharing negotiations. By 
withholding information, India can effec- 
tively stall engineering studies in neighbour- 
ing countries. Some of the most elementary 
data about the hydrology, climatology and 
power-generating capacity of north India, 
for example, remain classified as military se- 
crets. 

A consulting engineer for a multilatera! 
lending agency reports that his Dhaka office 
may not officially use data to which the 
agency's New Delhi officeis given routine ac- 
cess. To add to the frustration, the relevant 









‘ PL uA Sed 
s éd AES 1 « , 
jane i 
Lb ne L " x r 
44 P ~ . - » ~ 
et — EN / i . rA 
J v n LO TES x € 
4 vy i Ee > 
ad Sg di 
LI DL. ` 
" ' 
> 


data may actually be readily available in pub- 
lished documents. Without India's official 
approval, however, it cannot serve as a basis 
for formal agreements on pricing and water 
rights. 

In the absence of firm data, it is pointless 
to even talk about any sort of regional op- 
timum solution to water-resource develop- 
ment questions — water is no respecter of 
boundaries. South Asian countries periodi- 
cally trot out border-spanning development 
project proposals, the prime examples being 
the competing schemes of India and 
Bangladesh for flood control and augmenta- 
tion of dry-season flows in the Ganga- 
Brahmaputra basin. Butin the current 
diplomatic climate, they amount to 
no more than obfuscations. By ap- 
pearing ready to talk about every- 
thing — hydroelectric power, water- 
sharing, flood control, irrigation, in- 
land navigation — in one big pack- 
age, they can actually avoid having to 
talk concretely about any one of these 
topics. 


INH AXOIH 


i $ The South Asian countries need to 


break up these packages into trade- 
able bargaining chips — a task that is 
primarily analytic, at least in the initial 


*» —— stages. Quiet starts in this direction 


may have been made through such 
projects as the World Bank-funded 
hydrological model of the Brah- 
maputra basin or the latest (and most 
comprehensive) Karnali dam feasibil- 
ity study. 

Even the normally somnolent 
South Asian Association for Regional 
Cooperation (SAARC) is in the midst of 
a two-year disaster-prevention study 
prompted by the recent succession of 
droughts and floods. The exercise is 
unlikely to yield a concrete action 
plan, a SAARC secretariat official in 
Kathmandu admitted. But it should, 
at least, "sharpen perspectives," if 
only by getting member states to 
agree on a common methodology for 
considering hydrological issues. 

Although expressly barred in its 
charter from taking up bilaterally con- 
troversial matters (which would cer- 
tainly include all water-sharing ques- 
tions), the SAARC has the power — which it 
has never invoked — to convene sub-group- 
ings of member states on particular ques- 
tions of mutual concern. 

South Asian countries would have plenty 
to talk about. Landlocked Nepal, saddled 
with a chronic trade deficit, desperately 
needs export revenues and access via inland 
waterways to seaports. India's eastern 
states, too, could profit from inland water- 
way access across Bangladesh to seaports 
and the rest of its mainland. Both India and 
Bangladesh need massive additional 
generating capacity to meet their power-de- 
mand peaks. And both need more vigorous 
catchment-area management in the head- 





waters of their rivers to balance seasonal 
flows. 

The potential trade-offs make for interest- 
ing speculation: suppose India allowed a 
canal across the 19-mile neck of West Bengal 
that separates Nepal from Bangladesh, in ex- 
change for some variant of the proposed 
Ganga-Brahmaputra link canal connecting 
its northeast frontiers with its heartland. Or 
suppose Bangladesh were to underwrite 
proportionally costlier hydroelectric projects 
in eastern Nepal, allowing India to reap more 
economies of scale from the massive projects 
in western Nepal without undercutting 
Kathmandu’s overall hydroelectric export 
earnings. | 

Unfortunately, no such agreements seem 
likely as long as India insists on considering 


water-management questions with its 
neighbours bilaterally, rather than multilat- 
erally. A top New Delhi official privately dis- 
misses Bangladesh President H. M. Ershad's 
bid tointernationalise the issue as an attempt 
to dilute India's overall bargaining power 
under the guise of flood control. 

How else, he wonders, to account for the 
“collusion” between upstream Nepal and 
downstream Bangladesh, two countries 
with such divergent interests. India alone in 
the Ganga-Brahmaputra watershed plays 
both roles to one or the other, he adds. And 
by facing them one at a time, "ambiguities" 
in bargaining posture are avoided. "In other 
words," a Bangladeshi official tartly said, "it 


[India] spares itself the trouble of taking a 
consistent stance." 





SUBCONTINENT 2 


È Deforestation and badly planned dams play havoc 


Himalayan plunder 


spent nearly a year traversing the en- 
| tire Himalayan range on foot, collect- 
ing and distributing seeds. He glowingly re- 
counts the profusion of useful varieties he 
found in the mountains — fruit trees, nut 
trees, nitrogen-fixing leguminous trees. The 
key to a healthy watershed, he is convinced, 
is its forest cover. 

India’s Water Resources Secretary 
Naresh Chandra finds such blanket prescrip- 
tions simple-minded. He can even conceive 
of circumstances in which trees can aggra- 
vate floods: by passing rainwater through to 
the ground, they launch it on a slow journey 
via seepage to the plains. But once the 
aquifer is saturated, subsequent upland rain- 
falls drain much faster as surface runoff. 
These differential rates of flow, coupled with 
heavy downpours in the lowlands them- 
selves, can drown a riverbed. Chandra con- 
cludes: “Your trees have killed you.” 

In northern India, where the world’s 
highest mountains meet some of the world’s 
flattest plains and the rainfall is concentrated 
in 90 short days, he feels the only hope for 
water-resource management is upland stor- 
age. And, Central Water Commission (CWC) 
chairman M. A. Chitale adds that the stor- 
age must be on a large enough scale to mini- 
mise evaporation loss due to India’s tropical 
sun. 
Chitale is even studying a scheme to has- 
ten the melting of seasonal snow in the high 
Himalayas, so that the stored water can 
reach the plains during the November-May 
dry season. More conventionally, the Cwc 
designs dams, reservoirs and canals. 

Most of the income from these multi-pur- 
pose projects comes from hydroelectricity 


I ) vivitonmentalist Sunderlal Bahuguna 





Therefore, the Ministry of Energy tends to 
call the tune on design specifications, water- 
release schedules and dam siting. The con- 
flict between energy and irrigation priorities 
becomes most acute during the dry season, 
when farmers are keen to draw down water, 
while hydroelectric turbines need a high 
waterhead. "Where's the equity in evicting 
mountain people to light up the cities of the 
plains?" demands environmental activist 
Anil Aggarwal. 

Equity questions arise, too, in the alloca- 
tion of irrigation waters. Vested farming in- 
terests are better placed, politically, tolay first 
claim to water. Irrigation schemes can also 


If you see people as the problem, 
you'll never manage to enlist 
them in the solution. 


lead to unanticipated ecological conse- 
quences. Diversion of water into canal net- 
works increases the concentration of pollut- 
ants in the depleted river basins. Leakage 
from inadequately lined canals waterlogs ir- 
rigated fields. 

With a couple of successful — if small- 
scale — watershed refurbishing projects to 
his credit, R. K. Gupta of the Central Soil and 
Water Resource Conservation Institute in 
Dehra Dun is convinced that the only way to 
reverse environmental degradation is by en- 
listing the aid of the local populace to change 
land-use pattern. And for that, Gupta adds, 
one must concentrate first on local concerns 


In this stalemate, each South Asian coun- 


try's best betis to pursue whatever water-re- 


source development options it can execute 
onits own. Dhaka, for its part, is drawing up 
a US$6 billion flood-control programme and 
a U587 billion water-augmentation program- 
me to present to aid donors. Kathmandu 
policymakers, keen to undercut India's bar- 
gaining clout, fantasise about packaging 
Nepal's hydroelectric potential in an exporta- 
ble form as energy-intensive commodities 
such as aluminium. 

And New Delhi, convinced that time is 
on its side, seems prepared tosit tight on bila- 
teral water-management questions. The cost 
of such a waiting game will be opportunity- 
lost costs: development postponed and dis- 
asters unmitigated. m 


like crop-yield improvement, water aug- 
mentation, rural infrastructure, reforesta- 


. tion, and cottage industry. 


To give villagers a stake in waters... .. 
management, Gupta's two projects (one 
each in the hinterlands of Chandigarh and a 
hill district of Uttar Pradesh) set up such cap- 
ital assets as water tanks, mini-orchards and 
contour canals, using local labour and low- 
cost materials. Each local household — in- 
cluding landless ones — held an equal share 
in these assets to either use itself or rent out. 

In reforestation, too, grassroots coopera- 
tion is best enlisted by giving local inhabit- 
ants a proprietary stake, pilot projects have 
shown. The key point is to "listen to the 
people," sums up Kamla Choudhry, recent- 
ly retired chairman of India's Wastelands De- 
velopment Board (wpb). "If you see people 
as the problem, you'll never manage to enlist 
them in the solution.” 

Bureaucratic rigidities have a way of reas- 
serting themselves, though, when it comes 
to applying the same integrated develop- 
ment approach on a national scale, Chou- 
dhry ruefully notes. The WDB was launc 
in 1985 with a whopping Rs 3 billion (US$.vu 
million) budget, 65% of the total outlay for 
forests and wildlife in the current five-year 
plan. Its charter was to create a “people’s 
movement” to reforest some 5 million ha of 
wasteland per year. 

"But how am I supposed to do that,” la- 
ments Choudhry, "unless you let me have 
the 5 million ha?" For three vears, she 
pleaded fruitlessly for the Forestry Depart- 
ment to release to local cooperatives some of 
the 40 million ha of government-managed 
nominal forests which satellite pictures re- 
veal to be treeless wastes in actuality. 

Even more challenging than bureaucratic 
inertia, environmentalists find, is bureaucra- 
tic momentum: once a project gets rolling, it 
becomes all but unstoppable. Of 246 majorir- 
rigation projects undertaken since 1951, only 
65 had been completed by 1986. But rarely 
are any of these projects abandoned, despite 
cost over-runs, legal challenges by public in- 
terest groups, parliamentary inquiries, dis- 





enchantment of aid donors, and citizens' 
protests. 

The Narmadasagar project in Gujarat 
represents the latest controversy over big-tic- 
ket dams. Within the Ganga basin, the 2,400- 
mW Tehri Damremains a bone of contention 
between envirnomentalists and bureau- 
crats. According to a study prepared by 
economist Vijay Paranjapye of the World 
Wildlife Fund, the 261-m dam — sited in a 
seismically active zone — would threaten 
heavily populated downstream regions with 
inundation in case of earthquake. 

Nor would it provide the 100 years of ser- 
vice presumed in its benefit-to-cost projec- 
tions. Actual siltation rates observed at Tehri 
would choke the reservoir in less than half 
that time, Paranjapye claims. Citizens’ pro- 
tests dogged the project throughout the 
1970s. Even after the bulldozers moved in, 
lawyer D. V. Saklani brought a case (still 
pending) before the Supreme Court to halt 

struction. 

Jut in 1986 Moscow took over the project 
on a turnkey basis as part of its crash effort to 
balance Indo-Soviet trade. Soviet engineers, 
however, called for a drastic broadening of 
the dam’s base or a lowering of its overall 
height, in line with Soviet standards for toler- 
ance to earthquakes. 

These modifications would mean scrap- 
ping the nearly Rs 2.2 billion already sunk 
into the project. According to an Indian sci- 
entist on the project team, however, the 
Soviets have since been persuaded to settle 
for a dam of the original dimensions, but 
with a core sunk deeper into the ground and 
a shell of gravel and clay. No figures are yet 
available on what this would add to the pro- 
ject’s Rs30billion price tag. m Lincoln Kaye 
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Rivalries hamper Indo-Bangladesh water sharing 


Resources and rights 





By Lincoln Kaye in Dhaka 


loodwaters are both Bangladesh’s 

curse as well as its saviour. In Sep- 

tember 1988, the most severe flood in 
East Bengal’s recorded history cost nearly 
2,000 lives and inundated 2 million ha of 
farmland. Yet only three months later, that 
same land had turned an exuberant green — 
revived by a fertile layer of silt that the flood- 
waters bring down from the mountains and 
deposit on the drowned lands downstream 
as they recede. 

Silt is Bangladesh’s raison d’étre. Just 
10,000 years ago there was no land there at 
all. Since then, the entire Bengali plain has 
been built from silt deposited by the Ganga, 
Brahmaputra and Meghna rivers which con- 
verge there in a trident junction. Land is still 
building up where the rivers meet the Bay of 
Bengal, these newly formed islands offering 
somewhat precarious resettlement sites for 
the burgeoning population. 

It is the heavy population density — an 
ironic testimonial to the fertility of the delta 
— which worsens the impact of disasters. 
Hardly do floods ebb than squatters move in 
to cultivate the transient silt islands that 
emerge from the riverbeds, only to be inun- 
dated again with the next flood. 

Relief programmes, which offer food in 





return for work, criss-cross the countryside 
with haphazardly planned roads that cut 
across the natural drainage patterns. When 
the next flood comes, people desperately 
undo the roads, railways and irrigation can- 
als that trap the water in their fields. They 
even breach expressly designed flood-con- 
trol embankments to drain their own lands, 
inundating in the process the larger tracts 
that the bunds are designed to protect. 
Given that it is difficult to control people's 
actions in an emergency, Bangladeshi plan- 
ners opt for an engineering, rather than a so- 
cial, defence against floods. President H. M. 
Ershad may publicly call on his South Asian 
neighbours to join in a multilateral flood-pre- 
vention programme, but his own bureau- 
crats are nevertheless drawing up unilateral 
plans to turn Bangladesh into an anti-flood 
fortress of dykes, dams and barrages — at a 
foreign aid-funded cost of about US$6 bil- 
lion. A separate plan costing nearly US$7 bil- 
lion is on the drawing board for dry season 
water augmentation. ! 
Water Commission chairman Amjad 
Hussain Khan estimates flood control will be 
achieved in less than a decade, but aid 
donors doubt that. "We've been working on 
flood control for centuries in the Netherlands 
and we're still far from through," said a con- 
sultant. And immediately after the 1988 


Himalayan bounty and burden 


@ Main flow of river readily shifts 
from one to another channel of 
‘praided’ stream course. Dredging, civil 
vorks and navigation thwarted. 

O Siltation in bunded streamcourses 
or canals raises water level higher than 
surrounding countryside. If 
embankment is breached, water 
inundates surrounding plains. Seepage 
from irrigation canals and reservoirs 
raises water table, 'waterlogging' 
farmlands. 

@ Excessive pumping from tubewells 
lowers water table, leaving salts in soil 
unleached. Farmlands turn barren, 
drinking water turns brackish. 

© Silt build-up in estuary hampers 
navigation and irrigation. Without 


alters water quality. 


enough freshwater flow to flush the foothills carry minimal silt load and same time as monsoon rains. 
channel, tidewater penetrates further depend most on monsoon rains. Indian Government is studying 
upstream, turning drinking and @ Rivers originating on glacier- scheme to melt seasonal ( 
irrigation water brackish. scoured south slope of Himalaya carry —snowfields to augment dry- 

@ Link canals can balance flows maximum silt load. season river flows. Ice Á 
between two watersheds with different ^ (9g Rivers originating in Tibetan dams trap waters in 

seasonal peaks. But canals (as well as plateau to the north of main Himalayan glacial lakes. If 

roads and railways) cut across natura! ^ ridge build up sizeable flows in their ice melts, 


drainage channels, trapping water on 
the plains in case of flood. 

@ Terai jungles have been cleared for 
farmland since eradication of malaria 
rendered the region habitable. 
Quarrying in foothills strips forest 
cover, increases silt load of rivers and 


@ Variegated forests pass rainwater 
through to ground, conserve topsoil, 
cool temperature, return moisture to air 
for recycling as rain. But monoculture 
of plantation trees depletes soil 
nutrients, hogs groundwater and pre- 
empts understory of shrubs on which 
people rely for fuel, food and fodder. 
© Population pressure forces 
cultivation, grazing and fuel-gathering 
higher up mountain slopes at the 
expense of forests. Rainwater and 
topsoil run off the denuded slopes 
unimpeded, choking downstream 
channels. Landslides and soil 
degradation in uplands. 

@ Rivers originating in Shivalik 


flat upstream reaches. These torrents 
then gain velocity in their steep plunge 
through mountain gorges. Such i 
rivers carry medium silt load. | 
@ Steep vertical drop of high 
mountain rivers creates vast 
hydroelectric potential, suitable for 


high-capacity ‘peaking’ plants to lower reaches of streamcourse may systems. Changes in 

balance power demand in North be inundated. temperature, snowfields and tree 
indian grid. But build-up of sediments @ Jet stream current originating in cover on the plateau may affect 
in reservoir limit the service life of Tibetan plateau acts as a ‘lid’ on the jet stream, in turn altering extent 
dams. Infertile sandy deposits back — air flows of the monsoon weather and timing of monsoon rains. 


up in valley behind reservoirs, choke 
farmland. 

@ Geologic plates collided 200 
million years ago to form Himalaya. 
Plane on which they meshed is still 
seismically active. If an earthquake 
breached the dam, reservoir waters 
could wipe out downstream 
settlements. 

(D Glaciers and seasonal snowfields 
store precipitation and help balance 
seasonal flows. But maximum 
snowmelt comes in summer, at 
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floods, a UN team recommended a far less 
hardware-oriented approach. 

The UN report recognises that some 
flooding is inevitable — and even desirable 
— for agriculture and ecological balance. In- 
stead of setting out to prevent floods al- 
together, it suggests projects to mitigate their 
worst effects. That means earlier flood warn- 
ings and more locally self-reliant evacuation 
and relief plans. Engineering defences 
should be used selectively, the report 
suggests, for priority targets like cities, vul- 
nerable outer areas such as islands, key 
transport links, hospitals, power stations 
and communications facilities. 

Even the best-planned engineering 
works cannot guard against every possible 
contingency. For instance, if floodwaters 
come from unexpected quarters — as they 
did in some parts of Bangladesh in 1987, 
when the tributaries upstream, rather than 
the main streamcourses, were first to over- 
flow — then dykes and polders can have the 
perverse effect of keeping water inside, in- 
stead of outside, the shielded zones. 

This highlights the paradox of flood con- 
trol works: the stronger your defences, the 
more risk of their turning into a hydrological 
Maginot Line. The channels of bunded 
streams, for instance, silt up until the 
riverbed is actually higher than the sur- 
rounding countryside. And when the dykes 
are eventually breached, the damage is all 
the more devastating because the flood- 
waters have no alternative way to be drained 
off safely. 

To help plan against such contingencies, 
Bangladesh is developing, with World Bank 
help, a US$2 million mathematical and phy- 
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sical model of the Brahmaputra basin. When 
completed, it will be one of the world's most 
elaborate hydrological models and will allow 
planners to posit the full range of possible 
flow conditions and test-simulated engineer- 
ing works. 

With this kind of information available, 
projects that once seemed far-fetched could 
now become more feasible. Up for early 
review, for instance, would be the long- 
shelved proposal to divert water through the 
channel of the old Brahmaputra into the 
Meghna basin to balance flows between 
upper and lower Bangladesh. Another 
scheme envisions draining off Ganga water 
to the southwest of the country to relieve up- 
country waterlogging and counter saline 
tidewater intrusions downstream. 

A still more ambitious interbasin transfer 
would link the Brahmaputra to the Ganga via 
a man-made canal, as proposed by India. So 
far, though, Bangladesh has baulked, one 
consideration being the vast numbers of 
people it would have to displace. 


he question of sovereignty raises 
| more qualms as two-thirds of the pro- 
posed canal would lie within India. 
Proponents point out that the canal could 
easily be redrawn to begin and end within 
Bangladesh's own borders, but Dhaka's un- 
derlying suspicion, diplomats feel, lies in the 
sheer disproportionality of the two water- 
sheds. In other words, Bangladesh could be 
giving more than it would be receiving. 

The 1,800-mile Brahmaputra travels 
nearly half its length through Tibet before it 
plunges through steep Himalayan gorges to 
gather such enormous force and volume that 
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it is practically untameable for hydroelec- 
tric generation. By the time it reaches 
Bangladesh, the river is so wide it takes two 
hours to cross by motorised ferry. Its mean 
flow during the November-June dry season 
is nearly four times as great as the Ganga's. 

"Right now, Bangladesh's best insurance 
against India hogging this resource is the 
physical isolation of the Brahmaputra valley 
from the subcontinental mainland," one for- 
eign consultant notes. “Allowing India to 
top up' the Ganga with Brahmaputra waters 
would effectively license them to divert the 
entire flow of the Ganga upstream [from 
Bangladesh ]." 

New Delhi's portrayal of the canal as a 
flood-control measure is disingenuous, the 
consultant adds, since it can only drain off a 
modest portion of peak-season waters. In a 
flood like that in 1988, when the two rivers 
peaked within days of each other (rather 
than weeks, as is usual), the canal would 
have been useless. 

Still, the US$30 billion project could c... . 
real — if limited — benefits from the 
standpoints of irrigation, flood control and 
inland navigation. The consultant feels 
Dhaka would be well advised to put a price 
tag on those benefits and see what India 
would be willing to buy, ratherthan rejecting 
the scheme out of hand. 

Bangladesh has tabled its own US$20 
billion counter-proposal: seven dams on 
Ganga tributaries in eastern Nepal con- 
nected with Bangladesh by a link canal 
across the neck of West Bengal. Given a 
warmer diplomatic climate and a good deal 
more rigorous analysis on both sides, the 
two proposals are not incompatible. Ele- 
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ments of each could be incorporated into a 
comprehensive solution. 

As matters now stand, India and 
Bangladesh are far from any such mutual ac- 
commodation. Even a limited issue as the 
Farakka water-sharing dispute has eluded 
bilateral settlement since the 1960s. Over the 
protests of Pakistan (to which what is now 
Bangladesh belonged at the time), India built 
a barrage virtually on the border to divert 
Ganga water to flush the channel of the 
Hooghly river. Its object was to keep silt from 
choking Calcutta port and prevent saline 
tidewaters from infiltrating the city water 
supply. 

That much diversion, coupled with 
India’s upstream withdrawals of Ganga 
water for irrigation and reservoirs in Uttar 


Pradesh and Bihar, can make the decisive 
difference to the water supply of northeast- 
ern Bangladesh during a drought year. With- 
out the Ganga waters, Bangladesh is not 
only stymied in its present and future irriga- 
tion plans, itis also subject to saline tidewater 
intrusions as far north as Khulna. 

In the 1970s, Bangladesh negotiated with 
India a water-sharing agreement which as- 
sured the country a baseline of irrigation 
water in case of drought. But after that agree- 
ment lapsed in 1982, India has been unwill- 
ing to grant Bangladesh any more than a 
fixed percentage of the flow — drought orno 
drought. And even these ungenerous terms 
have grown progressively harder to wring 
out of New Delhi, with each successive 
agreement renewed for a shorter period. 
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—. Nepal's hydroelectric development depends on India 


Buyer's market 
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into a development bonanza, plan- 
ners hope. The country's mountains — the 
highest on earth — create an estimated 
80,000 mW of potential hydroelectric 
generating capacity. That amounts to nearly 
2% of the world's hydroelectric potential — 
enough to turn the country into "the Opecof 
the Subcontinent,” an official enthuses. 

The hitch is that there is only one feasible 
customer for Nepal’s electricity: India. 
Neighbouring China offers no way out of 
this bind, due to the formidable challenges 
of laying transmission lines across the 


. For nearly three decades, this Indo- 
Nepalese stand-off has stymied develop- 
ment of huge power stations proposed for 
Nepal’s major rivers. The plans get steadily 
more ambitious — on paper, at least. 
As of the early 1980s, Nepal had drawn 
. up 14 hydroelectric schemes worth more 
than US$9 billion with a generating capacity 
of nearly 8,000 mW. Nowadays, however, 
_ these sums are overshadowed by the revised 
cost and output projections for just one of 
these projects, the Karnali Dam in western 
Nepal. As it is now conceived, Karnali will 
generate more than 10,000 mW and cost 
about US$6 billion — a sum nearly twice 
Nepal's GDP. 

Chances are the arithmetic of other pro- 
posed projects would show similar transfor- 
mations if given a second look. For the pre- 
sent, though, both India and Nepal are con- 
centrating on negotiations for Karnali, mind- 





^c. fulofthe precedent for further projects. 


Cash-strapped Nepal worries that the 
costs of its hydroelectric schemes will be in- 
curred in hard currencies, while they will 
eam only non-convertible Indian rupees. 
5till, if the price is right, Karnali alone could 
wipe out Nepal's Rs2.3billion (US$153.5 mil- 
lion) trade deficit with India, the largest trad- 
ing partner. Electricity pricing may be the 
nub of the question, but both India and Ne- 
pal obscure the issue with quibbles about the 
data and methodology of feasibility studies. 

India wants its energy charges calculated 
on a cost-plus basis, since this allows the 
buyer to reap maximum economies of scale. 
Nepal wants to spell out the savings from 
hydroelectricity compared with India's alter- 
native means of meeting projected power 
demand. Then, Kathmandu officials hope, 
the two countries can split the difference. 

New Delhi rejects this approach and 
withholds the data needed to make the cal- 
culations: firm power demand projections, 
costs and generating potential from alterna- 
tive sources. Kathmandu's consulting en- 
gineers proceed anyway on the basis of pub- 
lished Indian statistics, but unless the figures 
are conveyed through official channels with 
implicit government endorsement, New 
Delhi can always deny them later. Then the 
project goes back to square one. 

India has thrice rejected feasibility studies 
for the Karnali project on the grounds that 
they were based on faulty premises. The 
commissioning of a fourth feasibility study 
in 1985 represented a diplomatic break- 
through, since this time India agreed to the 
terms of reference beforehand. 

Even so, New Delhi has been none too 
forthcoming with relevent data, consultants 
complain. Nevertheless, the latest feasibility 


The latest Farakka agreement lapsed in 
November 1988. Since then, according to an 
engineer in the Farakka barrage project office 
in Calcutta, the water level behind the sluice 
gates has simply been maintained at its target 
level of 72 ft and the proportional water allo- 
cation determined accordingly. But, with the 
dry monthssoon tocome, Dhaka needs more. 

Newly named Foreign Minister Anis ul- 
Islam Mohammed, who used to be 
Bangladesh's water minister, ranks a perma- 
nent Farakka settlement near the top of the 
bilateral agenda between the two countries. 
To get it, Dhaka may have to settle for a 
straight percentage water-sharing agree- 
ment without drought-year guarantees — a 
politically costly come-down for any 
Bangladeshi government. a 


study of the Karnali project envisages the 
dam to be twice as high as originally plan- 
ned, and its capacity — at 10,000 mW — 

be twice as large. 

The increased capacity is due to a reap- 
praisal of Karnali's role in the overall power 
strategy for north India. The dam is now 
seen as a "peaking facility" with a load factor 
of only about 20%. That means that it will be 
run in short intensive bursts to top up the 
supply in times of maximum demand. 

Karnali's new capacity, a consultant ex- 
plains, fits in with the north Indian power 
grid’s projected 40,000 mW demand by the 
turn of the century. This, he feels, represents 
a golden opportunity for the two countries to 
come to terms: demand projections have 
reached a stage where Karnali’s capacity can 
finally be absorbed. 

That is still no reason, according to a top 
Indian official, why India should pay more 
per unit for Karnali power than it would for 
hydroelectric projects developed in its own 
territory. The very fact that India has so 
many options, he adds, suggests that time ic 
on its side, rather than Kathmandu's. A 
as for Nepal's proposal to charge India for ir- 
rigation water from the dam, he asks: "Why 
should we pay for that when we're already 
getting the entire flow of the Karnali for free?" 

Both sides seem to be getting cagier as the 
feasibility study nears completion. After its 
release, the two sides will have to proceed 
with detailed engineering studies or back off 
from the project once again. The choice could 
be a precedent for further Nepalese power 
projects for the Indian market. 

From Nepal's standpoint, says Divendra 
Raj Pandey, a former Nepalese finance sec- 
retary, a further postponement of major 
hydropower projects might not be such bad 


` news. Citing the skewed distribution of for- 


eign aid, he doubts whether the Kathmandu 
elite could manage to recycle massive energy 
revenues for the benefit of the poorin a coun- 
try whose annual GDP still stands at just US$ 
160 per head. The poor Karnali region 
would be especially hard pressed to retain 
much benefit from the proiect. u 
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The road to peace in Cambodia 


here politics among nations 

was concerned, 1988 was a 

very good year. The pace of 

great-power rapprochement 
during the previous year was maintained 
and, indeed, considerably quickened in the 
case of Sino-Soviet relations, where a sum- 
mit meeting between the two seems to be on 
the cards for 1989. A number of diplomatic 
breakthroughs were also brought about in a 
number of regional conflicts, ranging from 
southern Africa to western and southern 
Asia. 

Southeast Asia has participated in and be- 

ited from these benign trends in interna- 
aonal politics. For the first time since Viet- 
nam's invasion of Cambodia in late 1978, 
there seem to be real prospects for a political 
solution to the problems there. All parties in- 
volved in the conflict seem agreed on the fol- 
lowing: 

»> That Cambodia should be a “peaceful, in- 
dependent, democratic, sovereign, neutral 
and non-aligned” nation, posing no threat to 
any neighbour. 
> That a government of "national reconcili- 
ation" must be brought about, perhaps with 
Cambodian resistance leader Prince Noro- 
dom Sihanouk returning from exile as head 
of state. 
> That the communist Khmer Rouge resist- 
ance faction be denied a predominant role in 
post-settlement Cambodia and that there 
should be safeguards against the group's mi- 
litary intervention during the transition 
period to peace. 
. That Vietnam's military withdrawal is of 
əgral importance but can be a part of — 
and not necessarily a precondition for — a 
political settlement. 
> That there should be some involvement 
by members of the international com- 
munity in the implementation of the 
political settlement. 
> That dialogues and negotiations, 
formal and informal, among all 
players involved are necessary and 
valuable in their own right — even 
though any one round may not bring 
concrete results. 
> That in the long term the structure 
of relationships between Vietnam on 
the one hand and those opposed to it 
on the other will have to be adjusted 
so as to ensure Southeast Asia’s peace 
and security. 

The process of forgoing greater 
commonality in terms of assump- 
tions and .problem-recognition 
among the parties concerned is likely 


Siddi and Nguyen Co Thach in Hanoi. 


By Sukhumbhand Paribatra 


to be strengthened by two developments 
which should take place in 1989. 

Oneis the Sino-Soviet summit. China has 
been striving to achieve rapprochement with 
honour in its relationship with the Soviet 
Union as a guarantee of its own security. For 
this reason, Peking has highlighted Mos- 
cow's support for Hanoi as the most impor- 
tant obstacle to better Sino-Soviet ties. 

With Soviet pressure on Vietnam to be 
more flexible on the Cambodian question 
and Vietnam's verbal commitment to with- 
draw its troops from Cambodia by 1989 or in 


66 


As long as Vietnam remains in 
Cambodia, China and Thailand 
will be reluctant to abandon their 
policy of support for the Khmer 
Rouge, the most effective force 
fighting the Vietnamese. 

99 
1990 at the latest, China’s goal has largely 
been reached and, consequently, the forth- 
coming summit may provide a stage for a 
major diplomatic breakthrough for resolving 


the Cambodia conflict. 


The second development is the 


emergence of a new consensus in Thailand's 
foreign policy. When Prime Minister 
Chatichai Choonhavan took office in August 
1988, he signalled his intention to bring 
about rapprochement with Vietnam and 
Laos by announcing that he wanted to help 
turn Indochina “from a battle field into a trad- 





ing market.” This aroused a great deal of con- 
troversy in Thailand, which had previously 
been inflexible in its policy of opposition to 
Vietnam’s occupation of Cambodia. 

As a result of Chatichai’s unexpected suc- 
cesses both at home and abroad and the mili- 
tary’s support for most of his initiatives, the 
controversy has subsided and a new, albeit 
still fragile, consensus has emerged. Thai- 
land, while maintaining its policy of opposi- 
tion to Vietnam's occupation of Cambodia, 
now takes the position that it should also be 
more flexible in posture and try to bring 
about more exchanges and dialogues with 
the Indochinese countries. 

This emerging consensus is evident from 
the success of Thai Foreign Minister Siddhi 
Savetsila’s recent visit to Hanoi, the first in 
his almost decade-long tenure of office, 
which will be followed some time during the 
course of 1989 by the prime minister's own 
visit. It is also evident from Chatichai’s ini- 
tiative to arrange an informal meeting with 
Hun Sen, premier of the Hanoi-backed gov- 
ernment in Phnom Penh. 

But the road towards peace in Cambodia 
still remains long and uncertain. Much re- 
mains to be resolved: the conceptual and 
chronological relationship between Viet- 
nam's military withdrawal on the one hand 
and China's and Thailand's cessation of sup- 
port for the Khmer Rouge on the other; the 
mechanics of initiating a ceasefire and main- 
taining order; the forms and processes of 
Cambodia’s electoral politics; the question of 
power distribution in post-election Cam- 
bodia and, with it, the structure of post-set- 
tlement relations between China, Vietnam, 
Thailand and Cambodia. 

That these issues are far from being resol- 
ved is reflected by the difficulties encoun- 
tered during the processes of the 
-Hi* Jakarta Informal Meetings (JIM) and 
the two Sihanouk-Hun Sen dia- 
logues in France. 

The core of the problem remains 
the Khmer Rouge. As long as Viet- 
nam remains in Cambodia, China 
and Thailand will be reluctant to 
abandon their policy of support for 
the Khmer Rouge, the most effective 
Cambodian force fighting the Viet- 
namese. And as long as Peking and 
Bangkok refuse to abandon this po- 
licy, Vietnam feels reluctant to pro- 
vide the various concessions neces- 
sary for achieving a political settle- 
ment — including fulfilling its pledge 
to withdraw by 1990. 

Furthermore, even ifa political set- 


uementis reached, the Khmer Kouge — with 
their 40,000 men under arms and wide- 
spread network of political organisations 
and weapons caches throughout Cambodia 
— will still have the capacity to undermine 
any accord that does not accommodate their 
own interests. Intelligence estimates indicate 
that should China immediately cut arms 
supplies to its Cambodian clients, the Khmer 
Rouge would still have enough war material 
to last for two years. If the political settlement 
is undermined, Vietnam would be induced 
to return to Cambodia and remain perhaps 
for a long, long time. 

Many non-Cambodian scholars and gov- 
ernment officials have been quick to post- 
ulate that the Khmer Rouge have changed in 
nature and that their excesses while in power 
between April 1975 and December 
1978 — during which more than a million 
Cambodians were killed — belong to the 
past. But it must be noted that most of 
today’s Khmer Rouge soldiers have grown 


up as besieged and indoctrinated men and as 
long as they are armed, active and licensed to 
roam, there cannot be a stable, durable and 
just political solution in Cambodia. 

The necessary conditions for resolving 
the Khmer Rouge problem, apart from Viet- 
nam's continued willingness to find a politi- 
cal solution to the Cambodia conflict, are 
China’s and Thailand’s abandonment of 
their policy of support for the Khmer Rouge. 
These in turn are dependent upon a number 
of other factors. 

In the case of China, these are the pace 
and manner of its rapprochement with the 
Soviet Union and its stance in the interna- 
tional politics of Southeast Asia — the latter 
being one of the concerns which had 
prompted Peking to become an adversary of 
Hanoiin the first place. For Thailand, the key 
factor is the Thai military's perception that 
the kingdom can be made secure from Viet- 
nam's threat without the use of the Khmer 
Rouge as its main armed proxy. 





CHINA 


An independent editor stands to lose his job 


Publish at vour peril 





By Louise do Rosario 


eking is considering firing one of 
P China's most daring and respected 

editors in an attempt to tighten press 
controls. Sources say Qin Benli, 71, editor of 
the Shanghai-based weekly World Economic 
Herald, may soon be dismissed for publish- 
ing an explosive speech by leading political 
theorist Su Shaozi. 

This is the first major sign that the 
Chinese Communist Party is stepping up 
ideological controls as it combats a host of ur- 
gent economic and social problems. The 
party, perceived as weak and confused, 
needs to show that it still has a tight grip on 
ideology. Wang Renzhi, the propaganda 
chief, in particular, hopes to boost his image 
and influence through such a move, analysts 
say. Since his appointment in early 1987, 
Wang has not been able to wield as much po- 
litical influence as his predecessors. 

Su, former head and currently a re- 
searcher of the Marxism-Leninism Research 
Institute at the Chinese Academy of Social 
Sciences (CASS), made a blistering attack on 
Marxism and the party at a top-level theore- 
tical meeting on 21 December last year to 
commemorate 10 years of reform. Such 
prominent intellectuals as Wang Ruoshui 
and Yang Jiaqi boycotted the event because 
many liberal theoreticans who attended a 
similar landmark meeting launching the re- 
forms a decade ago were not invited. 

In his speech, Su, 66, said that since 1949 





the party had organised numerous “mass 
criticisms" of scholars, all of them wrong, in 
which many intellectuals had been punished 
and such subjects as psychology, politics, so- 
cial science and law banned. Su urged the 
party to admit that Marxism, long distorted 
by dogmas and power manipulation, has 
reached a crisis. "Marxism today is behind 
modern capitalism, behind the reality of 
modern socialism and behind the reality of 
the reforms in China," he said. 

The speech is the fiercest public attack Su 
has delivered since conservative ideologues 
attempted to oust him from the party in 1987. 
The Herald published Su's speech on 26 De- 
cember, and the propaganda department 
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Su: explosive speech. 
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Here, perhaps, one can be somewhat op- 
timistic. The Sino-Soviet summit is likely to 
provide Peking with a greater sense of sec- 
urity and the kind of rapprochement with 
honour it so desires. This in turn would 
make it possible for China to become more 
flexible vis-à-vis Vietnam — even to the ex- 
tent of re-examining the value and efficacy of 
its Khmer Rouge connection. 

Moreover, a planned Sino-Thai ammuni- 
tions stockpile in Thailand for "emergencies" 
should also serve to provide China with the 
kind of political and diplomatic presence in 
Southeast Asia that it so desires and Thai mi- 
litary officers with a more concrete symbol of 
China's commitment to Thailand's sec- 
urity. » 


Sukhumbhand Paribatra is director of the 
Institute of Security and International Studies, 
Chulalongkorn University, and also policy adviser 
to Thai Prime Minister Chatichai Choonhavan. 
The views expressed here are his own. 


condemned this as an attempt to “rehabili- 
tate” Su and “expose internal party matters 
to the public.” The department ordered that 
no other newspaper carry Su's speech. Su's 
superior at CASS also criticised him for chal- 
lenging the party's decisions on past purges. 
"But they cannot further punish. It will 
create too big an impact [among intellec- 
tuals],” Su told the REVIEW. 

Although a major purge of intellectuals is 
unlikely in the foreseeable future, sacking 
Qin would send a strong signal that dissi- 
dents will be punished. Chinese journalists 
describe the incident as "the media event of 
the year,” closely watched by all as abarome- 
ter of the party's determination to silence cri- 
tics. Other newspapers — the China Youth 
News and the Economic Weekly — have also 
been criticised, and publishing laws have 
been tightened. 

The Herald, founded by Qin in 1980, hi 
unique position in China as an almost in 
pendent newspaper. Italso offers a forum for 
top thinkers whose articles are banned from 
official publications. The newspaper is con- 
sistently supportive of reform, often the first 
to explore controversial reform ideas — 
many of which eventually become policies. 
With a small editorial team of 40 journalists 
and a circulation of about 350,000, it is the fa- 
vourite newspaper of educated Chinese. 

Conservative ideologues dislike the 
Herald and have wanted for a long time to 
punish Qin and shut down the newspaper. 
During the anti-spiritual pollution campaign 
of 1983 and the anti-bourgeois liberalisation 
drive of 1987 — both aimed at purging dissi- 
dent intellectuals — there were persistent 
rumours that the Herald would be closed. 
That it has survived successive political crises 
has prompted speculation that it is person- 
ally backed by some top party leaders, 
though the weekly’s staff deny close associa- 
tion with any leader. P 





if you are doing business in the 
Pacific Rim region now, or are planning 
to attack the world's fastest growing market 
in the future, attendance at PacRim 89 is 
a must. 

This is a unique opportunity not 
only to be part of an outstanding foram on 
this trade-rich region, but also to broaden 
your business base through informal dis- 
cussions with the 600 delegates who will 
be travelling from 34 countries around the 
world to attend PacRim 89. 

To be held in Hong Kong from 
19-22 February, PacRim 89 is the second in 
a highly acclaimed series of international 
symposia on finance, trade and investment 
in the Pacific Rim. 


By attending PacRim 89 you can: 

(31 Discuss keynote papers on a wide range 
of important business-related topics 
presented by international experts. 


CJ Participate in "close focus" discussions 
on selected topics with keynote speakers 
and other leading international business 
figures. 


SPEAKERS 


Delegates at PacRim will hear 
papers presented and discussed by 
a team of more than 50 speakers 
and panellists, including: 
Doctor Mahathir 
~ Prime Minister of Malaysia 
Sir Geoffrey Howe 
~ British Foreign Secretary 
Zhao Ziyang ~ Secretary General, 
Communist Party of 
the People's Republic of China 


Mr Toyoo Gyohten 
~ Japanese Vice Minister of 
Finance for International Affairs 


From the private sector: 
Sir James Balderstone; 

Mr Alan Bond; Mr Michael 
Dobbs-Higginson; Mr Michael 
Fay; Dr Henry Kaufman; 

Mr Deryck Maughan; Mr Kaneo 
Nakamura; Mr William Purves; 
Sir William Vines; Mr Bill Wyllie. 





Li Identify specific business opportunities 
through informal discussions with other 
delegates facilitated by the PacRim 
business co-ordination service. 


Visit nine international trade pavilions 
within the symposium to discuss 
investment and trade opportunities with 
consular officers and trade 
commissioners. 


"articipate in a full and varied social 
programme ~ for delegates and 
accompanying guests — including the 
inaugural PacRim golf tournament. 


For an illustrated brochure 
providing full details of the symposium, 
including speakers and panellists, please 
contact the PacRim secretariat: 
Australia: Telephone (09) 481 4788 

Facsimile (09) 481 4849 
Hong Kong: Telephone 5 861 1022 
Facsimile 58656411. 


Pac i m o i : d 


PacRim 89 is presented by Western — 
Australian Development Corporation. 















China chides Britain on boat people 








By Emily Lau in Hongkong 
B ritain's handling of Vietnamese ref- 





ugees in Hongkong has been publicly 

criticised by senior Chinese officials, 
who warned that the problem must be resol- 
ved by 1997 and that London should not 
leave behind the burden for the future 
Hongkong Special Administrative Region 
(SAR). 

Chinese Deputy Foreign Minister Zhou 
Nan said recently that Britain should 
negotiate with Vietnam to find a solution. 
The director of China's Hongkong and 
Macau Affairs Office (HMAO), Ji Pengfei, 
said China had asked Britain to solve the ref- 
ugee problem, lest it became a burden for the 
SAR. 

The toughest remarks came from Li Hou, 
a deputy director of HMAO, who expressed 
grave reservations over Hongkong's deci- 
sion gradually to open up the refugee-deten- 
tion camps, adding that the Vietnamese 
would not be allowed to become SAR resi- 
dents after 1997. 

Li was also upset with the Hongkong's 

disparity of treatment for Vietnamese and 
mainland illegal immigrants. Since June last 
year, all Vietnamese boat people who ar- 
rived in Hongkong were regarded as il- 
legal immigrants unless they could prove 
they were genuine political refugees. These 
illegal immigrants are locked up pending 
repatriation to Vietnam. When illegal immi- 
grants from the mainland are arrested, they 
are repatriated hastily without any formal- 
ity. 
y Li said it was an insult to Chinese dignity 
to see mainland illegal immigrants being 
handcuffed and locked up. He also warned 
the refugee policy might lead to racial dis- 
putes. He said some Hongkong people are 
against the unfair treatment of mainland il- 
legal immigrants and have relayed their con- 
cern to Chinese authorities. 

Li's remarks drew a timid protestation 
from some members of the Executive and 
Legislative councils, who said he was inter- 
fering with the internal affairs of Hongkong. 

Under the 1984 Sino-British Joint Declara- 
tion over the future of Hongkong, Britain is 
responsible for the administration of Hong- 
kong up to 30 June 1997. After that, the SAR 
government would be responsible for its in- 
ternal affairs, including immigration policy. 
Hence some argued any comments from 
Chinese officials on this area before and after 
1997 would be inappropriate and against the 
spirit of the joint declaration. 

A spokesman for the British Foreign Of- 


Double standards 


fice said Li's remarks were 
“unhelpful” | since the 
Chinese knew the refugee 
issue was an international 
one requiring an interna- 
tional solution. However, he 
did not think Li was interfer- 
ing with Hongkong's inter- 
nal affairs, adding that Pe- 
king had raised the issue with 
London repeatedly and 
China's strong feelings on 
the matter were well known. 

While the Chinese ac- 
cused the Hongkong Gov- 
ernment of adopting double 
standards in the treatment of 
Vietnamese and mainland 
illegal immigrants, some analysts point out 
that a similiar charge could be levelled at Pe- 
king. When Sino-Vietnamese relations were 
badly strained in the late 1970s, over 200,000 
ethnic Chinese in Vietnam fled across the 
border into China. They were received with 
open arms by the Chinese authorities and re- 
settled in farms in the southern provinces. It 





Li: reservations. 


was now politically expedient for China to 
turn the refugee question into a big con- 
troversy, so they have conveniently changed 
their stance. 

Sensing that the refugees could become a 
thorny problem in 1997, the British Govern- 
mentis also trying to wash its hands of them. 
British and Hongkong officials have said 
they would try to resolve the 
problem before the handover 
in 1997, but would give no 
other firm commitment. 

In mid-January, British 
Foreign Secretary Sir Geof- 
frey Howe told the House of 
Commons that Britain had 
offered to take 1,000 refugees 
from Hongkong over a 
period of two to three years 
“provided other [countries] 
are prepared to contribute 
commensurately.” 

The offer was criticised bv 
diplomats and Hong ; 
politicians, who said Brain 
should be playing a leading 
role in resettling the refugees. 
Last year, Britain accepted 205 refugees 
from Hongkong. During the same period, 
Canada resettled 1,009, Australia 364 and 
the US 687. They also scoffed at Lon- 
don's derisory offer of HK$976,000 
(US$125,130) for the voluntary repatria- 
tion of Vietnamese boat people from the ter- 
ritory. L 





THAILAND 


Expenswe follow-up to logging ban 


Getting lumbered 





By Paisal Sricharatchanya in Bangkok 


rime Minister Chatichai Choonha- 

van's administration made a well cal- 

culated political move by banning 
commercial logging from 18 January. Com- 
ing in the wake of public demands for an en- 
vironmental conservation programme, fol- 
lowing a flood disaster in southern Thailand 
attributed to deforestation, the move has re- 
ceived widespread popular support. But it is 
also expected to spawn some tricky legal and 
economic problems. 

The revocation of all 301 logging conces- 
sions nationwide came in two emergency 
royal decrees that amended the Forestry and 
National Parks acts. The decrees were ap- 
proved by the cabinet after ministers were 
shown satellite surveys indicating that the 
country's forest cover had plummeted to 
19% of total land mass in 1988 from 29% in 
1985. 

Given that the two decrees must be re- 





troactively approved by the parla t 
when it reconvenes in May, there is concern 
that the timber industry may enlist support 
in the parliament to block their passage. Par- 
liament rejected a royal decree relating to 
vehicle registration fees in 1986, forcing then 
prime minister Prem Tinsulanond to dis- 
solve the lower house and call for new elec- 
tions. 

However, rejection this time around 
seems unlikely. For a start, the six-party rul- 
ing coalition is quite cohesive, despite rivalry 
between Chatichai and Foreign Minister Sid- 
dhi Savetsila — who lead rival coalition par- 
ties — over foreign policy. 

In office for only five months, few gov- 
ernment or opposition MPs fancy the pros- 
pect of conducting another election cam- 
paign should a political crisis be trigger- 
ed by rejection of the decrees. And given 
the groundswell of popular support for pre- 
serving what little is left of the country's 
forests, any MP voting against the decrees 
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would be committing political suicide. 

The political issue aside, protracted legal 
wranglings seem inevitable. Timber Indus- 
try Association president Thawee Srisukul, 
who denied reports that the industry was 
preparing to derail the decrees in parliament, 
told the REVIEW that the 'concessionaries 
might seek redress in the courts. The associa- 
tion comprises 47 provincial logging com- 
panies, which together hold 80% of the total 
concessions outstanding. 

Shortly after the flood disaster in the 
south, in which more than 350 people were 
killed, the government banned logging 
there. That prompted a protest by eight of 
the 12 southern-based logging companies, 
who set a 15 February deadline for the gov- 
ernment to pay an aggregate Baht 5.2 billion 
(US$205.53 million) in damage or face legal 
action. 

Timber Association sources said com- 
panies in the country's other logging regions 
will try to strike a compromise with the gov- 
ernment on compensation before resorting 
to legal action. However, a tough stance by 





Chatichai: no compromise. 


Agriculture Minister Sanan Kachornprasart, 
who has threatened to check logging com- 
pany books for possible tax violations, does 
not bode well for compromise any time soon. 

One irony in the whole situation is that 
the Forestry Industry Organisation — a state 
enterprise under Sanan's control — is the 
single largest shareholder in the 47 com- 
panies, owning 32% of their shares. 

Another area of concern is the economic 
impact of the ban. The association says that 
about 1 million people depend directly or in- 
directly on the timber industry for their liveli- 
hood. 

In addition, domestic consumption of va- 
rious timber products is estimated at 4 mil- 
lion m? a year. About half of this has come 
from forest concessions with the other half 
coming from old, low-yield rubber trees and 
imports. Against reports that local timber 
prices have already shot up by 45-5076, the 
government has promised to accelerate ne- 
gotiations for more imports from Southeast 
Asian suppliers — particularly Burma and 
Laos — to meet an expected shortage arising 
from the ban. w 
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TAIWAN 1 


The Philippines sees gain in closer ties with Taipei 


The rich China 


By Rodney Tasker in Manila 


hina is concerned that the Philippine 

Government is in danger of being 

wooed by Taiwan into wavering on its 
commitment to a one-China policy. Chinese 
Embassy officials in Manila have been 
quietly letting government officials and legis- 
lators know that it is aware of moves by 
Taipei to try to translate its economic muscle 
in the Philippines into a more official relation- 
ship between the two countries. 

The Philippines, like other countries 
which have diplomatic relations with China, 
is committed to recognising Peking as the 
sole legitimate government of China. When 
diplomatic ties were established in 1975, 
Manila agreed that Taiwan was an inaliena- 
ble part of China. At the same time, the 
Philippines was guaranteed the right to con- 
tinue “people to people” commercial, eco- 
nomic and cultural contacts with Taiwan. 

Of all the countries in Southeast Asia, the 
Philippines is perhaps the most vulnerable to 
attempts by Taiwan to upgrade relations. 
The economically distressed country, still 
labouring under an external debt burden of 
US$28.6 billion, is desperately trying to en- 
courage foreign investment and other 
sources of influx of foreign capital. 

Peking probably had the Philippines and 
other similarly susceptible countries in mind 
when its Foreign Ministry issued a statement 
on 18 December expressing “grave concern” 
over Taiwan’s “elastic diplomacy.” The 
ministry accused Taiwan of trying to create 
two Chinas, “or one China, one Taiwan.” 

Cash-rich Taiwan businessmen have 
been responsive to the Philippines’ needs. 
Taiwan is currently the biggest foreign in- 
vestor in the Philippines — having over- 
taken the US and Japan in 1988 — to the tune 
of P2.26 billion (US$105.85 million) in pro- 
posed investment between January and Oc- 
tober 1988. Investment funds from China 
pale by comparison: a total of P293.7 million 
during the same period. 

Two-way trade with Taiwan is also more 
than double the value of that with China. Of- 
ficial figures for January-October 1988 show 
a total of US$586.1 million in trade with 
Taiwan, with the Philippines importing 
mainly chemicals and textiles, and exporting 
basic metals and electrical goods. Trade with 
China was only US$248.2 million, including 
crude oil imports. 

A large slice of Taiwan’s investment is 
taken up by a proposed US$220 million pet- 
rochemical plant in Bataan province, near 
Manila. Taiwan’s USI Far East Corp. and 


China General Plastic Corp. will put up more 
than 90% of the equity in the project, with the 
Philippine National Oil Co. the rest. 

But Taiwan money is flowing into myriad 
smaller ventures, mainly involving textiles, 
garments, furniture, toys and electrical 
goods. Much of this is unrecorded by the 
government because Taiwan businessmen 
find it easy to do business privately with their 
Chinese-Filipino counterparts. 

Most members of the powerful Philip- 
pine Chinese Chamber of Commerce are 
considered more oriented towards Taiwan 
than China. Travel between the two - 
tries is easy, with Taiwan's China A......'s 
and Philippine Airlines each flying five times 
a week between Manila and Taipei — 
though this is not excessive compared, for 
example, with similar flights between Taipei 
and Bangkok or Hongkong. 

What concerns the Chinese Embassy in 
Manila most is a proposed Taiwan Relations 
Act, which has been pending before the 
Philippines’ House of Representatives since 
October 1988. The bill is modelled on the US- 
Taiwan Relations Act guaranteeing a special 
relationship between the two countries, de- 
spite official diplomatic relations between 
Washington and Peking. Chinese officials 
view the bill — whatever its doubtful pros- 
pects of being passed — as intending to 
put the clock back to the time when Manila 
had official diplomatic relations with 
Taipei. 

Those Filipino congressmen who sup- 
port the bill say it is aimed at ensur 1 
heavier flow of investment and eveno l 
aid from Taiwan. The Taiwan Government 
has been dangling a proposal of US$1 billion 
in official overseas aid before the Philippines 
— and other countries — but noting that this 
would require some official contacts. 

Another issue that rankles with the 
Chinese is visits to Taiwan by Filipino offi- 
cials — even when they say their trips are 
purely private. The number of such visits in 
1987 prompted Philippine President Cora- 
zon Aquino in December of that year to issue 
an executive order banning her government 
officials from visiting Taiwan. 

The order stated that "even private visits 
to Taiwan by high-ranking Philippine Gov- 
ernment officials assume an official charac- 
ter.” It also banned government officials 
from receiving their counterparts from 
Taiwan and stipulated there would be no of- 
ficial activity between the two countries 
without permission from the Foreign Affairs 
Department. 

Yet Vice-President Salvador Laurel made 





a private trip to Taiwan in December 1988, 
and in the same month, Trade and Industry 
Minister Jose Concepcion made a similar trip 
to attend an economic seminar. Chinese 
Ambassador to Manila Wang Yingfan is 
known to have expressed concern to Filipino 
officials that House of Representatives 
speaker Ramon Mitra and congressman 
Francisco Sumulong (Aquino's uncle) were 


thought to have accepted invitations to visit - 


Taiwan. 

Another issue, though embarrassing for 
the Philippine Government in its relations 
with Peking, is apparently of less concern to 
the Chinese. Despite the importance of 
keeping a diplomatic presence in China, 
Manila has not had a resident ambassador in 
Peking since early 1988. 

To make matters worse, in early January 
ambassador-designate to Peking Rodolfo 
Severino — a highly respected career dip- 
lomat who had spent several years in the 

lippine Embassy in Peking and whose 

. ointment had been accepted by the 
Chinese Government — was withdrawn 
from his proposed assignment. The Philip- 
pines’ congressional commission on ap- 
pointments had failed to approve his posting 





Concepcion; Laurel: private visits. 


because of alleged previous activities on be- 
half of the ousted government of Ferdinand 
Marcos as Philippine consul in Houston, 
Texas. 

As a result, Foreign Secretary Raul Man- 
glapus announced reluctantly that Severino 
would not go to Peking because the con- 
troversy surrounding his appointment 
would erode his "effectiveness." 





TAIWAN 2 


The government uses economic clout to win friends 


Money and diplomacy 





By Shim Jae Hoon in Taipei 


aiwan's diplomacy, long declining 

| due to Taipei's isolation by Peking, is 

slowly coming to life again as the is- 

land's growing economic clout provides 
rage. 

Reset Lee Teng-hui's planned official 
visit to Singapore in March, the first such trip 
by a Taiwan head of state since 1977 when 
then president Yen Chia-kan visited Saudi 
Arabia, demonstrates Taipei's new confi- 
dence as its economy surges ahead. Singa- 
pore has avoided the knotty China question 
by not establishing formal diplomatic ties 
with either Taipei or Peking. Nevertheless, 
Singapore and Taiwan have maintained a 
warm relationship based on a common 
Chinese heritage and thriving free-enter- 
prise systems. 

Taiwan's pursuit of what it calls a "sub- 
stantive" and "elastic" foreign policy in re- 
cent years is paying dividends. Its govern- 
ment will shortly open a new trade office in 
Canada aimed at boosting commercial rela- 
tions there. A new China Airlines route 
through Ottawa to New York is planned. 

Other important trading partners are re- 
sponding in kind to Taiwan's higher eco- 
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for example, are expanding their representa- 
tive offices in Taiwan to deal with such con- 
sular matters as processing visa applications. 

None of these activities has been lost on 
China. So deep has been Peking's concern 
that in December 1988 it circulated a letter at 
the UN Security Council asking member 
countries to reject Taipei's "flexible" for- 
eign-policy overtures so that a de facto two- 
China diplomaticsystem would notdevelop. 
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Commenting on the issue, the Manila 
Chronicle recalled the fact that Marcos' am- 
bassador to Peking — his brother-in-law, 
Benjamin Romualdez — was more in Manila 
than China and said the government was 
treating “our most important neighbour 
rather shabbily." Manglapus apparently 
agrees and has publicly voiced his opposi- 
tion to the proposed bill in congress. F 


But there is little Peking can do to block 
Taipei's current efforts. And while Taiwan 
has steadfastly opposed a two-China or one 
China, one Taiwan policy, it has toyed with 
the idea of “dual recognition” under which 
Taipei and Peking would simultaneously 
maintain full or nearly full diplomatic ties 
with other members of the international 
community. 

In any event, Taiwan is too important as a 
regional trading centre to be ignored by the 
rest of the world. In 1988, the island's two- 
way trade reached US$110 billion, with ex- 
ports accounting for US$60 billion. It is the 
world's 13th-largest trading entity. 

While Taiwan has formal diplomatic rela- 
tions with few countries of consequence, its 
economic prowess has enabled it to maintain 
at least commercial ties with 140 nations. It 
operates 62 trade or representative offices in 
41 of these under a bewildering array of 
names ranging from the Sun Yat-sen Cul- 
tural Centre in Belgium to the Far East Trade 
Centre in Greece. It has even opened trade 
links with East European countries in recent 
years, though volume is still small. 

“It is a matter of [China] recognising the 
principle of live and let live," Vice-Foreign 
Minister John H. Chang told the REVIEW. 
“We have to keep on developing contacts, 
and we have to break out of this isolation to 
survive." 

There is no question in Taiwan that such 
"substantive relations" have served Taipei's 
interests well. Securing more formal ties with 
trade partners and keeping friends with 
whom formal ties still exist from bolting in 
favour of Peking are the Foreign Ministry's 
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achieved, “we take what's second best, anda 
substantive relationship is the best of second 
best," Chang said. 
-The dual-recognition concept, as floated 
in 1988 by government think-tank chief Wei 
.. Yung, and another idea under which Taipei 
- could establish à modus vivendi with gov- 
. ernments that already recognise Peking, 
. never got off the ground. Unlike in the case 
of the two Koreas, which many countries 
= recognise simultaneously, Peking insists 
. that any government wishing to establish 
- formal ties with it must first sever relations 
© with Taipei. 

: This policy has led to a massive shift of 
formal diplomatic recognition from Taipei to 
` Peking over the past decade, with only 
` South Africa, Saudi Arabia and South Korea 
_ among major nations maintaining formal 
.. links with Taipei. In addition, 20 small states, 



















with little to gain from formal ties with 
China, still recognise the government in 
Taipei. 

Peking is concerned that more small 
countries might be enticed into the Taipei 
fold with promises of aid. Taiwan is offering 
a variety of economic incentives — including 
a new US$10 billion Overseas Economic 
Cooperation Fund and overseas invest- 
ments — to broaden its base of quasi-dip- 
lomatic relations with Third World countries 
such as those in Africa as well as the Philip- 
pines. Some of these countries have 
suggested on their own initiative the possi- 
bility of dual recognition. 

While Taipei pushes ahead with its pro- 
gramme to forge closer economic and quasi- 
diplomatic links with its trading partners, Pe- 
king is working hard to thwart its efforts. 
China has quietly but firmly opposed 
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~ Council of 150 to draw up plan for the future 
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oe he future of the controv cal 20-year 
] blueprint for the restructuring of 
> Malaysia’s society and economy 
|. comes under scrutiny a year before its 1990 
|. expiry. The New Economic Policy (NEP) was 
. . an affirmative action programme seen as 
- v favouring the economically backward indi- 
| . genous bumiputra, who held political 
power. 
^". Although couched in economic terms, it 
|... has come to be regarded as promoting socio- 
. -> political competition among Malaysia's di- 
verse. conus — the great majority of 
the 59.5% bumiputra being ethnic Malays 
who control politics while commerce re- 
mains largely in the hands of the 31.3% 
Chinese. The NEP’s aims: to stop economic 
activities being divided along racial lines and 
to eradicate poverty. 
^. Now, a 150-member National Economic 
Consultative Council (NECC), drawn from 
bankers and farmers, politicians and un- 
ionists, academics and businessmen, and 
even priests, has been tasked with moulding 
"the NEP's post-1990 successor. Underscoring 
: the racial perspective, the council was di- 
vided evenly — half bumiputra and half non- 
bumiputra. 
Deputy Prime Minister Abdul Ghafar 
Baba, reading Prime Minister Datuk Seri Ma- 
hathir Mohamad's speech at the 19-20 Janu- 
ary inaugural meeting of the NECC, reminded 
the council that like the other races in the 
country, "the Malays did not want to be col- 
onised by another race." He added: "It 
would be different if in the end all races 























became one with a distinct Malaysian iden- 
tity." 

"(Mahathir missed the meeting because he 
had been hospitalised with chest pains on 18 
January, was diagnosed as having heart 
problems and underwent a coronary bypass 
operation on 24 January.) 

If consensus is the aim, it would appear 
the council would have to struggle for it, and 
not only because of racial rivalries. For one, 
Observers fear that the chances of free debate 
have waned with the selection of former for- 
eign minister Tan Sri Ghazali Shafie as chair- 
man. Ghazali, a flamboyant personality with 
strong views, was one of the architects of the 
original NEP in 1970 and some participants 
believe it might be difficult for him to assess 
its weaknesses objectively. 

The inaugural meeting did not inspire 
many either, being devoted largely to pro- 
cedural details, such as whether or not to 


allow smoking, and decided to set no time 


limit for debate. It did set up an ad hoc com- 
mittee which set its next meeting for 14-15 
February, but had not yet ventured into spe- 
cific subjects around which toset upits work- 
ing committees. 

The participants also went into the 
talks without having agreed on a common 
data base. Some research groups believe the 
government figures are suspect and differ- 
ent groups have collated their own figures in 
specialised areas. 

Those who argue for a basic continuation 
of the original plan have statistics showing 
the Malays have only achieved 20% partici- 
pation in the corporate sector — 10 percen- 
tage noints shart of the original 30% taroet — 


Taiwan’s attempt to gain entry to the Organi- 
sation of Economic Development and Coop- 
eration (OECD) or return to the General 
Agreement on Tariffs and Trade (Gatt), 
which it left in 1950. 

Prospects for OECD membership have 
dimmed, with European officials defining 
Taiwan (and Hongkong) as "entities" rather 
than countries. But the outlook on Gatt looks 
brighter. China is not a Gatt member — and 
cannot become one without modifying its 
trading system — so there is less potential in 
the short term for a diplomatic clash over 
Taipei rejoining. 

Even so, Peking argues that full member- 
ship should not be given Taiwan and that it 
be admitted instead as a province of China 
or, more precisely, as a customs territory as 
in the case of Hongkong. Taiwan rejects the 
idea. n 


and would have stayed at only 12% if nol ` 
activity by semi-government economic 
stitutions. 

Others argue this figure should be higher 
or lower depending on how it is calculated. 
Arguably statistics for poverty are also am- 


.. biguous. With a poverty level officially set at 


a monthly income of M$384 (US$140) per 
household of five, the 44.1% living be- 
low the poverty line, in 1976 had grown 
to 51.6% in 1984 — and some economists 
maintain that the poverty level has been 
long overdue for revision upwards, which 
would presumably swell the numbers fur- 
ther. 

The NEP, however, has had some mea- 
sure of success. There is a growing and visi- 
ble Malay urban middle-class, some of 
whom now feel that continued affirmative 
action could be detrimental in the long run 
because it would make Malays overly 
dependent on government support. The 
Malay presence in commerce and indus- 
try, and in the professions, has also beer 
tablished. 

There are others, too, who believe that 
contrary to the ideal of blurring communal 
divisions, the NEP has prolonged identifica- 
tion along racial lines, with some educational 
institutions open only to bumiputra and 
fixed quotas in university intakes, for 
scholarships and in some areas of employ- 
ment. 

The NECC will have to sort the fiction from 
the fact to allay suspicions and discuss com- 
munal fears. As a consultative body, its deci- 
sions are not binding on the government, 
though they will carry some weight. 

But there is lingering suspicion that the 
huge and seemingly unwieldy council may 
be just window dressing. And the opposi- 
tion Democratic Action Party has boycotted 
the council, saying that as long as some of its 
members of parliament, including its former 
secretary-general and the leader of the oppo- 
sition Lim Kit Siang, remained detained 
withont trial it would not narticinate. " 
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oliveand study in another country, 

you have to become a "foreigner." 

So runs an early admonitory sen- 

tence in a booklet published by Pe- 

kings Language Institute Press entitled 

Study in China: A Guide for Foreign Students. It 

is not true of course; those non-Chinese, in- 

| cluding students, who reside most happily 

| in China tend to be either those who become 

| almost completely sinified themselves, or 

those who most completely accept the mores 

| of their host society and bear happily with 
| theslings and arrows of their exile. 
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| This delicate subjectis handled with care- 
| . dumsiness in the booklet Study in China, a 
| uy of which was sent us by Don Cohn. In 
| this introduction to the challenges of life in 
| China, the arriving student is warned to ex- 
| pect changes; he will find “surroundings 
| which are filled with a strange atmosphere, 
| something ‘foreign’.” But of course it is the 
| new arrival whois the stranger: 
| Infact, to the local people, it is you yourself who 
| hasarenl ‘foreign taste.’ Your golden hair and blue 
| eyes or your black complexion and curved hair 
| might make the local people feel curious. Even in 
| Beijing where there is the most foreign population, 
| you might be surrounded or observed by some 
| people from other provinces. They might make 
some jokes when they are mistaken with your na- 
Honality. Some naughty youngsters might tease 
you about your characteristics, or give you some 
nicknames without any bad intention. A very few 
unfriendly people might be impolite to you and 
cause some unpleasant events. But, you just take it 
easy, because the Chinese government and people 
are consistently willing to be friendly with other 

les in the world. 

rurthermore, "a university campus is 
beautiful and full of vitality; the students' 
academic study is busy and in good order; 
their life is rich and colourful." Obviously itis 
up to the foreigner to reciprocate the consis- 
tent friendliness, despite any doubts about 
the beauty of the average Chinese campus. 

The Chinese people very much cherish their 
friendship and exchange with other countries and 
. | peoples. They are willing to deepen the under- 
| standing of other countries’ culture. Schools en- 


| | courage foreign students to bring with them their 


| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
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| national costumes, musical instruments, scenery 
prictures of their homeland, national handicrafts 
and artworks, books introducing their countries' 
history, habits and customs. So they can demon- 
strate fully their talents and national culture. 

It is all rather reminiscent of the status 
given to China's own minority peoples, 
groups of whom are required to dress up in 
| their traditional costumes and perform 
| folkloristic dances to demonstrate to audi- 
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Travellers Tales 


ences of Han and foreign visitors the toler- 
ance extended towards, say, Tibetans. 


The booklet does introduce some nega- 
tive notes, the first bucket of cold water being 
the warning: "When you are in high spirits 
and full of curiousity on arriving in China, 
please remember to apply for a Residence 
Permit within 10 days." The student is given 
a lot of Confucian advice — to go to sleep 
early and to rise early, to take exercise, to 
cooperate in keeping dormitories and dining 
halls clean ("In China, the cooks are respect- 
ed justas other people are"), to seek medical 
advice ("Seeing doctors timely”), to observe 
“dietetic hygiene" (“The running water is 
not drinkable; you'd better drink the boiled 
water or cooled boiled water") and to choose 
their study courses with care. 


The stranger in China is informed that the 
Chinese usually do not invite guests without 
preparation and is given a practical introduc- 
tion to the Chinese unwillingness to say 
"No" which has complicated many a busi- 
ness deal: “When you ask to visit a Chinese 
home and there is no definite answer to the 


. time of your visit, you'd better not to repeat 


the request. À visit without appointment 
may interrupt the host's privacy, and is not 
quite polite." However, if a Chinese teacher 
does invite a student, the guest will, it goes 
without saying, find "a very intimate family 
atmosphere." 

- More lessons in etiquette follow: 

When you toast you may say "to the happinese 
of our teacher's family," "To the teacher-student 
friendship," or "Thanks for our teacher's hard 
work." The teacher and the family will also re- 
spond. The friendship will reach to its peak . . . 

But indelicate intrusions may disturb 
even this picture of domestic bliss: 

Out of naivety and curiousity, when the kid in 
the family gets familiar with the quests, he might 
fire such tough questions as "Why is your nose 
higher than the Chinese? " "Why is your hair yel- 
low?" "Why are you black?" You do not have to 
take it seriously. Some jokes may divert his atten- 
tion right away. 

Despite such boisterous kids, the booklet 
reiterates: "The Chinese people cherish 
friendships. Most Chinese are both warm 
and careful in making friends with foreign- 
ers" — though warmth and care would seem 
contradictory. Perhaps the explanation lies 
in another curious statement in the same sec- 
tion, which throws some light on social re- 
lationships in China: Friendship gives people 
warmth and power. 


The booklet finally approaches the even 


| 
| 
trickier matters of sexual behaviour and | 
other misdemeanours: | 
Legal penalties are imposed upon those who get | 
drunk and create disturbances, insult women, en- | 
gage in prostitution, spread pornographic video 
tapes, steal, commit robbery and plunder, transect | 
foreign currency, sell and take drugs, and get to- | 
gether for gambling. | 
After further assertions about friendship | 
and Chinese internationalism, and aboutthe | 
opposition on the part of the Chinese Gov- | 
ernment and the people to "exclusivism and | 
racial discrimination" and their disapproval | 
of "uncivilised and impolite words or deeds | 
in society," the booklet states that the princi- | 
ples of the Chinese marriage law are freedom | 
of marriage, monogamy and equality of men | 
and women. Disingenuously, it adds: “Any 
foreigners who are willing to obey the : 
Chinese marriage law can get married to | 
Chinese citizens.” However: | 
The Chinese institutions of higher education | 
require the students to place their energy on | 
studies. They encourage the college students to | 
have a late marriage. The college students are not | 
permitted to marry during their studies. Foreign | 
undergraduates have to follow this regulation | 
while studying in China. | | 
Thus marriage is ruled out for anyone | 
studying for a degree in China. Sois any pos- | 
sibility of any legal sexual activity at all. For | 
on the next page of the booklet is the un- 
equivocal passage: E 
Chinese people have a serious attitude towards | 
sexual life. The law regards all the sexual behav- | 
iours other than that between husband and wife as | 
illegal and will investigate and affix responsibilities | 
for these extra-marriage behavious and effects. — | 
Even in the prim pages of such a blandly | 
written official guide, one can glimpse the | 
| 
| 
| 
| 





wellsprings of fury and frustration which 
spilled out recently on the campus of Nan- 
jing University. 


But what is forbidden to students is appa- | 
rently allowed in international relations. A | 
recent article on the thaw between South | 
Korea and the Socialist bloc which appeared | 
in Beijing Review, signed by Ruo Yu, stated: | 
“The Soviet Union and Eastern European | 
countries also needed to conduct inter- | 
courses with South Korea. Thismutualgrop- | 
ing has gradually opened doors long dosed | 
and both sides have begun to exchange." | 

| 

| 

| 


it's the same the whole world over. In | 
Japan's Daily Yomiuri, a column announced 
events taking place at the New Year, and 
neatly equated gaijin with the handicapped: 
NEW YEAR'S CALLIGRAPHY CEREMONY BY 
BLIND PEOPLE AND FOREIGNERS. 


JAPAN 


Film turns the obscene into the pornographic 


Evil behind the men 


By lan Buruma in Hongkong 


he colourful pictures outside the 

Nanyang cinema in Hongkong 

show the audience what to expect if 

they go to see Men Behind the Sun. 
There is an artfully painted image of a hor- 
rfied young woman watching a wicked- 
looking man peel the putrid skin off her out- 
stretched hands. Other pictures show sinis- 
ter men in white coats and surgical masks 
performing bloody operations. This, clearly, 
is a fiim made to please the most jaded hor- 
ror-flick fans. 

But Men Behind the Sun, a Hongkong film 
directed by Mou Tun-fei, is not an ordinary 
blood-and-guts picture. It is an earnest at- 
tempt to recreate, what actually took place 40 
years ago in a Japanese germ warfare lab in 
Manchuria. The lab was run by Unit 731, 
commanded by Lieut-Gen. Shiro Ishii. 

Ishii hoped to save the Japanese Empire 
against growing odds by decimating 
the allies with massive epidemics of 
cholera, bubonic plague and typhoid. 
Healsowasinterested in the effects on 
human beings of frostbite, gas gan- 
grene and other ghastly afflictions. 
Research was done with rats and 
fleas, butalsoby testing bombs, germs 
and gasses on human guinea pigs. 

These wretched victims, Chi- 
nese, Korean, Russian, European 
and American men and women, 
were known as maruta, logs of 
wood, anonymous objects doomed 
to die horribly of disease, live vivi- 
sections, frostbite or anything else 
cooked up by some of Japan’s most 
eminent physicians. The whole op- 
eration was of course top secret and 
was Officially called the Epidemic Preven- 
tion and Potable Water Supply Unit — Ishii 
was the inventor of a water purifying 
machine. 

When the war was lost, the remaining 
logs were killed and the laboratories de- 
stroyed. This is where the film ends. The rest 
of the story is worth telling in short. Despite 
the efforts to burn them, germs survived and 
many local Chinese died of bubonic plague. 
Ishii and most of his associates escaped to 
Japan, where they evaded punishment by 
sharing their specialised knowledge with the 
Americans, who were anxious to catch up 
with the Soviets in bacteriological warfare. 
Several doctors of Unit 731, including Ishii, 
who was asked to lecture in the US, enjoyed 


prestigious careers. One physician started a 
blood bank, which grew into the Green 
Cross, a huge Japanese medical company; 
another one used his experience as a frostbite 
specialist to build a frozen meat factory. 

The director of Men Behind the Sun, bornin 
China and now living in Hongkong, tried to 
do more with his grisly subject than exploit it 
for cheap thrills. Unusually for a Hongkong 
film-maker, Mou aimed at utmost veracity. 
He got the cooperation of Chinese officials to 
use real locations. All the characters in the 
film are based on real people. Even the vivi- 
sections, shown in almost unbearable detail, 
were performed on real people — the only 
difference being, that unlike 40 odd years 
ago, they were already dead. The actors are 
all Chinese, but the dialogue has been dub- 
bed in Japanese, and, again, unusually for a 
Hongkong production, the Chinese actors 
move and act like real Japanese. 

The intentions were earnest, the depicted 





Ishii as portrayed in Men Behind the Sun. 


events largely, as far as one knows, accurate. 
(Mou left out the most sensational allegation, 
namely that the Japanese emperor took an 
interest in the experiments; to have included 
it would have been controversial, but com- 
mercially unwise, for no Japanese distributor 
would have touched the film — indeed, it is 
unlikely to be shown in Japan as it is.) Why, 
then, did the film disappoint? 

The film clearly meant to shock. There 
were scenes of mutilation, burning rats, a cat 
devoured alive, a decompressed body 
squirting its innards out. But to what pur- 
pose? To learn about history? Or about the 
evil of men? To be entertained? To hate the 
Japanese? 

Probably not the latter. The film is not de- 


liberately anti-Japanese. One of the doctors, 
perhaps conscripted into Unit 731 (as was 
often the case), is a man with a conscience. 
He cannot stand the cruelty of his duties. He 
tries to save one of the logs, a young Chinese 
boy. 
The movie also shows how a group of 
young Japanese, ordinary children, is sys- 
tematically brutalised to be able to overcome 
their scruples. This is conventional enough: 
an indictment of Japanese militarism. 

But what more do we learn from the film, 
except that these events took place and | 
they were horrible? Not very much. ' 
main perpetrators of the crime, particularly 
Ishii himself, are shown to be wicked men, 
who do nothavea conscience, unlike the one 
"good" Japanese doctor. In other words, it 
takes wicked men to do wicked deeds. 
Surely it cannot be quite so simple. Surely the 
true horror of these things is that cruelty is 
often the work of very ordinary men. The 
doctors in 731 were not picked for 
their evil disposition, but their medi- 
cal expertise. If the film had gone into 
that and explained how ordinary 
men can do extraordinary things, it 
would have been interesting, and cer- 
tainly less conventional. 

Are we entertained? Certainly 
staged violence, even extreme 
cruelty, can be thrilling. Even if the 
real thing would be unbearable, hor- 
ror has its place in the theatre. But 
when the real thing and the stage are 
linked, as in this movie, someth 
very disturbing happens. To get a 
thrill from watching cruelty that actu- 
ally happened is ghoulish. To 
dramatise real obscenity is to turn it 
into a kind of pornography. This was 
probably not Mou's intention at all. His prob- 
lem is that he was trying to film the unfilm- 
able, something so obscene thatit can only be 
approached obliquely; you do not have to 
see what actually happens to people in med- 
ical experiments, or gas ovens, to appreciate 
the horror. 

The link between real cruelty and fiction 
becomes even more disturbing when sex — 
the ultimate thrill — is introduced. It is more 
dramatic, to show Ishii as a perverted sadist, 
but it is precisely the kind of drama Mou 
ought to have avoided. Instead, in between 
scenes of his ghastly experiments, we are 
shown Ishii in a geisha house, giggling as he 
pours hot sake over naked girls. This ruins 
the director's seriousness of purpose, for it 
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drags the film down to the level of concentra- 
tion camp porno. 

Can it be otherwise? Can the unfilmable 
be filmed? Has it not been said that after Au- 
schwitz there could be no poetry? One thing 
is sure: the only way such things as Au- 
schwitz or 731 can be treated honestly is by 
divesting them of all traces of myth and 
kitsch. Sexy uniforms, sadists in geisha 
houses, the token "good" man with a con- 
science, all these thrilling cliches must be dis- 
pensed with to even get close to what Han- 
nah Arendt called the banality of evil. 

This has been achieved in Primo Levi's 
books on his experiences in Auschwitz. The 
tone is always understated; the terror of tor- 


ture and death implied instead of dwelt 
upon. It has been achieved in documentary 
film. The French journalist Claude Lanzman 
managed in Shoah, a long documentary on 
the Nazi extermination of Jews, to convey 
something of whatit was like simply by mak- 
ing people — survivors and some of their 
former persecutors — talk. There is not one 
stock image of horror, but detail is piled upon 
detail, about train schedules, labour statis- 
tics, death rates, transports, the precise 
methods of murder and so forth, and finally 
an inkling of the true horror of the enormous 
enterprise comes through. 

The most famous example of a "success- 
ful" treatment of the unspeakable is Anne 
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A painter rejuvenates a traditional art 


btar-wars calligraphy 





By Teresa Lim in Kuala Lumpur 


C. Leong, an Ipoh-born architect- 

K turned-artist, may be the first 

@ Chinese anywhere to combine air- 

brush painting with Chinese calligraphy. 

The work of 53-year-old Leong could be call- 

ed Star Wars calligraphy, a hybrid art form 

for today's Sony Walkman generation with 
hints of China's dynastic past. 

Leong paints on art-board rather than 
traditional rice-paper in a graphic, almost 
cinematic style. In one painting, a white bird 
glides above blue mountains on which an ex- 
cerpt from the works of the philosopher 
Zhuang Ziis written so that the characters re- 
cede into the horizon as if they were film cre- 
dits. In another, entitled The River is Red, the 

sus Song Dynasty poem of the same 

ee floats on waves which reflect the sun- 
sets glow. In a third, three types of calli- 
graphy are painted to look as though they 
were etched onto bones. 

Leong calls his work calligraphy paint- 
ings, designed to draw in the observer and 
then direct his attention to the artist's careful 
annotations in English and Chinese. These 
annotations re-tell the classics, in Leong’s 
version. They talk of heroism, political in- 
trigue, integrity, philosophical imagination. 
They also describe the artist's delight with a 
view from the Hyatt Hotel in Seoul, a pithy 
reminder that art is by the living, and that a 
Hyatt or Sheraton today was some remote 
wayside inn 1,500 years ago. A view remains 
a view. 

Predictably, he has sent shudders down 
the collective spine of the members of the 
Calligraphy Society of Malaysia, though its 
president did attend the opening of Leong's 
show and made a courteous speech about 
the people being the final arbiter of Leong's 





innovations. However, his tolerance has not 
been widely shared. Leong has been receiv- 
ing phone calls from people telling him he is 
“anti-traditionalist.” He asks in exaspera- 
tion: "Whose tradition are they talking 
about? They forget I am Malaysian." 

The racial mix of Malaysia has been a 
catalyst to Leong’s development. Malaysia 
has also provided him the distance with 
which to look back on his roots with a disin- 
terested eye. “For a long time I was very re- 
bellious against Confucian culture because of 
all the pressure from my father. But as the 
Malays here grew more conscious of their 
own identity, I also started to look back to 
mine.” 

He adds: “In Malaysia we look for our 
roots but we must make them suit us. You 
cannot be dogmatic about culture because 
once that happens, it becomes political and 
all its beauty and artistic value is spoiled.” 





Leong’s The River is Red. 


Frank's diary. Its continuing success is partly 
due to cheap sentiment perhaps, but with- 
out mentioning Anne Frank 's final fate, let 
alone the manner of her death, the book con- 
veys the monstrous cruelty of ordinary men 
hunting down innocent victims. 

This is not to say that Levi's books, Anne 
Frank's diary or Shoah should be models for a 
film about Japanese medical experiments in 
Manchuria. But these examples do suggest 
that some things defy dramatisation, and 
that if one insists on making a film about 
obscenity, very much less is always more. 
The same is true, of course, of eroticism, but 
that should be the only thing they have in 
common. æ 


Unlike traditional Chinese calligraphers 
who direct their work to a small group of 
people, the intellectuals, Leong wants to 
reach ordinary people, especially young 
people who no longer know the myths and 
legends of their culture. “Their culture is 
rock,” he says, to explain why calligraphy 
must adapt to modern times and not keep to 
norms established in another age. 

Leong wants the young people he is try- 
ing to reach to feel they can also throw away 
all the accepted rules and help in the evolu- 
tion of Chinese art, in the process learning 
rather alotabout the history of Chinese civili- 
sation. “I want them to realise what I am 
doing is only the beginning, the tip of 
the iceberg. There is so much more they can 
do.” 

This explains the somewhat commercial 
medium of airbrush on art-board. “Iam nota 
professional painter and I will employ any 
method to paint a large picture in the fastest 
time which is the most effective and long- 
lasting.” He bought his first set of airbrush 
equipment for his exhibition. 

Leong was born in 1935 and remembers a 
childhood in which he was the worst among 
five children at calligraphy. Despite this, he 
performed reasonably in his studies and 
went to Penang to the prestigious Chung 
Ling High School. When he graduated at 19 
he went onan extensive tour of India with his 
school friends. 

"| went to the universities in Benares and 
New Delhi, met educated people, saw fan- 
tastic architecture, but also poverty. It then 
hit me that architecture was the best way 
through which to learn history and civilisa- 
tion, and it was also the easiest way to pro- 
vide a basic need of man, shelter," he said. 

Nine years at the Royal Melbourne Insti- 
tute of Technology provided him with the 
necessary expertise. Leong has been in- 
volved in housing projects in Bandung, In- 
donesia, for the Asian Development Bank, 
and in the Philippines for the World Bank. In 
Kuala Lumpur, the Australian High Com- 
mission building is one of many for which he 
was responsible. After secretly practising his 
calligraphy for 30 years, Leong's first exhibi- 
tion took place in the gallery he designed. m 








Little wonder they don't build cars like they used to. 
Building a pen is difficult enough. 


Oh, the elegant lines of the 1925 Hispano Suiza. Oh, the elegant lines of the 1927 
Parker Duofold. 

The car may no longer be available but happily the pen is making a welcome return. 

We have long yearned to recreate this favourite Parker design. And our centenary 
has provided a suitable excuse. 

Like today's top cars the Parker Duofold Centennial boasts working parts that 
are ‘state-of-the-art. 

But unlike them, it boasts workmanship that is somewhat old fashioned. 

Rather than mould the cap and barrel ‘en masse, we machine them as we did in the 
old days, from a solid block. 

Rather than cut the nib from some modern metal, we stay true to gold. 

Rather than slit the nib on some new fangled contraption, we still do the job by 
hand, using a blade no thicker than a human hair. 

And just as Hispano Suiza road tested its cars thoroughly after manufacture, we put 
our pens through their paces. 

Upon completion, each Duofold Centennial is examined by a white gloved inspector. 
If deemed perfect, it is filled, written with and cleaned before being released for sale. 


It is an exhausting way to produce a pen. But, as with the Hispano Suiza, the looks and 


handling provide ample reward. 
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China’s own paper tigers 


China Builds the Bomb by John Wilson and 
Xue Litai. Stanford University Press. US$29.50. 
China’s Nuclear Weapons Strategy: 
Tradition within Evolution by Chong-pin 
Lin. Lexington Books, London. £30 (US$52.90). 


Ever since the first Chinese-made mush- 
room cloud billowed into the sky in Oc- 
tober 1964, China's nuclear weapons stra- 
tegy and force development have puzzled 
and interested policymakers and China 
watchers. How, after decades of war and po- 
litical strife, did a country of starving millions 
and toiling barefoot peasants, to whom a 
technological breakthrough until then was a 
mass-produced three-speed bicycle, and 
who were led by people who had virulently 
derided these terror weapons as paper ti- 
gers, manage to develop such an awesomely 
complex and destructive device? 

The technical and organisational mastery 
of China's nuclear and rocket community 
continued into the succeeding decades, be- 
getting not only the hydrogen bomb but land 
and sea-launched intercontinental ballistic 
missiles. It is today the world's third largest 
nuclear power. 

China Builds the Bomb is a minutely and 
comprehensively detailed account of how 
China became a nuclear power. It traces the 
scientific, strategic and personal efforts of a 
small body of scientists, administrators and 
policymakers from the moment Mao 
Zedong decided to go ahead with the pro- 
ject, codenamed 02, to when the bomb, and 
then its bigger hydrogen brother, exploded 
into the history books a decade or so later. 

The story is high on drama — the setbacks 
suffered, the near superhuman efforts 
made, the patriotic pride felt — and in re- 
counting it the book comes across as a curi- 
ous mixture of academic thoroughness and 
stodginess, and a Boy’s Own adventure. It 
tells of American threats, actual and per- 
ceived, on the fledgling Chinese communist 
state; of atomic attacks during the Korean 
conflict and then during the Taiwan Straits 
Crisis in 1954; and of the abrupt withdrawal 
of Soviet technical advisers in 1960, which 
went back on Moscow’s secret agreement to 
provide Peking with a prototype atomic 
bomb and other items of nuclear knowledge, 
and left the Chinese nuclear scientists to fend 
for themselves. 

The book’s core focuses on the work that 
went into making the bomb, from the 
geological prospecting, involving 1,000 men 
scouring the Chinese countryside looking 
for uranium, to the scientific and mechanical 
obstacles needed to be overcome. 

Like similar undertakings by the US and 
the Soviet Union, military-strategic planners 
were virtually absent in the early phases of 


the projects. The chief nuclear scientists, all 
Chinese, were educated in the West, particu- 
larly in the US. The programme was little dis- 
rupted by the prolonged turmoil of the Cul- 
tural Revolution; in fact, the bomb sliced 
through the ideological fanaticism of the Red 
Guards, who saw the bomb as an achieve- 
ment of Chinese communism. 

One of the main rationales for having the 
bomb was that proliferation would make 
China, and by extension the rest of the 
world, a safer place. It would deny the US 
and the Soviet Union the chance to use nu- 
clear blackmail to bully the Chinese. A senti- 
ment the bomb aroused in the people in- 
volved was the national pride of a people 
about to see themselves emerge as a power 
to be taken seriously internationally. 

It was a truly amazing feat of science and 
human will. The Chinese bomb came out of a 
society with barely an industrial base, not to 


mention any meaningful foundations in 
modern science and technology. When Mao 
gave the order to start the project, it was not 
even known whether China possessed the 
necessary uranium. 

The book is impressive in several re- 
spects. Theauthors telling analysisis backed 
up by a well-grounded knowledge of the 
subject. Their research is meticulous, draw- 
ing upon much previously classified infor- 
mation, though at times the detail is so rich 
that the reader loses sight of the themes. 
They are well versed in a wide range of 
topics, from strategic analysis and party poli- 
tics to the nuts and bolts of bomb-making. 

Considering the lengths to which it went 
to manufacture the bomb, it is curious how 
little Peking has concerned itself with de- 
veloping a nuclear strategy. The Chinese 
position has long been that it would not be 





Poster proclaims: 'Struggle to achieve the main tasks of the new age.' 


tne orst t0 use nuciear weapons, ana tnat its 
purpose was simply to break the super- 
power monopoly. 

Chong-pin Lin's work is one of the first 
major attempts to look behind Peking's pub- 
lic pronouncements to draw out the implicit 
tenets of Chinese nuclear strategy. Delving 
into the abundant store of Chinese classical 
strategic writings, Lin hammers the thesis 
that Chinese nuclear strategy, like much of 
contemporary Chinese military doctrine, is a 
continuation of the classical legacy. This con- 
sists of the notion that the human spirit can 
triumph over material inventions; the stra- 
tegy of deception and ambiguity; the idea of 
exploiting extra-military or minimal assets to 
the full; and of turning negative factors into 
positive ones — by, for example, persuading 
soldiers to fight against a better-equipped 
enemy because the victory would be that 
much sweeter. 

Lin's work is provocative, with an under- 
tone of arrogance to it. He seems too sure in 
many of his conclusions, even though h 
led to them by logical progression rathe 
real evidence. Also, the implicit bias is to see 
the Chinese nuclear posture as a real danger 





to international security. Although this may 
be true, Peking has been careful in its use of 
military power as a foreign policy tool. Judg- 
ing by its clash with India in 1962 and with 
Vietnam in 1979, China has not exploited its 
military advantages. 

And Peking has not even hinted at 
threatening states with its nuclear weapons 
— this is more in the minds of its neighbours, 
such as Taiwan. That the book has a strong 
Taiwan flavour to it is not surprising, since 
Lin is from Taiwan. Some of the sources 
used, including the classified Chinese mate- 
rials, were probably obtained from Taiwan’s 
intelligence archives. 

Nevertheless, it is a very useful work, 
presenting themes and perspectives lit- 
tle touched upon elsewhere, including 
China’s tactical nuclear potential. 

a Tai Ming Cheung 





At Republic National Bank, 
private banking is a matter 
c zetting there safely. 


The greater your financial 
success, the more serious the 
implications of downside risk. 
Yet the rewards won't go away. 
Opportunities will always exist. 
In private banking, Republic 
National Bank remains com- 
mitted to protecting customers' 
assets. 


That means staying cautious, REPUBLIC 


even when your financial objec- 


tives are within reach. NATIONAL BANK 
Because when safety is ensured, OF NEW YORK 
so is your reward. 


Republic National Bank ( SUISSE) SA 


of New York. A matter of trust. $ 


A SAFRA BANK 


HEAD OFFICE: 2, PLACE DU LAC « 1204 GENEVA : TEL. (022) 281810 - FOREX: (022) 290502 - BRANCH: 1, VIA CANOVA : 6900 LUGANO : TEL. (091) 238532 
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To Three Pagodas Pass and back 








To the River Kwai: Two Journeys, 1943, 
1979 by John Stewart. Bloomsbury, London. 
£13.95 (LIS$24.60). 

Borderlines : A Journey in Thailand and 
Burma by Charles Nicholl. Secker & Warburg, 
London. £10.95. 


John Stewart and Charles Nicholl both 
describe very personal journeys in the 
peripheral areas of Thailand and across the 
border in Burma, but there the similarities 
end. Nicholl belongs to a younger genera- 
tion of writers who appear to have drawn 
much of their inspiration from Jack 
Kerouac. Stewart is one of the few sur- 
vivors of the notorious Sankurai Pow camp 
on the Siam-Burma railway, the building of 
which was one of the most shameful un- 
dertakings in modern war history. 

During that time, he kept a diary which 
in itself is a unique historical document. 
Thirty-six years later, he travels back to the 
same places he so vividly described in its 
pages. TheJapanese are gone of course, but 
war continues. Stewart teams up with anti- 
Rangoon guerillas from the Mon ethnic 
minority, who help him find an old steel 





railway bridge at Apalon, down the 
smugglers' route from the rugged Three 
Pagodas Pass. 

His return was an occasion for reflec- 
tions "on an inescapable memory and its 
pivotal place in the life of the survivors." By 
juxtaposing sequences from his diaries 
with his travel account, Stewart evokes the 
people and the places — and the contrasts 
shaped by time and development — in a 
way which even the uninitiated reader will 
find fascinating. Only when he reaches the 
last stretch of jungle before Three Pagodas 
Pass does the unavoidable anguish make 
itself felt: "For the first time I sense a pro- 
found, even disturbing familarity with my 
surroundings." 

But even those surroundings had dis- 
appeared by the time he had finished writ- 
ing his book, buried by the waters of a new 
dam or devastated by Thai timber com- 
panies. The River Kwai familiar to Stewart 
and other Pow builders of the "death 
railway" is no more. Only memories are 
left, and Stewart's book elegantly pre- 
serves these in the form of his own 
recorded impressions and his reflec- 
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Nicholl’s book, by contrast, does not 
ring true. The pedant will object to his fre- 
quent references to canned Kloster beer — 
which actually only comes in bottles — and 
will note that Three Pagodas Pass and Doi 
Lang are incorrectly marked on the map. 
Tu Ja, the Kachin he meets, is not a jade 
trader but a dentist by profession who 
serves as the foreign relations officer for the 
rebel constellation, the National Demo- 
cratic Front. “Dixon,” the potbellied Aus- 
tralian journalist who addresses people as 
“sport” and jabs their chests with his beer 
cans at Lucy’s Tiger Den in Bangkok, is pre- 
sumably the fit sportsman and academic 
Tony Davis. 

Buddhist forest temples are introduced 
on page nine, AIDS on page 10, a German 
tourist-cum-sex maniac on page 40 and 
opium warlord Khun Sa on page 68. Katai, 
a sweet and unconvincingly articulate girl 
picked up at a hotel in Bangkok, acts as 
his companion, spiritual guide and . 
preter of Thai culture. The journey itself is 
from extraordinary; it is the kind which 
thousands of tourists make every year. 

But even as one winces at the clichés, one 
has to admit that the book is remarkably well 
written and at times also entertaining, which 
only goes to show that a way with words can 
make even an uneventful journey sound in- 
teresting. B Bertil Lintner 
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THE GIN OF ENGLAND 


Thirty-five years ago our fleet was modest; one Dakota named 
‘Kazma’. And, as a tribute to our past, we have kept this name 
for one aircraft in our modern fleet. 

But there - the resemblance ends. 

Fly Kuwait Airways today and enjoy an ultra-sophisticated 
airline coupled with a highly trained crew. 

It's a winning formula which equals unsurpassed service when 
you fly the four continents with Kuwait Airways. 
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An Encounter with Tenderness. 
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Closet love story 


Edmund Blunden and Japan: The 
History of a Relationship by Sumie Okada. 
Macmillan, London. ¥5,000 (US$39.25). 


In 1924 Edmund Blunden, already an es- 
tablished poet, arrived in Japan to take up the 
post of professor of English Literature at 
Tokyo Imperial University. He was only 27, 
asthmatic, lonely (his wife remained in Eng- 
land) and harrowed, as for the rest of his life, 
by his experiences in the trenches of Belgium 
and France. 

In 1925, in Karuizawa, central Japan, he 
met Aki Hayashi, a 36-year-old teacher of 
English. Independently minded, highly in- 
telligent, and very plain-looking, she had 
¿ utes sufficient to condemn her to 
*.. sterhood. She was affectionate, loyal, 
drawn by education and instinct to England 
and its culture, and she fell irredeemably in 
love with Blunden. 

The long and the short of this hitherto un- 
told story is that when Blunden returned to 
England in 1927, Aki went with him to be his 
secretary in the hope that she would one day 
be his wife. She was never to return to Japan. 
For 35 years she worked for Blunden in the 
British Museum, saw him remarry twice, be- 
came a naturalised British citizen and never 
told her family, and at the age of 73 died, as 
she had lived, alone, in her London lodg- 
ings. 

At the heart of the story was what Okada 
calls a “half-serious promise of marriage” by 
Blunden. Aki had persistently asked him to 
produce some formal written declaration of 
his eternal devotion. Eventually, in January 
1927, he wrote: "In case should ever marry a 
second time I should in all likelihood marry 

Edmund Blunden.” 











Okada makes much of this, but fails to 
present a consistently objective view of its 
significance. She says Blunden wrote Aki the 
note “lamenting her naivety in believing in a 
mere piece of paper,” but later says he “be- 
guiled” her and “betrayed his promises.” 
She even calls it Blunden’s “proposal.” 

Blunden wrote 1,400 letters to Aki be- 
tween 1925 and 1962, extracts from about 90 
of which are published here. But few touch 
on the crucial aspects of their | 
relationship, asif the readeris 
being kept at a respectful dis- 
tance. There is a paucity of 
letters from the war years, 
which must have been ardu- 
ous for Aki as an official 
"enemy alien." And from the 
decade Blunden spent at the 
University of Hongkong we 
have extracts from a bare 
dozen letters, revealing only 
that he is worried about 
money and waiting for Aki to 
send him cricket commen- 
taries from home. 

How many letters Aki 
wrote to Blunden we are not 
told and are not shown any. 
Aki also kept a diary in England, but we have 
only a couple of insignificant extracts in an 
appendix. A volume containing the bulk of 
the two-way correspondence, as well as of 
Aki's diary, would be much more revealing. 

Okada tries to locate the influence of 
Japan in some of Blunden’s poetry, but is too 
general tobe persuasive. In a poem called The 
Author's Last Words to his Students, Blunden 
begins: "Forgive what I, adventuring high- 
est themes, Have spoiled and darkened . . .” 





How the emperor-god was seen 


The Dual Image of the Japanese 
Emperor by Kiyoko Takeda. Macmillan 
Education, London. £30 (US$52.90). 


A balanced, reliable, and readable study 
of Japan's imperial family and emperor sys- 
tem has yet to be written. Well documented 
as it is, Kiyoko Takeda's book is overpriced, 
uncritical, unoriginal and insufficient in 
coverage. A better title for the book would 
have been that of the Japanese edition, Ten- 
nokan no sokoku: 1945-nen zengo (Conflict over 
the Emperors Image: Before and After 
1945), since the bulk of it deals not with the 
emperor's “dual image" (authoritarian deity 
vs constitutional monarch), but with the 
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Britain, Canada, Australia and China at the 
end of the war. 

Takeda, an historian at the International 
Christian University in Tokyo, states: “In 
the English edition I have omitted details 
which may confuse the non-Japanese 
reader.” Yet the reader, who knows how 
royalist conservatism works in Japan, will be 
confused by her conclusion: “After a shaky 
40 years since the Occupation . . . the con- 
stitutional status of the emperor seems to be 
assuming a stable position in the minds of 
the Japanese people. However, it is also true 
that a number of the [sic] people in Japan 
have deep reservations about the continua- 
tion and sanctification of the emperor and 
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Blunden: betrayer? 


He “sounds very apologetic,” Okada says, 
“which is a sure sign of Japanese influence.” 
And the claim that through Aki, “Undoubt- 
edly Blunden came to feel . . . emotions in 
his poetry he would not otherwise have had” 
is somewhat ludicrous — the Somme gave 
him enough emotions for one lifetime, as 
readers of his masterly memoir Undertones of 
War will realise. 

Despite the book’s title, it touches only oc- 
casionally on Blunden’s thoughts about 
Japan. Okada says what annoyed him most 
was “the prevailing social apathy.” In one 
letter to Aki he confided: “I as an outsider feel 
that the national failing is still that ‘children of 
heaven’ complex.” In a later essay he elabo- 
rated: “There is firmly root- 
ed in the Japanese charac- 
ter a belief in the beauty of 
vagueness, and, arising out 
of that, a cherished formu- 
la that Japan has a spiri- 
tual secret so fine and rare 
as to be quite incommunica- 
ble to people of any other 
blood.” 

For all his poetically ex- 

ressed love for the country, 
he told Aki: "I. . . feel that 
you are the only real gain I 
found in Japan.” Yet without 
the full correspondence and 
Aki’s diary their relationship 
must remain something of an 
enigma. We can only feel, as 
Okada writes of Aki, that “it seems most 
tragic that she was unable to love anyone 
other than him.” 

Aki paid a high emotional price for that 
love, but Blunden took care of her financially 
all her life, and she in turn left him all her 
money in her will. Yet if it was a tragedy 
which had its compensations, we may 
nonetheless speak, with Othello, “of one 
who loved not wisely, but too well.” 

B Anthony Head 
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historical past which was brought about in 
his name." 

As a Christian scholar who is personally 
opposed to the Shintoist emperor system, 
Takeda may be hoping that an anti-royalist 
movement is just around the corner. But her 
wishful thinking results in a failure to warn 
that Japan's emotional politics could go 
otherwise. 

While Takeda cites recent opinion polls 
which show that over 80% of all Japanese 
people support the emperors symbolic 
status, she omits to mention that 80% also 
believe that the Japanese "race" is superior. 
This means that at least 60% believe both. 
And so over half of the Japanese population 
is vulnerable to the populist dogma that 
Japan's imperial line, “unbroken for ages 
eternal," both embodies and nurtures the 
country's "racial" traditions and destiny. 

m William Watharall 


Thailand plans measures to umprove its capital markets 


Going for the money 





which, over the next three to five years, would 
counter the savings-investment gap brought 
about by inefficient domestic savings mobili- 
sation and rapid industrial growth. 
It would also allow the government to 
manage more comfortably its own 
foreign borrowings in the face of 
strong pressure to spend on infra- 
structure. The government is under- 
stood to be studying a 50% increase in 
the US$1 billion annual borrowing 
ceiling. | | 
The reforms are crucial to main- 
taining the targeted 7.5% growth rate 
over the 1989-92 period. They involve 


POLICIES 


measures to mobilise more savings from 
the private sector; to develop primary capi- 
tal markets with more incentives for private 
issues; to expand scrip supply on the 
Securities Exchange of Thailand (SET) by list- 
ing state enterprises, and to boost the flow 
of long-term foreign capital into the coun- 
try. 

While most of the package is expected 
to be adopted without much opposition, 
there could be one significant stumbling 
block. Public sale of state enterprise shares, 
and listing them on the sET, is already 
meeting strong resistance at the major target, 





the state airline Thai Airways International. 

The need for reforms became clear late 
last year when it was evident that rapid 
expansion in investment and production 
was unlikely to slow soon. Heavy imports of 
capital equipment pushed the trade deficit 
out to Baht 96 billion (US$3.8 billion), about 
7% Of GDP, and the current account regis- 
tered a shortfall of an estimated Baht 44.5 bil- 
lion. 

Meanwhile, local bank lending rocketed 


by 28%, against only a 19% increase ir 


posits, forcing banks and corporate bor 
ers to look offshore. 

In October the financial system 
reacted to heavy demand with a 
surge in interest rates and extreme 
tightness in liquidity, a complete re- 
versal of the situation only 12 months 
earlier. Liquidity has loosened in the 
past month as the central bank and 
MoF have endeavoured to work out a 
long-term solution. The feeling has 
been that with current fiscal pres- 



















ng into the wind 


: -carrier Thai Airways International, is going to pose the biggest ob- 
-. Stade to putting financial reforms in place. The listing is central to 
-— government plans to attract stable, long-term foreign and domes- 
-. tic capital as the listing of Singapore Airlines (SIA) did in Singapore 
a couple years ago. It would give the sET a strong image boost, 
. and help relieve some of the government's burden in financ- 
. ing infrastructure development, according to a senior finance 


c Analysts estimate that Thai could raise Baht 50 billion on the 
SET, about 20% of market capitalisation. However, the airline is 
=o thought more likely to set up a leasing company or subsidiary to 
-.. list just some assets, for instance new aircraft. Informed sources 
-.. Say Thai is amenable to such a suggestion. 

. . Other targets for listing include Krung Thai Bank, the second- 
-> largest commercial bank, state monopoly the Electricity Generat- 
_. ing Authority of Thailand, and oil refiner-distributors Thai Oil and 
-~ Bangkchak Petroleum. Krung Thai Bank is already slated for flota- 
-tion in about three months, but with a large book of loans being 
^ worked out, and a poor management image, it will not be very at- 
- tractive compared with the other commercial banks. 

-. Thai is a difficult place for the government to start. Although 
. owned by the Finance Ministry, it is controlled by the Royal Thai 
~ Air Force (RTAF), and its chairmen and presidents, as well as most 
. pilots, have always been from the RTAF. The airline has long been 


an area where serving and retired RTAF personnel could find op- 
portunities. Analysts say that stiff pressure on Thai to list, and to 
make its operations more publicly accountable, could translate 
into serious tensions between the Thai military establishment and 
the civilian government. 

The carrier has for over a decade fended off gentle pressure to 
list, butthis yearthe government has put muscle behind its desire. 
Thai Airways president Veera Kitchathorn said that not only does 
the airline not need to raise capital from the local stockmarket, b 
that in the name of national security, the airline should not Le 
owned in any part by foreignorlocalprivateinvestors. — 

But he was shocked by the riposte from Finance Minister 
Pramual Sabhavasu. Pramual tied Thai’s US$400 million plan to 
buy six Airbus A-300s in the next three years to the listing. Thai, he 
said, would not be given the necessary exemption from the gov- 
ernment's foreign borrowing ceiling to raise the money (in addi- 
tion to existing expansion plans) unless it floated shares publicly. 

The challenge makes it all the more likely that Thai will let go a 
portion of its stock. And Thai is weighing whether the challenge is 
a negotiating tactic or a serious threat to let the airline go hang. 

With the government planning to increase its external borrow- 
ing ceiling from US$1 billion annually to US$1.5 billion, much of 
Thai's needs might be accommodated. But the government pre- 
fers to allow profitable Thai to absorb more of the debt itself as a 
means of resisting demands from loss-making state enterprises. 

But the REVIEW understands the government is prepared to 
offer to first sell the shares to Thai employees and management as 
an incentive. Using this carrot and the stick of the debt ceiling, 
Pramualis likely to succeed. And if Thai goes, the other state firms 
will have more difficulty resisting pressure. = Paul Handiey 





sures, and under the business-minded gov- 
ernment, reforms will be politically easier to 
push through. Simultaneously, the govern- 
ment is emphasising the participation of the 
private sector in new infrastructure pro- 
jects, mostly under concession-type arrange- 
ments. 

The first priority on the list of objectives is 
to boost local savings mobilisation. “The gov- 
ernment should not be the party which 
drains resources from the private sector,” 
central bank economist Siri Ganjarerndee 
told a recent seminar organised by Indosuez 
Asia Investment. 

In 1988 this was true for the first time in 
decades. But while the government ran a 
budget surplus, and public savings rose 
17.9%, there was a fallin private savings. Pri- 
vate consumption rose a real 7.9% on higher 
employment and incomes, and anticipation 
of higher consumer goods prices. 

A recent high-level review of medium- 

n planning set a cap on the savings-in- 

tment gap of 4% of GDP. The gap is cur- 
rently about 3.1%. To mobilise private sav- 
ings various measures are proposed: reduc- 
ing the 15% interest rate on term deposits to 
possibly as low as 10%; loosening the restric- 
tions on commercial banks opening more 
branches, and possibly lifting controls — 
ceilings — on interest rates. 


nother major step is to expand the 

number of shares listed on the SET. 

At the end of 1988, market capitali- 

sation was estimated at 15.8% of 
GDP, up from 11.3% a year earlier, but still 
hardly enough. New foreign capital has re- 
cently been discouraged by a scarcity of avail- 
able scrip. While the SET is prodding private 
firms to list, incentives are still not enough to 
overcome the greater scrutiny of family firms 
accustomed to avoiding taxes. 

The financial technocrats are also mulling 
ever removing the government-controlled 

tual Fund Co.'s monopoly on domestic 
mutual funds. But this would be fairly con- 
troversial, and would meet substantial resist- 
ance. 

Crucial to the overall plan is to give a long- 
awaited boost to the primary capital markets, 
which have suffered from a lack of supply 
and interest. Currently, the secondary mar- 
ket in government securities is pretty much 
limited to the Bors repurchase market, 
which is really a facility for temporary ex- 
change of government bonds, bought and 
sold at par value. 

The market is plagued by a shortage of 
supply — foreign banks in Bangkok raising, 
capital have complained that they cannot 
find the government paper which BoT re- 
quires them to buy as a part of their capital 
reserves. Government bonds are usually 
bought to fulfil statutory requirements. But 
while the supply of corporate debentures 
grew last year, the amount of corporate and 
government bonds issued shrank. 





Pramual: tapping foreign markets. 


in the past year exacerbated the problem 
by redeeming paper early. Meanwhile, the 
corporate market is restricted by tax disin- 
centives making their paper less attractive 
than the government's, and not widely 
traded. 

One short-term measure to loosen up 
market liquidity announced late last year 
was to reduce the requirement for banks to 
hold government bonds from 16% of capital 
to 14%. Also apparently under consideration 
is a waiver on foreign banks having to hold 
their capital in government bonds. 

But longer term, more instruments are 
under study. For instance, banks may be al- 
lowed to issue debentures and long-term 
negotiable certificates of deposit and corpo- 
rations may be permitted to issue convertible 
bonds. 

Another area of focus is on the mobilisa- 
tion of funds through provident funds and 
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the small insurance sector. Thai planners 
now want to make provident funds mandat- 
ory. The move will be politically difficult, ad- 
mitted one senior government planner, and 
maximum fiscal benefits will be provided in 
the hope of deflecting expected opposition. 

The insurance sector, one of the smallest 
per capita in the region, is also to be provided 
with tax incentives along with a revamping 
of the regulatory apparatus. Only some 476 
of Thais hold life insurance policies, and less 
than 10% of buildings are insured. But over 
the 1987-89 period growth will be well over 
20% a year. 

The other half of the plan being mooted is 
to increase the private and state-enterprise 
sector's tapping of foreign markets for long- 
term capital. In December, Finance Minister 
Pramual Sabhavasu floated the proposal that 
the withholding tax on long-term offshore 
borrowings be removed. 

Privatisation of new investment projects 
by state enterprises is also being pushed, on 
a case-by-case basis. Objected to vehemently 
a year ago, some state enterprises are warm- 
ing to the idea of privately run concession- 
type operations under their auspices. This is 
expected to draw foreign capital without the 
need for government guarantees. 

A less likely occurrence in the near future, 
according to several finance technocrats, is 
the issuance of new banking licences for for- 
eign banks. Nevertheless, the finance minis- 
ter is conducting negotiations with foreign 
institutions based on the idea that they will 
bring in much-needed capital. The fact is, 
howevet, the foreign bank role in lending is 
slight, and would not likely be boosted sig- 
nificantly by such a move. a 





BUDGET 


Rapid growth lets Japan cut its deficit 


Cash in hand 


By Nigel Holloway in Tokyo 
Je economy is growing so rapidly 








that the government is planning to cut 

the budget deficit in the fiscal year start- 
ing in April, while also increasing public 
spending. This has been made possible by a 
budgeted 13.1% rise in the total tax take to 
¥51 trillion (US$399.53 billion), despite a 
newly introduced tax-reform programme 
which will cut revenues by ¥2.6 trillion in a 
full year. 

The Ministry of Finance (MoF) and the 
Economic Planning Agency say the budget 
will have a neutral impact on the economy. 
The general account, which comprises gen- 
eral expenditures and items such as interest 
payments on the national debt, is expected to 
rise by 6.6% to ¥60.4 trillion in nominal 
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nominal GDP. The increase in the general ac- 
count is the largest since fiscal 1981. 

This modest expansion is a continuation 
of the policy pursued in the current year. Ex- 
penditures on education, social security and 
other items under the general heading show- 
ed no growth at all in nominal terms during 
1983-87 and only edged up by 1.2% in fiscal 
1988. The planned rise next year is 3.3%. 

Spending has risen because the MoF is 
within sight of its cherished objective of 
phasing out deficit-covering bonds by fiscal 
1990. Issues of these securities ballooned in 
the late 1970s as the government offset the 
deflationary effects of surging oil prices. The 
MoF expects the amount issued in fiscal 1989 
will be less than half the ¥3.2 trillion sold in 
the current year. Government bond issues as 
a whole will drop 19.6% to ¥7.1 trillion. 
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on the purse strings in the future. 
Japan still has the largest ratio of long- 
term government debt as a propor- 
tion of GNP — 50.5% — among de- 
veloped countries. The same is true 
for interest payments as a share of 
total spending: 18.4% in fiscal 1989. 
The debate will begin soon on how 
and when to retire some of the na- 
tional debt. 

Some fiscal conservatives in the 
ministry might like to have curbed 
government spending more, 
perhaps along the lines of Britain, 
which is running a budget surplus. 
. But Japan is under international pres- 
sure to run its economy fast as part of 
an attempt to move away from ex- 
ported growth. And there are im- 
portant domestic interests to placate, 
too. 

As a result, public-works spending — the 
second-largest budget item — is to rise by 
1.996 to ¥6.2 trillion. Prime Minister Noboru 
. Takeshita's furusato programme to revive 
rural communities — seen by many as old- 
».- fashioned pork-barrel politics — will also get 
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a big cash injection. Just over 3,000 local au- 
thorities throughout Japan regardless of size 
will each receive ¥100 million to spend on 
this programme. The MoF says tartly that 
government auditors will check to see the 
money has been spent wisely. Far bigger is 
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Hongkong watchmakers build links with Swiss firms 


Ticking over nicely 


00 Wy ^N espite the territory's rising labour 
| D and rent costs, Hongkong's watch 
and clock manufacturers enjoyed 
.« 1988. Other export industries, most notably 
-.. garments and textiles, may have had their 
toughest time for years, but watchmakers' 
|... exports rose 2476 to HK$13.28 billion (US$1.7 
.. billion) in the first 10 months of the year. 
Hongkong overtook Japan to become the 
world's second-largest producer (by value) 
of clocks and watches, afterSwitzerland. The 
territory held its position as the leading ex- 





porter of complete watches and clocks in. 


<> quantity terms. 

By 1987 watchmaking was already Hong- 
kong’s third-largest export earner, behind 
^ garments and iextiles, and electronics, but 

ahead of toys. 

Prospects for the coming year look just as 
... rosy. Analysts expect exports to rise a further 
—. 20-25% by value, though volume is likely to 
remain static. Sales to Europe and Japan are 
expected to be particularly strong, while 
5 sales and profit margins in the US market will 

-— be held down by competition. 
. Many companies are succeeding through 

. à two-pronged strategy of relocating low- 

end assembly into southern China where la- 
bour is orp and abundant, and puting 








more emphasis on the traditionally Swiss- 
dominated luxury watch market. 

Several leadin, g local firms, including Asia 
Commercial Co., National Electronics (Con- 
solidated), and stelux Holdings, have 
bought Swiss watchmakers. This gives them 
access to the skilled artisans and advanced 
designers that have helped Switzerland stay 
on top of the luxury watch market for dec- 
ades. 

It also gives them marketing and distribu- 
tion rights to Swiss and other European 
brand names. Thus, consumers in North 
America and Western Europe and other 
markets can buy watches with names like 
Juvenia, Carven, and Camy, without being 
deterred by the made-in-Hongkong label. 


Hongkong’s domestic exports of 
atches and clocks 








the 22.6% increase in local allocation 
tax grants — the share of tax revenues 
transferred to prefectures and 
municipalities — which will rise to 
more than a quarter of total tax rev- 
enue. 

The two programmes which have 
expanded steadily in recent years — 
overseas aid and defence — will con- 
tinue to do soin fiscal 1989. The initial 
budget for overseas development as- 
sistance has been set at Y 756 billion, a 
7.876 increase over the previous year. 
And when contributions are made 
from other official sources, Japan's 
foreign aid should exceed US$10 
billion, says the MoF, thus help- 
ing to fulfil Takeshita's commitment 
to disburse US$50 billion in offi- 
cial assistance in the five years to 
1992. 

Defence spending is expected to rise 5.996 
next year to ¥3.9 trillion, a slightly hig 
rate of increase than the two past years. / 
result, it should comprise 1.006% of GNP, the 
third consecutive year in which defence 
spending has been budgeted above 1%. m 
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This trend reflects the pressure the Swiss 
industry faces from giant Japanese watch- 
makers who have developed their own lux- 
ury watch lines, thus challenging traditional 
5wiss dominance in the luxury sector. Many 
Swiss firms remain small, family-run opera- 
tions whose limited financial resources make 
it difficult to respond to the challenge. 

The outcome has been that Hongkong 
companies have been able to strike some 
canny-looking deals. For example, last Au- 
gust Asia Commercial picked up Juvenia 
Horlogerie de Precision, a small La Chaux 
Fonds-based luxury watchmaker, for 
HK$25 million — a bargain price. For its 
money Asia got not only the Swiss firm's 
manufacturing operation, but also wc 
wide rights to the brand name. In Nov....- 
ber, Asia also struck a licensing deal with 
Carven, a small French watch manufacturer, 
under which the Hongkong company gain- 
ed the right to manufacture (in Hongkong) 
and sell watches under the Carven name. 

According to deputy general manager 
S. L. Wu, the two European brands are in- 
tended to supplement the company's origi- 
nal equipment manufacture business, under 
which watches are made to the customers' 
specifications and labelled with their brand 
name. In addition, Asia is trying to establish 
its own brand, Accord, in the mid-market 
range. 

Most of Hongkong's watchmakers at the 
lower end of the market are moving assem- 
bly operations to China, especially for liquid 
crystal display (LCD) quartz watches. Like 
other Hongkong industries, the county 
towns of the Pearl Riverbasin in Guangdong 
province are drawing most of the invest- 
ment. 


Asia Commercial has a new joint-venture 
factory in Dongguan which is to begin pro- 
duction in April. The factory will initially em- 
ploy 500 workers, but the company plans to 
expand the workforce to 2,000 within one or 
two years. 

Several major watchmakers had pre- 


ceded Asia: Stelux already has over 2,000 


workers at assembly facilities in Huizhou 
and Shataukok; National Electronics has 
four factories in Dongguan and Gongming, 
and further expansion is expected in the near 
future. 

Watchmakers have lagged behind some 
other Hongkong industries in making the 
shift to southern China. A recent study by 
Hongkong's Trade Development Council 
showed that some 24% of total exports by the 
territory’s watch and clock manufacturers 
came from China. This compared with an av- 
eraged of 36% for some 2,000 Hongkong 
companies that responded to the TDC's sur- 

But the number of joint ventures or fac- 
tory expansions announced by watchmak- 
ers in the past six months indicates the pro- 
portion will rise. Hongkong's myriad small 


manufacturers of "appearance" parts, such 
as watch cases, bands, dials and hands, are 
also moving to China. 

As a result, the infrastructure of Guang- 
dong’s watch industry should be quick to de- 
velop, while Hongkong's role will be- 
come one of design, marketing, and admin- 
istration. 

Production, particularly of cheaper mod- 
els, will increasingly be concentrated in 
China. Hongkong-based factories will be 
limited to making higher-priced watch- 
es. 


he Japanese dominate foreign invest- 
| ment in Hongkong's watch industry, 
accounting for 87% of the total foreign 
stake of HK$1.07 billion (March 1988 figure), 
and employing 2,500 workers out of the sec- 
tor's 28,000 (Tune 1988 figure). 

The leaders are Citizen, which also has 
factories in South Korea, Shenzhen, and 
Taiwan; and Seiko, also in Shenzhen and 
Singapore. 

All of Hongkong’s watchmakers, 
whether foreign or local, use watch move- 
ments — both quartz and mechanical — im- 





COMMODITIES 


High wool prices boost Australian trade 


The golden fleece 


By Michael Malik in Sydney 


fter five years of restructuring and 

A constant emphasis on diversifying 

away from traditional commodity ex- 

ports, it is somewhat ironic that agricultural 

exports, particularly wool, are allowing the 

' stralian economy a little breathing space 
nits trade deficit. 

Farm exports are expected to have risen 
by about 9% to some A$15.5 billion 
(US$13.57 billion) in financial 1988-89 ending 
in June. Beef and wheat exports are both 
thriving, but the biggest boom is in wool — 
the country's most traditional export earner 
— which the Australian Bureau of Agricul- 
tural and Resource Economics (ABARE) pre- 
dicts will earn A$6.3 billion. 

To many people's surprise, the wool 
boom has survived a surging Australian dol- 
lar which has boosted prices in many export 
markets by around 1575. 

The boom is the product of two factors. 
First, wool has benefited from a clear shift in 
worldwide preferences towards natural pro- 
ducts, allowing woollen garments to com- 
mand higher prices. Secondly, five years of 
sustained world growth have created 
enough consumers to indulge their taste for 
wool without depressing the price. In short, 
despite costing about five times more than 


polyester, wool has maintained its competi- 
tiveness. 

The biggest threat to the wool boom is 
thus seen tobea world economic slowdown, 
or a sustained local currency strength, 


. widening the price gap between wool and 


synthetic fibres. 

Consumers may prefer wool, but not at 
any price, experts warn. Even in an affluent 
market, price remains a consideration, and 
the price of a woollen suit in parts of the US 
will have risen in the 12 months to Sep- 
tember 1989 from US$300 to cia a 


Wool makes its mark 


Wool to polyester | 





West Germany and France. 

Local companies have been dissuaded 
from making their own movements by the 
heavy investment in machinery that would 
be required. The big Japanese watchmakers, 
on the contrary, have lifted the art of high- 
volume automated production to a level that 
gives them a big cost advantage over even 
their European rivals, who continue to as- 
semble the 27-odd separate parts in a simple 
quartz movement by hand. Thus Japan has 
grabbed 65% of Hongkong's total imports of 
watch and clock components, which in the 
first 10 months of 1988 amounted to HK$8.6 
billion. 

Some of the territory’s leading watch- 


makers are also trying their luck in the local | E 


property market — a highly profitable 
sideline recently, but one which also intro- 
duces new risks. More solidly based is the ef- 
fort by Stelux Holdings, to establish a chain 
of retail shops. 

The company now runs 52 City Chain 
shops in Hongkong, eight in Singapore, and 
15 in Taiwan, which are operated as a joint 


venture with a Taiwan-based company.  & 


speaker at January's Australian National Ag- 
ricultural Outlook Conference warned. 
Wool producers are being urged to use the 
good times to improve their facilities, stock, 
marketing and research, in preparation for 
harder times to come. 

However, in the short term, all is op- 
timism.- ABARE forecasts wool prices will 
average 1,050 A cents a kilo this financial year 
— 47 cents higher than the previous year — . 
and should average between 1,030 and 1,130... - 
A cents over the next five years. The Austra- 
lian Wool Corp., the industry’s purchasing 
and marketing body, predicts that the 
number of sheep will rise from 156 million to 
around 180 million by 1993-94. 

Stocks, which were virtually wiped out 
by huge sales last season, are expected to 
rise to around a steady 20,000 bales. The 
Wool Corp. has set a reserve minimum price 
of 870 A cents a kilo, but its trading is ex- 
pected to be very limited this season, and the 
few purchases it has made — for types of 
wool for which demand is temporarily weak 
— have been at prices well above this re- 
serve. 


high prices and high exports, the boom will 


last at present levels for fiv 'e y ears (even if Nc 


prices have dipped from their April 1988 
peak of 1,257 A cents a kilo). 

Japan and China, Australia's two largest 
customers, are expected to maintain de- 
mand, despite a forecast of a large increase in 
Chinese wool supply. Demand for apparel . 
wools is expected to benefit from the forecast - 
2.8% annual rise in real incomes in the West 
over the medium term. The economic re- 
structuring in the Soviet Union is also seen as - 
positive. a 








Analvsts say that after a second year of D 





MARKETS 


Tauvan s stockmarket raises precious little capital 


Nobody taps Taipei 


By Jonathan Moore in Taipei 


aiwan’s fast-growing stockmarket 
f has been making fortunes for invest- 
ors but is still sadly ineffective in rais- 

ing capital for local firms. 

The shortcomings of the Taiwan Stock 
Exchange as a place to raise money are un- 
derscored by the few companies listed and 
the tiny amount of money they raised. Last 
year, 38 companies raised NT$9.78 billion 
(US$353 million) through secondary stock 
offerings — the main method of capital-rais- 
ing in the Taiwan market.This is less than 
half what was paid out in dividends, and oc- 
curs in a market where daily turnover reg- 
ularly exceeds NT$30 billion. Only 163 com- 
panies are quoted — though the number of 
listings grows each year. 

“One can make a strong case that, consi- 
dering [Taiwan's] huge savings rate, the 
market should be recycling savings for [use 
by] companies moving into more capital-in- 
tensive businesses. Why should companies 
be taking cash and giving it to shareholders 
in the form of dividends, when instead it 
should be going from the savers into the hi- 
tech companies?" market analyst Myrick 
Hatch said. 

Part of the answer lies in Taiwan's listing 
procedure, which favours large, mature 
companies with land and cash assets. The 
application process ensures that "companies 
are coming to market when they've already 
finished their big growing period," said John 
Crossman, a manager at Jardine Fleming 
Taiwan Ltd. "The market should be allowing 
the people with good ideas to meet people 
with money." 

Since banks will usually lend only to com- 
panies with land to offer as collateral, at 
around 7%, and kerb market 
rates are more than 10%, the 
stockmarket should have obvi- 
ous attractions for the money- 
raiser.  Price-earnings ratios 
hover above 30 — more than 100 
for banking stocks — and cash 
dividend yields average only 
around 1.575 a year. 

Part of the reason companies 
shun the market when they 
need to raise money is owners' 
reluctance to cede control 
or to open their businesses 
to scrutiny. Indeed, most Tai- 
wan companies continue to be 
closely held after they are listed, 
further restricting available 
scrip. 











But the main reason is that listing does not 
pay. Most initial public offerings (IPO) in 
Taiwan do not raise money for the company 
because the shares sold are usually existing 
shares, held by the company’s original 
shareholders. 

Typically, a Taiwan IPO will involve 
the original shareholders selling a requisite 
10% of the company’s stock at par value — 
which in Taiwan is NT$10. They wait for the 
price to rise and then sell more shares on the 
market. 

This is a fairly predictable process since 
IPOs are so oversubscribed that on average 
only 1% of would-be investors win the right 
to purchase shares through the lottery. 

When Stan Shih, president of Acer Inc., 
Taiwan’s top computer company, listed the 
company in October 1988, he was one of the 
first to issue new stock, which he sold first to 
his employees at NT$30a share — well above 
par. 
Although it was still considerably below 
the eventual market valuation of NT$47, he 
had to convince his shareholders it was in the 
company's interest, and thus their own, to 
have the employees buy the stock from the 
company at that price. 

“In the future we will sell [the issue] di- 
rectly to the public, but in this transition 
period we don't want to jump into it," Shih 
said. "People would notunderstand why it's 
so expensive." 

Secondary offerings, or rights issues in 
Taiwan, also fail to raise much money for the 
issuing company because the stock is sold at 
dramatic discounts — sometimes as much as 
50%. 

This is mainly because when the com- 
pany, its accountants and the underwriter 
set the price, itis with conservative Securities 





Taiwan Stock Exchange: shortcomings. 


and Exchange Commission (SEC) regulators 
in mind. 

Investment bankers say conservative 
regulators effectively enforced a price-setting 
mechanism by making known their disap- 
proval of high-priced offerings. Further, they 
believe, the SEC fears what might hap- 
pen if the stock price dropped and investors 
lost money. The sEC denies it sets offering 
prices. 

There is also a fear that investors, accus- 
tomed to purchasing shares at a discount, 
would not want stock at market price. Un- 
derwriters are still not allowed to take a firm 
position in the stock being issued. 

In the past year, more secondary issues 
have been offered at above par value. “The 
SEC has indicated a willingness to allow 
higher-priced offerings,” said an investment 
banker in Taipei. “And prices have risen 
somewhat, but are still quite a bit below the 
market price.” 

Also, the price is now set publicly befere 
the contract goes to the SEC for apprc 
under a procedure revised last year and ae- 
signed to eliminate the perception that the 
SEC sets the price. 

The problem is compounded by com- 
pany law which requires that newly issued 
stock to be offered on a first-refusal basis to 
existing shareholders in order to guard 
against dilution of their holdings. These 
rights mean the stock is usually sold at a big 
discount to the existing shareholders. And, 
instead of devaluing the stock accordingly, 
the market trades the new shares at the mar- 
ket price, or even interprets the issue as “bul- 
lish" for the company, and pushes the stock 
higher. The system may not be rational, but 
experience and the local financial press rein- 
force it. 

The situation is improving as more com- 
panies list their stock. Twenty-five com- 


. panies joined the market last year, compared 


with 13 in 1987, and six in 1986. Market 
sources say 30-50 companies will list tl 
shares in 1989. 

The market's history does not help. Its 
original purpose was to provide liquidity for 
Taiwan's former landowners who were 
compensated during the land- 
reform programme of the 1950s 
with shares in government en- 
terprises. The idea of the stock- 
market as a place to raise finance 
is thus relatively new and rela- 
tively undeveloped in Taiwan. 

One financial innovator, 
T. J. Huang, executive vice-pre- 
sident of Yuen Foong Yu Paper 
Manufacturing Corp., last year 
raised capital by exchangeable 
bond and convertible preferred 
stock issues, instruments hi- 
therto unseen by Taiwan invest- 
ors. The issues highlighted reg- 
ulatory limitations to financing 
through Taiwan's capital mar- 
ket. E 
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The Japanese juggernaut 


an anything slow Japan's trade 
juggernaut? The yen has been fat- 
tened up and the country shifted to 
demand-led growth. And yet Japan 
recorded its largest-ever trade surplus in De- 
cember — US$9.7 billion. This is not just a 
hiccup. Imports have been flagging and ex- 
ports surging since the middle of last year. 

The government has abandoned any 
hope of big reductions in the trade surplus 
over the next 15 months and is praying that 
foreign opinion will focus instead on a size- 
able cut in the current-account surplus that 
analysts are expecting. But it is the trade 
1 ders that stick out. Japanese officials 
; expecta trade surplus of US$93 billion in 
the year ending in March, only US$1 billion 
less than last year. They expect the surplus to 
fall by US$5 billion in fiscal 1989 to US$88 bil- 
lion — still US$7 billion more than their origi- 
nal forecast for the current year. 

In 1986 and 1987, the stubbornly high 
trade surplus was explained away by the ef- 
fect of what is called the inverted J-curve. 
This means that a rise in the value of the yen 
immediately increases the value of exports 
and cuts the value of imports, so that the 
trade surplus widens before it narrows. 

The yen steadied in 1988, after rising 
steeply for two years. By then, the surplus 
ought to have started to fall sharply. It did not 
happen. The massive increases in imports 
seen in 1987 and the first half of last year 
began to slow down and export volumes 
started to boom again, thanks to slackening 


growth at home and strong demand from 


North America and Europe. Japanese busi- 


. 1 has streamlined to the point where it 
. «  .ake money exporting at ¥ 120 — orless 
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— to the US dollar. 

Some Japanese bureaucrats might be 
hoping that higher prices for commodity im- 
ports could save them from embarrassment. 
Oil is the biggest item on this list and the im- 
port bill in yen was much lower last calen- 
dar year than in 1980. The government is 


- actually forecasting a rise in the oil price of 30 


US cents a barrel next fiscal year. But even ifit 
rose by a further US$5 — an unlikely event — 
it would still only shave US$6 billion from 
next year's surplus. 

As a whole, likely movements in the 


. terms of trade may not help much. Higher 
. commodity prices over the past year are 





à feeding their way into Japan's imports, a par- 
' ticularly noticeable trend in the first 10 days 


of this month. But export prices are also ris- 
ing as manufacturers have passed on, at last, 
some of the effects of the soaring yen. As a re- 
sult, the terms of trade (the export-import 
price ratio) might rise by 7% in 1989 against a 


3.6% increase last year, reckons UBs-Phillips 
& Drew. 

Does this mean that the world must steel 
itself for a further drastic fall in the US dollar? 
This might simply lead to a repeat of the ex- 
perience of the past three years: trade vol- 
umes lagging nominal changes while Japan- 
ese companies make themselves even more 
efficient. This presupposes, of course, that 
world financial markets can absorb further 
massive shifts in currency values. 

There is considerable scepticism that an 
exchange-rate adjustment will work any bet- 
ter this time than it did last. Far better, surely, 
to concentrate on the other part of the pro- 
cess — Japan's shift from export-led growth 
to expansion led by domestic demand. 

But this also looks to be flagging. Tokyo 
expects domestic demand to increase by 
4.7% in fiscal 1989 compared with 6.6% this 





Japan's credibility gap _ 
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year. More rapid growth would lead to infla- 
tion, the government claims. But the fear is 
well-founded only if Japanese consumers 
miss out on the benefits of the high yen. 

An official of the Economic Planning 
Agency admits that in the past two years 
there has been no reduction in the huge gap 
between the valueof the yen ona purchasing 
power parity basis (which is currently about 
¥200:US$1) and its market value. In other 
words, domestic prices have not tumbled in 
line with the drop in import prices. 

_ If they did decline, imports would surge 
and the trade surplus would fall much more 
rapidly than it has up until now. 

There are many theories about why con- 
sumer prices have not fallen over the past 
three vears. Some say the oligopolistic power 
of big Japanese companies prevents it. What- 
ever the cause, thisis the issue that foreigners 
should focus on. If they do not, structural ad- 
justment will never work in Japan. 

aNigel Holloway 


The debate on international trade policy 
has taken on an Alice in Wonderland tone 
that would have done Lewis Carroll proud. 
Just think of the famous passage in Through 
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the Looking Glass: “When I use a word,” 
Humpty Dumpty said in a rather scornful 
tone, “it means just what I choose it to mean 
— neither more nor less." 

In the book, Humpty's words plunged 
Alice into confusion. Imagine her plight then 
in trying to make sense of the issues roil- 
ing international trade councils in recent 
months. As a result of national interest over- 
taking common sense, language has been so 
debased that words and phrases — "free 
trade," “trade-distorting,” "dumping" — 
metamorphose bewilderingly. 

Look at the breakdown of last De- 
cembers Montreal conference on the 
Uruguay Round of Gatt negotiations, for in- 
stance. The meetings just about ground to a 
halt over Washington's demand for a timeta- 
ble for ending all "trade-distorting" farm 
support. 

Divining the meaning of this phrase 
might require the wisdom of Solomon, or 
Confucius, perhaps. The crudest weapons 
in the US arsenal of agricultural supports, 
such as the Export Enhancement Program- 
me and Trade Enhancement Assistance, 
would face elimination if the EC and other 
agricultural exporters scrapped subsidies. 

But the money spent on these program- 
mes is peanuts compared with the billions 
spent every year on income supports, which 
enable US corn, cotton, wheat, rice, and 
peanut farmers to keep adding to already 
swollen commodity markets. Strangely, 
these payments are not considered by the US 
to be "trade-distorting," and presumably 
they would continue unchecked. 

Theanti-dumping debate is another place 
to look for rhetorical sleight of hand. Dump- 
ing is generally taken to mean exporting at 
below "fair value," but it comes as no sur- 
prise that defining this term becomes a politi- 
cal football. 

Already, temperatures are rising in East 
Asia as the EC resorts ever more crudely to 
the use of anti-dumping penalties as a club 
against its East Asian trade partners. Yet 
Willy de Clercq, formerly the European com- 
missioner for external relations, could write 
recently: “The community’s policy [on 
dumping], however, differs from those of 
other countries in one fundamental respect, 
that is it is incontestably by far the most 
liberal.” 

The list of words manipulated by eager 
governments and politicians goes on and on. 

Given most governments’ propensity to 
twist language to suit their national interest, 
there does not seem much hope for an im- 
provement in the current Alice in Wonder- 
land state of affairs. u Cari Goldstein 
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YOU ARE LIKELY TO 


If you are considering, or are now, investing in 
one or more of Asia's fast paced stockmarkets, a 
trial of ASIAN MARKETS MONITOR may prove 
to be your wisest investment in 1989. As every- 
one knows a major key to successful investing is 
having the right information at the right time, 
and that's what each issue of AMM delivers to its 
many readers each and every week. 


A no nonsense, straight from the shoulder 
weekly newsletter AMM will provide you with 
detailed market commentary, objective reports 
on sectoral developments and the reasons be- 
hind them, highlights of results of large and 
medium sized companies, informed analysis and 
opinion and much, much more. 


Normally available for longer terms for a limited 
time only we are offering a trial to . 

ASIAN MARKETS MONITOR so that you can 
discover for yourself how very hel pful AMM can 


E be to you when it comes to making the right in- 


vestment decisions. 


. AMM is written complied and edited by 
specialists throughout the Asian region and 
. published by a wholly owned subsidiary of 
Review Publishing Company Ltd., publisher of 
the Far Eastern Economic Review. Asia’s most 
authoritative business/news publication. 


Because we are so confident that once you’ve 
sampled AMM for youself, we are offering a 13 
issue trial-period for only US$150.00. That 
amounts to US$11.54 per week, less than the 
price of a moderate lunch. 


Why not begin 1989 with your best investment 
foot forward by placing your trial order to AMM 


A" todav. We firmlv believe that vou will begin be- 
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If for any reason after 

ordering AMM you wish to stop your trial sub- 
scription, you may do so at any time and receive 
a full refund of the unused portion of your nav- 
ment. 


Order now while you are thinking about it and 
start receiving the kind of timely news and infor- 
mation you need to have about the Hong Kong, 


Singapore, Malaysian, Philippine, Thai and Ko- 
rean stockmarkets. You have everything to gain 


and nothing to lose. 


To order simply complete the coupon and send it 
along with the appropriate payment or com- 
pleted charge card information. 


To: Publications Div., Dept. AMM, Review Publishing 
Company, Ltd., GPO Box 160, Hong Kong. 


1 Yes! Please enter my 13 issue trial order to Asian Markets 
Monitor immediately so that I can begin to benefit from t 
investment intelligence I will receive each week. 13 issues 
US$150.00/£91/HK $1.170. 

QC Iperter to order for 52 issues — USS599/£363/HK $4,670, 

You may forward equivalent payment in any convertable cur- 

rency. 

CT enclose in payment thereof (cheque payable to 
Review Publishing Company Ltd.) Or. please charge my 
credit card (tick one): | 


C American Express LJ Diners Club 





C] MasterCard CI Visa 

Cad. NOU nutu essei cc RP Dies "rn 

SIGs me —————HÍ 
EU | MEER a Ee VO RISO OEE ee SRI S. | 

(please print in block letters] 
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RESEARCH AND 


INNOVATION 


The state of the art 


S science is still in good shape, but 

US technology is in trouble. Faced 

with a huge across-the-board chal- 

lenge from Japan, US industry is 
cutting investment in research and develop- 
ment (R&D). 

These were the impressions which came 
across strongly at the mid-January meeting 
of the American Association for the Ad- 
vancement of Science (AAAS). The annual 
AAAS meeting brings together thousands of 
scientists, engineers and researchers from in- 
dustry to assess the state of the art in the 
world of science and technology. 

: classic example of US science firing on 
«a .linders is the Human Genome project, 
the subject of several presentations at the 
conference. The idea is to map the location of 
all the genes in human chromosomes, a 
huge task requiring billions of exquisitely de- 
licate chemical analyses. 

What makes this project so exciting is 
that, based on a gene map, scientists will be 
able to pinpoint the genes that cause heredit- 
ary diseases. Families which carry the gene 
can then be warned in advance if their child- 
ren are at risk. Although only a small fraction 
of human DNA — the genetic code-contain- 
ing molecules found in chromosomes — has 
thus far been decoded, scientists have al- 
ready discovered the genes responsible for 
cystic fibrosis of the pancreas, sickle-cell 
anaemia and the nervous system disorder, 
Huntington's disease. 

But DNA decoding is an expensive and 
time-consuming process. The Human 
Conome project is intended to come up with 

; to make it much cheaper and faster, to 
draw up what one speaker called “a source 
book for biology that will be referred to for all 
time.” In addition to driving biological sci- 
ences, the project will give computer re- 
search a big boost, too. For example, to cope 
with the huge amounts of information that 
the project will generate, huge computers 
running in parallel will be needed, along 
with powerful new database management 
techniques to sort, store and manipulate the 
generated information. 

Funding for the project, which will run 
for an estimated 10-15 years, is already near- 
ing the US$200 million a year. This may 
sound like a lot, but as another speaker said: 
“If we find the gene for just one disease, that 
will pay for the entire project.” There is tre- 
mendous optimism for the Human Genome 
among US scientists — they have taken the 
lead in the field. 

On the industrial-research front, how- 
ever, where the discoveries of basic science 
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pace of technological change has never been 
faster, and US companies in many industries 
are struggling to keep up. 

Being good at basic science is not enough, 
said corporate research director Allen 
Heininger, in an AAAS session on competi- 
tiveness; the US also has to manage industri- 
al R&D more effectively. In the past, many 
products were developed in the US first, 
then exported. Today, Heininger said, there 
were many fields where other countries, par- 
ticularly Japan and West Germany, were 
ahead. The US will have to learn how to com- 
pete in overseas markets in which it does not 
lead — a tough proposition. 

But not an impossible one. In a survey of 
150 US and 150 Japanese companies pre- 
sented at the conference, the US firms rec- 
koned that they were better at "globalising" 
their research effort. For their part, the Japan- 
ese thought they were better at exploiting 
partnerships between companies. 

A serious obstacle to maintaining com- 
petitiveness is that US managers are becom- 
ing increasingly reluctant to invest in re- 
search that does not promise short-term 





Farming in Bangladesh: genes swap. 


returns, despite evidence that high R&D 
spenders get a better return on investment. 
A good example of corporate lack of com- 
mitment is the little interest US industry 
shows in building synchrotrons, a type of 
particle accelerator which emit an extremely 
bright light that can beused fora wide variety 
of purposes, in particular, the fabrication of 
microchips used in computers and other 
electronics. Michael Knotek, who is in 
charge of the synchrotron at the Brookha- 
ven National Laboratory in New York, esti- 
mated that by 1995, Japan would have 95 
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in industrial applications, while the US 
would have fewer than 15. 


One of the most promising techniques in 
biotechnology's rapidly developing recipe 
book is the ability to transform plants by in- 
troducing useful genes from one species into 
another. At the AAAS conference, the US ag- 
rochemical firm Monsanto announced that it 
had succeeded in transferring into cotton a 
gene that producesa substance which is toxic 
to boll worm, a major pest. 

Of more significance for Asian farmers is 
the claim by Monsanto director of plant sci- 
ence technology, Robert Fraley, that within 
two years it will be possible to transfer genes 
to all major cereal crops, including rice. In- 
deed, scientists have apparently already had 
some success in transforming genetic charac- 
teristics of rice in the laboratory. 

Even better news for farmers in develop- 
ing countries is that the agricultural revolu- 
tion that biotechnology will bring about will 
be much less expensive than the two pre- 
vious revolutions — mechanisation and ag- 
rochemicals. One reason is that much of the 
research has been funded by the US and 
other governments, which means that it is 
published in the public domain, instead of 
being kept a guarded corporate secret, and 
therefore accessible to anyone. 

A second is that, even though seed prices 
will be expensive — seed for genetically 
modified alfalfa (a fodder plant), for exam- 
ple, costs US$12 a Ib compared with US$2 for 
conventional seed — the amount farmers in- 
vest in seed is relatively small. Thus, the sav- 
ings on pesticide of a pest-resistant variety of 
rice, say, would outweigh the extra cost. 

A problem for biotechnologists is how to 
get the desired gene into the target cells with- 
out weakening or destroying the cell’s pro- 
tective outer membrane. A primitive-sound- 
ing, but apparently effective method, is to 
bombard the cells with micro-projectiles. 
These are tiny bullets of a heavy metal such 
as gold or tungsten which are dipped ina sol- 
ution of DNA containing the desired gene. 
Winston Brill of Agracetus, a small US Wis- 
consin-based firm, told the conference that 
his company has successfully applied the 


. technique to soybeans. 


There are several possible ways of firing 
micro-projectiles at their targets. Agracetus 
uses electrostatic discharge; the US Depart- 
ment of Agriculture, a gunpowder charge. 
The charge is fired into the back ofa plate, the 
front of which is covered with micro-projec- 
tiles. Since the discharge takes place in a vac- 
uum, there is not much of a bang. 
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COMPANIES 


First Pacific Co. trades on its management skills 


Some friends at last 


First Pacific Co. (FPC) to gain legiti- 
macy in the eyes of institutional in- 
vestors as a profitable, strategically sound, 


Asian-based investment concern is begin- 


ning to pay off. 

The diversified conglomerate's Hong- 
kong share price, though still trading at a 
30% discount to net asset value (NAV), has 
improved substantially in the wake of pre- 
sentations last October to European and Ja- 
panese institutions. Further, a formidable 
syndicate of international money-centre 
banks in December lent the eight-year-old 
grab bag of manufacturing, trading and fi- 
nancial companies US$100 million, a sub- 
stantial sum compared with FPC's asset base 
of US$260 million. 

The loan is a major vote of confidence for 
FPC which, because of its majority Indone- 
sian ownership, has been seen as a Third 
World banking risk. The move by the banks 
essentially recognises the firm's sizeable pre- 
sence in six Asian countries, the US, Canada 
and Western Europe and the autonomy of its 
business school-trained management. 

FPC still faces a largely uphill battle before 
it can afford to expand further with the back- 
ing of new-found friends; the US$100 million 
is being used mainly to retire short-term debt 
and to finance last year's acquisition of an ail- 


ing Hongkong bank holding company, IBI - 


Asia. A rights issue at current prices would 
badly dilute shareholder values. And the 
group's gearing — the ratio of debts to cash 
flow is estimated at 90% by James Capel in 
the wake of the Decemberloan — leaves little 
flexibility for further borrowing and plenty of 
downside risk. 

The company must also do more to allay 
lingering investor concerns about its even- 
tual composition. Fund managers and brok- 
ers here say they still have difficulty believing 
in FPC, despite its good historical profit rec- 
ord, because it changes direction so often. 
"Between the thin liquidity of FPC shares and 
the difficulty that people have understand- 
ing the company, they still have a major mar- 
keting problem," said the Hongkong head 
of research of an international broking 
house. 

First Pacific was started in 1981 by an in- 
vestor group led by Liem Sioe Liong, who 
controls Indonesia's largest cement, steel, 
and flour-milling companies as well as the 
country's largest private bank. The Liem in- 
vestors, along with FPC's other directors, 
now control about 80% of FPC's shares. 





First Pacific was sold initially to investors 
as a cut-rate opportunity to gain an offshore, 
tradable holding in the Liem empire. But for 
various reasons, mainly having to do with an 
existing, complex web of business patron- 
age, it soon became clear that the Liem 
bonanza would fail to materialise. Left to its 
own devices, First Pacific's management re- 
focused outward. By 1986, the group — hav- 
ing acquired a California bank and a Dutch 
trading company as its primary assets — was 
being sold as a Pacific Rim financial services 
and trading empire. 

In 1988, FPC appeared to change gear 
again. The group in August sold its biggest 
single holding, the US$1.63 billion San Fran- 
cisco-based Hibernia Bank, because it had 
miscalculated the huge cost of making it 
competitive. It then aimed to make itself 
easier to understand by consolidating what 
had been two holding companies into one. 
FPC rounded out the year by moving aggres- 
sively for the first time into telecommunica- 
tions. 

FPC is now "an Asian-based investment 
holding company with a global vision," ac- 
cording to managing director Manuel Pan- 
gilinan. The former Filipino banker claims 


First Pacific's track record 


the group is still doing what it has always 
done best — buying undervalued, usually 
badly run companies and turning them 
around through the provision of improved 
management and strict financial controls. 
Adds FPC executive director Robert Meyer: 
"Our track record speaks for itself; our in- 
vestment and management approach has 
been consistent and profitable." 

James Capel estimates FPC's net profit for 
1988, excluding discontinued operations, 
will come in at US$24 million, climbing from 
US$16.1 million the previous year. Earnings 





per share are expected to climb from 1987's 
1.65 US cents to 2.57 US cents in 1988 and 
3.28 US cents this year. 

Pangilinan and his eight-man manage- 
ment team are now touting their group on 
the basis of entrepreneurial savvy and the 
management skills that have resulted in an- 
nual growth in returns of more than 30%. 
Gone is the emphasis of years past on weav- 
ing businesses as disparate asa New York ca- 
terer anda Filipino cardboard box makerinto 
a coherent, complementary whole that 
would together profit from Asia's booming 
growth prospects. 

The group track record generally bears 
out the sensibility of the current marketing 
approach. Purchasing 6076 of a loss-making 
Dutch trading company called Hagemeyer 
NV in 1983 for US$23.3 million, FPC has built 
the market value of its stake to US$76 million. 
By trimming costs and redirecting the Dutch 
company to concentrate more on sales of 
proprietary brands in North America 
Europe, Hagemeyer's contribution to L... 
bottom line has jumped by 240% over four 
years. While FPC's marketing and distribu- 
tion business — which consists mainly of 
Hagemeyer — amounts to only 38% of 
group investment, it will in 1989 account for 
an estimated 60% of group profits. 


imilar turnarounds have been re- 
corded at the Metro Drug Group of the 
Philippines, which FPC took over in 
early 1987 and which will likely post a con- 
tribution to the group of an estimated US$5.5 
million for 1988, and at United Savings Bank 
(USB), a California savings and loan bank fo- 
cused on the American-Chinese commun- 
ity. USB went from being a money loser in 
1985 to making an estimated profit of US$4.1 
million this year. 

FPC has had less luck in turning around 
some of its other acquisitions, though few 
actually lose money. Last October, te~ 
competition in the Hongkong depart 
store market saw FPC dispose of a small cnam 
called Dragon Seed that it had bought only 20 
months earlier. FPC’s 49%-owned Berli 
Jucker, a Bangkok-listed trading and dis- 
tribution firm, has also been slow to benefit 
from the FPC recipe. It will likely record net 
margins of only 3% on turnover of US$132 
million for 1988 despite a booming Thai econ- 
omy. 

Start-up efforts have shown a mixed, but 
generally positive record. Hongkong listed 
35.757o-0wned subsidiary FP Special Assets, 
which aggressively invests in undervalued 
real estate and listed and unlisted com- 
panies, has grown froma base of US$3.3 mil- 
lion to a NAV of US$40 million by June 1988. 
Affiliate First Pacific Davies, the third-largest 
real-estate agency in Hongkong, and First 
Pacific Land are cashing in impressively 
on the Asia-wide property boom by con- 
tributing US$35 million to the group bot- 
tom line for 1988, according to Schroders 
Asia. 








The group brokerage arm is facing a 
tougher road. Caught out by the October 
1987 crash and high start-up costs, First 
Pacific Securities has seen several senior staff 
changes, two years of substantial losses and 
has failed so far to establish much of a pre- 
sence. While profitable, the Hongkong- 
based First Pacific Bank, with HK$1.2 billion 
(US$153.8 million) in assets, has also had dif- 
ficulty finding its niche in the sharply com- 
petitive local market. As a result, FPC put 
some of the proceeds from the sale of Hiber- 
nia into beefing up its capital and went outin 
October and bought IBI Asia. 

The purchase for US$38.5 million of 
50.1% of IBI Asia, which controls 70% of the 
loss-making Far East Bank, represents some- 
thing of a gamble for FPC. While the addition 
of Far East’s shareholders’ funds and branch 
network will give First Pacific Bank more of 
the critical mass necessary to survive in 
Honegkong's rough and tumble banking 
y 1, the high level of leveraging needed to 
Liv the purchase plus a growing emphasis 
on risky mortgage lending could end up 
badly. 

Also questionable in the eyes of some 
analysts is the wholesale push into the tele- 
communications business, an area First 
Pacific did not never touch until the middle 
of 1988. First, FPC purchased for an undis- 
closed price a US company that has de- 
veloped a proprietary integrated voice, data 
and  video-transmission system. The 
technology has yet to be proven commer- 
cially viable, though Meyer claims that re- 
turns can be achieved within three years. 
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In May, FPC purchased for HK$45 million 
a majority stake in two Hongkong communi- 
cations marketing and distribution com- 
panies, which it has consolidated under the 
name Tricom Pacific. Three months later, it 
paid HK$157 million for a 50% stake in China 
Telephone (Chinatel), the weakest of the 
three local companies with a licence to oper- 
ate a mobile telephone system in the terri- 
tory. Troubled by technological glitches, 
Chinatel should turn profitable by 1990. 





AID 


Donors support Nepal's development programme 


""imbing out o 


By Kedar Man Singh in Kathmandu 





epal has won the support of the 

World Bank and major aid donors for 

an ambitious basic needs programme 
(BNP) which aims to eradicate rural poverty 
by the turn of the century. About 42% of the 
16.7 million people in the countryside are liv- 
ing below the poverty line, according to offi- 
cial sources. 

Aid donors meeting in Paris late last year 
pledged US$520 million for economic deve- 
lopment under Nepal's structural adjust- 
ment programme (SAP) and BNPin fiscal 1988- 
89 (ending in July). Further aid is under ne- 
gotiation. 

The BNP focuses on measures to raise the 
daily food intake to 2,250 calories, provide 
11 m of cloth to every person a year, and im- 
prove education, health and shelter for rural 
families. It also emphasises the need to gen- 
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tivity, apart from raising incomes of the rural 
poor. 

The programme hopes to encourage pri- 
vate entrepreneurs, community groups and 
non-governmental organisations to partici- 
pate in rural development, especially mea- 
sures to stimulate an average 1076 growth in 
agriculture a year. To meet these objectives, 
the Nepal Government has assigned three 
banks — the Nepal Bank, the Agricultural 
Development Bank (ADB) and the Rastriya 
Banijya Bank (national commercial bank) — 
to provide soft loans for cottage industries in 
21 selected districts. The ADB has also ear- 
marked Rs 21.95 billion (US$313.6 million) in 
soft loans for farmers over the next 12 years to 
double food production. 

Of the total pledged at the Paris meeting, 
US$179 million was committed to BNP and 
the remainder (US$341 million) is to go to- 


wards project assistance, such as the plan- 
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Listed on Stock Exchange - fHonakonal 
of Thailand ——————— 
Sources. Company Reports, James Capel, Schroders Asia Ltd 


James Capel estimates the earnings potential 
of the company to be US$34.6 million by 
1993. 

“We awoke to the potential of the tele- 
coms industry as a staple like food and 
clothing," says Pangilinan of FPC’s first foray 
into the world of high technology. FPC now 
has an estimated 20% of its investment in 
telecommunications, but expects only a 
3% contribution to overall revenues this 
year.. ~ 


tric project, highway construction and rural 
electrification. A Finance Ministry official 
said that the amount exceeded the World 
Bank's recommendations, reflecting the aid 
donors' confidence and support for Nepal's 
development programmes. 

The first phase of SAP, which began in fis- 
cal 1986-87, aimed at achieving economic 
growth and financial stability by overcoming 
weaknesses in the government's budgetary 
programmes. Included were measures to 
mobilise internal resources, improve invest- 
ment efficiency, strengthen public enter- 
prises and promote private-sector activities 
in agriculture, forestry, manufacturing and 
trade. 

Encouraged by the successful implemen- 
tation of the first phase of SAP, which was 
supported by the World Bank and the IMF 
with soft loans of US$60 million, both institu- 
tions have assured Nepal of support for the 
second phase. The World Bank has pledged 
US$60 million and the IMF US$15 million for 
two years under the second phase covering 
the period to mid-1991, officials said. 

Among the 18 aid donors attending the 
Paris meeting, Japan was the most generous, 
offering aid worth US$60 million, followed 
by West Germany and Britain with US$40 
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Moscow moves to strengthen links with Pacific region 


Partners preferred 


By Sophie Quinn-Judge in Moscow 


oscow's ambitions to forge closer 
links between the Soviet Far East 
and the Pacific basin economies 
moved onto a more practical level with the 
announcement in December of regulations 
which will remove many obstacles to foreign 
participation in joint ventures. 

Thenew regulations pave the way for set- 
ting up special economic zones (SEZs) around 
the Vladivostok area to attract foreign joint- 
venture enterprises, seemingly emulating 
the SEZs in southern China. Moscow also 
hopes for a positive response to its applica- 
tion to join the Pacific Economic Cooperation 
Conference (PECC) this year, senior Soviet 
foreign policy adviser Yevgeny Primakov 
told the REVIEW in early January. 

Primakov, who is chairman of the Soviet 
National Committee for Pacific Economic 
Cooperation, expressed for the first time full 
Soviet support for the philosophy of PECC, a 
loose grouping of business, government and 
academic representatives from 15 countries 
in North America, East Asia and Oceania. 
He defined that philosophy in the 
words of the PECC 1986 Vancouver 
declaration as a belief "that the reali- 
sation of the full potential of the 
Pacific basin depends on enhanced 
economic cooperation based on free 
and open economic exchanges and 
in a spirit of partnership, fairness 
and mutual respect." 

Diplomats in Moscow said this 
statement is aimed to bolster Soviet 
credentials for admission to PECC. 
Along with the new regulations, 
clearly Moscow appears eager to 
open its economy to foreign firms, 
and particularly integrate the Soviet 
Far East into the Pacific region. 

From 1 April, the new regula- 
tions will allow any enterprise — 
state or cooperative — to deal di- 
rectly with foreign partners without 
first seeking official permission. 
Limits on foreign ownership in joint 
enterprises are to end, with joint enterprises 
permitted to set their own operating rules. 
From January 1990, the rouble will be de- 
valued by 50% for commercial transactions 
and in 1991 a single commercial exchange 
rate is to be established, instead of the vari- 
able rates now used for different transac- 
tions. Non-convertibility of the rouble has 
been a major obstacle to integration with the 
Pacific region. 

Special tax breaks have also been an- 
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nounced. No taxes will be charged for three 
years after the first declared profit of joint 
ventures located in the Soviet Far East, and 
the rate thereafter will be 10% compared 
with 30% for the rest of the country. The 3% 
tax on exported profits will be lowered or 
cancelled for firms in the region, as wellas for 
any firms producing necessary consumer 
products, medicines and medical technol- 
ogy, or employing high technology. 

Primakov is said to favour further steps to 
make the entire Far East region a “super eco- 
nomic zone." But talks on setting up SEZ-type 
areas appear to be bogged down in disagree- 
ments among local authorities. Many 
economists favour the Posyet-Khasan area 
south of Vladivostok, where the borders of 
North Korea and China meet the Soviet 
Union. It offers easy access to Chinese and 
North Korean labour — high labour costs 
have hindered Siberian development. One 
Japanese businessman has offered to lease 
100 km? for 60 years to develop what some 
planners are ambitiously calling a “Soviet 
Hongkong.” 

But geographer Valery Lifshitz, quoted in 


Moscow's Pacific doorstep 
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Ogonyok, warned that an SEZ in the tri-border 
area would draw freight away from the 
Soviet railway network and towards China. 
His favoured site is the Nakhodka-Vos- 
tochnyy area, ports at the end of the trans- 
Siberian railway which have more people 
and better infrastructure than the area nearer 
the China-North Korean border. Others see 
the Posyet-Khasan area as a prime site 
for tourist development and scientific re- 
search. 
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Ecologists are taking a higher profile in 
such debates than they would have a few 
years ago. They want to ensure that new de- 
velopment will not continue the looting of 
Siberia and the Far East's natural resources, 
as has happened with the timber and mining 
industries. 

The budding Soviet partnership with 
South Korean business is one of the few hard 
signs that Soviet Far East development may 
take off. In March, a delegation of South Ko- 
rean businessmen will visit the region. The 
Soviets admit that without South Korean 
help in building infrastructure, their plans 
for joint enterprises may remain dreams. 
Chung Ju Yung, founder and honorary 
chairman of the Hyundai group, held talks in 
Moscow recently and announced on his re- 
turn toSeoul that Hyundai would undertake 
a feasibility study of constructing power 
plants for Siberia. Moscow is also said to 
have asked South Korean firms to bid on a 
trade centre for Nakhodka. 

Japanese business, however, ren  ; 
more cautious. The president of the Japan- 
Soviet trade association Tetsuo Sato told Iz- 
vestia on 15 December that the Soviets should 
speed up measures to make the preferential 
regulations for joint ventures legally bind- 
ing. He also said that the Soviets should 
change their development focus from large, 
centralised projects to smaller ones needing 
less capital investment. 

For both political and economic reasons, 
the Soviets are eager to strengthen links be- 
tween their Far East region and the 
developed Pacific economies, the 
newly industrialised countries and 
Asean. As they readily admit, such 
links barely exist — the Far East re- 
gion accounted for only 3.3% of total 
Soviet exports in the mid-1980s. 
They may also be worried about 
being left out of talks on greater eco- 
nomic cooperation in the western 
Pacific. 

At last year's PECC meeting in 
Osaka, there was no consensus 
to admit the Soviets this year 
— Japan’s Foreign Ministry and 
the US State Department oppose 
Soviet membership. PECC has 
avoided confrontation over Soviet 
membership, as well as the admis- 
sion of Latin American states, 
through a three-year moratorium 
on new members. At its next meet- 
ing in Wellington in October, when 
the moratorium is due to end, the freeze 
could be extended if a consensus does not 
emerge. 

At a conference in Vladivostok last Oc- 
tober, Thanat Khoman of Thailand’s PECC 
national committee, summed up the view of 
members on Soviet admission: “I think the 
grouping will not be complete without the 
Soviet Union, provided they show genuine 
interest and are willing to advance the princi- 
ples and objectives of PECC.” * 
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TRADE 


South Korean business looks over the border 


Tacking to the North 


iding. on a wave of nationalistic senti- 
R ment, South Korea's major trading 

companies have suddenly discov- 
ered North Korea as a land of business op- 
portunity, it seems. Every day, Seoul news- 
papers seem to be filled with reports of com- 
panies conduding deals to import goods 
ranging from coal and frozen fish to ginseng 
liquor, embroidery and even dainty tea ser- 
vice sets. 

North Korean coal is understood to have 
| imported for some years, clearly with 
|i mowledge of the communist regime. 
But President Roh Tae Woo's efforts to draw 
the North intoa dialogue, and the well-publi- 
cised visit to Pyongyang by North Korean- 
born Hyundai founder Chu ng]u Yong, have 
generated an intense, emotional response in 
South Koreans. 

Fraternal euphoria notwithstanding, the 
volume of trade is clearly much less than it 
appears and there is a feeling, even in gov- 
ernment circles, that South Korean com- 
panies are merely trying to make themselves 
look good. “It is all feeding on itself,” said 
one diplomat. “I think there are expectations 
here waiting to be dashed.” 

South Korea's Trade and Industry Minis- 
try says that 11 general trading companies, 
induding Hyundai, Samsung, Daewoo, 
Lucky-Goldstar and Ssangyong, have so far 
applied to import 21 items from North 
Korea, worth an estimated US$56.3 million. 
It is not clear, however, how many of these 
( — including a US$48 million coal ship- 
meru — have actually been finalised. 

North Korea, for its part, has been trying 
to cool the overheated atmosphere. Describ- 
ing reports in the South Korean press as 
"splittest and preposterous," commentaries 
in the official media have displayed an acute 
sensitivity to suggestions of direct trade be- 
tween the two Koreas — or anything else 
which may give the impression that Pyong- 
vang accepts the permanent division of the 
peninsula. 

Last October, the South Korean Govern- 
ment sought to deny it was trying to treat 
North Korea like just another trading partner 
by removing tariffs and other duties on all 
goods imported from the North. Not all the 
barriers are down, however. When Daewoo 
imported 612 art objects from the North in 
early January, 93 were impounded because 
of an alleged ideological content. 

Diplomats believe that most, if not all, 
North Korean imports do in fact enter 
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recent interview with the REVIEW, a South 
Korean businessman insisted that a Euro- 
pean company, with which he is associated, 
has scheduled for early February a direct 
shipment of 2,000 tonnes of Alaskan pollack 
from Wonsan to South Korea, off-loading 
half the fish in Tonghae on the east coast and 
the rest in Pusan. 

Deputy Prime Minister and Minister of 
the Economic Planning Board Cho Soon said 
recently he could not estimate the amount 
of two-way trade, though he believed it 
to be small. He also made it clear that 
South Korean businessmen had so far 
made no firm commitments either to invest 
in the North or to engage in joint ven- 
tures. | 

Hyundai's Chung travelled to Pyong- 
yang at the invitation of ninth-ranking 
politburo member Ho Dam, but North 
Korea's official media described it only as a 


sentimental journey and made no reference 
to the 74-year-old businessman's hopes of 
turning his picturesque Kumgang mountain 
birthplace into a playground for well-heeled 
South Korean tourists. 

Although that and other published plans 
may seem like wishful thinking, South ` 
Korea's assistant foreign minister for eco- 
nomic affairs Hong Sun Yong believes it is 
not impossible, given that the North desper- 
ately needs hard currency to repay substan- 
tial overseas debts and rescue its stagnant 
economy. 

Last November, North Korea established 
a ministry for joint ventures in an effort to at- 
tract foreign capital and give more meaning 
to a joint-venture law passed in late 1984. 
Two weeks later, Yon Hyong Mok, a 63- 
year-old specialist in the metal and machine 
tool industries, was named to replace prime 
minister Li Gun Mo, who had led the cabinet 
for two years. 

Hong believes the growth of trade will 
serve as a catalyst for increased political ex- 
changes between the two Koreas, now that 
moves are under way for prime ministerial- 
level talks. "[Economic ties] will lead the 
way," hesaid. "North Korea can not stay im- 
mune inevitably. It will be obliged toopen up 
— it is the tide of the times.” 
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Excise duties burden India’s cigarette makers 


A fiscal drag 


or the Rs 25 billion (SSI. 54 billion) In- 
Fe cigarette industry, the shots are 

called not by its 120 million consumers 
but by the country’s finance minister. Every 
year he and his ministry set excise-duty rates 
on cigarettes in the annual budget which is 
presented on the last day of February. That 
decision determines whether the industry 
will ride a boom or sink into a trough. 

Excise duty takes over 65% of the total 
amount spent by the consumers on cigaret- 
tes. In the fiscal year ending March 1988, the 
government collected Rs 5.51 billion (Rs 4.35 
billion in the previous year) in duties on 
cigarettes, cigars, cigarillos, and tobacco sub- 
stitutes — the single biggest earner of excise 
duty revenues for the government. 

Such a heavy fiscal burden, however, is 
taking its toll on the industry. Cigarettes are 
being priced out of the reach of a very large 
number of smokers at the low end of the 
market, according to analysts. They are 
being forced to switch to beedis, the poor 
man’s smoke which is made from a locally 
grown leaf called tendu. Most of the beedis, 
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sector — in households or tiny shops — and 
therefore do not pay duty. 

According to J. Narayan, chairman of 
HC, the country's biggest cigarette manu- 
facturer, cigarette consumption has stag- 
nated. The consumption index had risen 
to just 111 in 1986-87, against its 1973-74 
base of 100. Meanwhile, over the same 
period the index for beedis had galloped to 
265. 

Out of an estimated 120 million smokers, 
only one-fifth now buy cigarettes. Per capita 
consumption is just 104 cigarettes a year, a 
long way behind Pakistan's 760 and 5n 
Lanka's 1,000. In both these countries, how- 
ever, biri consumption is negligible. 

N. K. Jain, the chairman of New Tobacco, 
believes there has been little or no growth in 
the market since 1984. During fiscal 1984-85, 
monthly average sales were 8 billion sticks. 
In the following three years, sales fell to 6.4 
billion. The current year which ends in 
March 1989 is expected to show a marginal 
upturn to about 7 billion sticks. 

Industry experts say that, unlike in the 
West, the decline in cigarette consumption 
has had little to do with anti-smoking cam- 
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prices. "If the trend continues it will ulti- 
mately narrow the tax base of the govern- 
ment and affect its revenues." The govern- 
ment may well be forced to tax beedis more 
extensively or to curb the tendu leaf busi- 
ness, according to analysts. 

Industry officials say the "fiscal overkill" 
stems from the supplementary budget of 
September 1985 which effectively increased 
excise duties. Cigarette sales the following 
year slumped from 8 billion to less than 7 bil- 
lion a month. 

The 1987-88 budget added to the indus- 
trys woes by adopting a system of fix- 
ing excise rates according to the length 
of the cigarette rather than on a value 
basis. The new system prompted an outcry 
from the smaller Indian manufacturers be- 


cause it hit their cheaper brands harder. 

The bigger companies, many of which 
are local offshoots of the international to- 
bacco giants, escaped relatively lightly. The 
prices of their main product, the king-size 
cigarette, rose on average from Rs 4 to Rs 
5.50; in some cases they even fell. But the 
prices of cheap brands shot up from Rs 0.60 
to Rs 2. 

India's cigarette market is already 
dominated by three companies — all are 
local offshoots of tobacco multinationals. ITC 
and Vazir Sultan Tobacco, which are linked 
to BAT Industries of Britain, and Godfrey 
Philips, which is part of the Philip Morris 
group of the US, control a combined 80% 
share of the Indian market. Wholly Indian- 
owned companies, like New Tobacco and 
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South Korean car giant moves up market in the US 


Sonata by Hyundai 


By Mark Clifford in Seoul 


ven Hyundai Motor has been stun- 
E ned by the success it has had in the US 


car market. In the three years since it 
launched the Excel model, this car has be- 
come the best-selling imported subcompact 
(cars under 1,600 cc) on the US market, rack- 
ing up sales of more than a quarter million 
units for each of the past two years. 

Hyundai, South Korea's largest car 
maker, now hopes to follow the pattern 
pioneered by its Japanese rivals and start 
peddling more expensive cars to the US. 
Its new Sonata model, which premiered in 
the US at the end of January, carries a base 
price of almost US$10,000. The car is de- 
signed to go up against formidable 
competitors such as Honda's Accord 
and Toyota's Camry. 

Hyundai is betting that by pitch- 
ing similar features as these models 
but with a price tag US$2-3,000 lower 
than comparable Japanese models, it 
can sell 50-80,000 Sonatas in the US 
this year. "We are very proud that we 
could develop a high-performance 
car," says Hyundai Motors managing 
director Lee Soo Il. "I strongly believe 
our Sonata will be as successful as our 
Excel." 

But Hyundai has its work cut out. 
With optionalextras, the more expen- 
sive model of the Sonata will sell for 
US$15,000, which puts it near the 
middle of the US car market. The 
challenge will be to convince more 
affluent consumers that the South 
Koreans are making something else 
besides cheap cars. Development of 


the Sonata is estimated to have cost US$250- 
300 million and a stumble would wound the 
flagship company of the giant Hyundai 
group. 

While the Sonata is a far more handsome 
model than past South Korean-made cars, 
thereis no distinctiveSouth Korean design to 
rival Japanese or European makers. Not only 
is Hyundai selling into a crowded marketing 
niche, but it is selling into a more quality- 
oriented part of the market primarily on the 
basis of price. Its US motto remains the same: 
"Cars that make sense." 

The new model, however, might help 
Hyundai bolster flagging sales volume. US 
sales last year only increased 0.3% to 264,000 
units. Company officials say that labour 
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Excels for export to the US: stunning success. 





Golden Tobacco, are struggling hard to 
hold onto their residual market share. 

Jain fears that if the excise duty on lower- 
priced brands is raised again, then a number 
of the smaller, wholly Indian-controlled 
companies could be driven out of business. 
He believes this would either result in a fur- 
ther contraction of the cigarette market or 
force makers of cheap brands to compromise 
on the quality of their product. 

ITC officials remain unconvinced, how- 
ever. They stress that taxation policy should 
be based on specifics, like length and weight, 
and not just on value. Otherwise, said a 
spokesman, the door is left wide open for tax 
evasion. Several cigarette manufacturers, in- 
cluding ITC, have recently been charged with 
tax evasion. Their cases are still pending. Ww 


problems at its Ulsan plant, which was shut 
for almost a month in mid-1988, were re- 
sponsible for much of the weakness in : 

But US car-market analysts say the ___1 
problem is rising interest rates, which have 
hit buyers at the low-end of the car market 
hardest, the niche in which Hyundai has 
prospered. 

“Hyundai has always had the reputation 
as a car where the salesmen had to make four 
sales and figure that only one of the buyers 
would have his credit approved,” says an in- 
dustry analyst in New York. “With interest 
rates rising, even that one buyer is often hav- 
ing his credit application turned down.” 
Excel sales in the US are likely to remain flat 
this year, at around 260,000 units. 

Hyundai is fortunate that it has a strong 
dealer network to back up its aspirations. Its 
271 dealers average sales of almost 1,000 cars 
a year, the highest in the US. Plans call for in- 
creasing the number of dealers to more than 
300 in 1989. 

Besides introducing a new model, Hyun- 
dai is also set to inaugurate its Canadian 
plant at Bromont, Quebec, the first ove 

South Korean car factory. The | 
which is scheduled to begin produc- 
tion in March, is expected to produce 
30,000 Sonatas this year with annual 
volume rising to 100,000 over the next 
few years. 
In South Korea, the Sonata has 
. done well since shipments began in 
early August, taking market share 
away from Daewoo's ageing Royale 
model. With domestic passenger-car 
sales expected to edge past exports 
this year for the first time since the 
start of the decade, success in the 
domestic market will help cushion 
any difficulties overseas. Those scep- 
tical about Hyundai's potential for 
success with the Sonata would do 
well to remember the doubts about 
the its ability to sell the Excel were just 
as strong — and that model set a first- 
year record for subcompact sales in 
the US. ~ 
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AVIATION 


Fledgling airline breaks KAL's monopoly 


Absolute beginner 





By Mark Clifford in Seoul 


early two decades of comfortable 
N monopoly for Korean Air (KAL) have 

ended with the debut of Korea's sec- 
ond airline Asiana. Modestly calling itself 
Seoul Air when its business licence was 
awarded last February, the airline picked its 
new name to reflect its goal of becoming a 
major international carrier by the mid-1990s. 

Although the airline's maiden flight was 
marred by charges of political favouritism in 
the awarding of the licence, Asiana seems al- 

certain to prosper from a travel boom 

ght on by rising incomes and the easing 
of travel restrictions on South Koreans at the 
beginning of this year. The industry forecasts 
that international air travel to and from Seoul 
will rise by at least 15% both this year and 
next. 

Asiana has grand ambitions. Over the 
next five years, company executives say they 
will investabout US$1 billion to increase their 
fleet from six to 31 aircraft, and also introduce 
cargo services. Industry analysts say the 
plans are realistic, given the likely growth 
in passenger and cargo traffic. The main 
brakes on expansion are likely to be the avail- 
ability of aircraft and landing rights, and the 
managements ability to handle rapid 
growth. 

For now, Asiana is flying only domestic 
routes, serving Seoul, Pusan, Kwangju and 
the southern island of Cheju. It plans to 
begin flights to Japan late this year or early 
next year and is already looking for landing 

; in Taipei, Hongkong and Bangkok. 
Luger term, it wants to fly to the US. 

Asiana must break into the international 
market as soon as possible because ticket 
prices on domestic routes are kept at what 
the airlines say arebelow-market rates by the 
government. Profits on international routes 
are needed to make up losses on domestic 
ones. Asiana hopes to overcome opposition 
from KAL and be present as an observer at 
March's US-South Korean aviation talks. 

Asiana's fleet now has six leased Boeing 
737-400s, and another two are scheduled for 
delivery later this year. It will buy two Boeing 
767s in mid-1990 and has an option on two 
more for the following year. The firm is also 
negotiating with Boeing to buy two 747s. 

The new airline is part ofthe Kumho busi- 
ness group, which on the basis of 1987 sales 
of Won 686 billion (US$1.02 billion), was 
ranked as South Korea's 21st largest. The 
company operates one of the country's 


largest tyre manufacturers and also has a bus 
lina and a nimbher of netrachemical ven- 








tures. The group retrenched in the early 
1980s, following a series of problems, shed- 
ding steel, textile, overseas construction and 
electronics operations. 

Controversy has dogged the company 
ever since it was awarded the airline licence 
last February, just before president Chun 
Doo Hwan stepped down from office. Sam- 
sung, Daewoo and several other business 
groups wanted the licence, and there have 
been complaints about irregularities in the 
decision-making process. Only a few days 
before Asiana’s maiden flight, prosecutors 
questioned Kumho chairman Park Seong 
Yawng and Asiana president Park Jong Kyu 
on possible corruption charges. A ban on 
overseas travel by the two executives has 
been lifted. However, the national asssem- 





Korean Air: chagrin. 


bly is planning to investigate the way 
Kumho was awarded the licence. 

At the time, government officials pointed 
to regional diversity and Kumho’s substan- 
tial financial resources as reasons to give the 
group the licence. Based on 1987 sales, South 
Korea’s Management Efficiency Research In- 
stitute ranked the group second in return on 
shareholders’ equity among the top 30 busi- 
ness groups. Moreover, Kumho has its roots 
in Kwangju, home of opposition leader Kim 
Dae Jung, site of a bloody 1980 civil insurrec- 
tion, and perennial trouble spot for au- 
thorities. Some officials apparently thought 
they might help redress some of this area’s 
grievances by awarding a potentially lucra- 
tive business licence to Kumho. 

Asiana will face stiff competition from 
KAL, which is Asia’s second-largest airline, 
after Japan’s JAL. Worldwide, KAL is already 
the 10th-largest passenger and sixth-largest 
cargo carrier and is expanding significantly. 


Many of Asiana’s key executives and a | 


number of its pilots came from KAL — which 
did little to soothe KAL’s chagrin at losing its 
statis as South Korea’s cole airline. * 





*Look after this 
planet, it’s the only 
one we have? 


A personal message 
from HRH The Duke of Edinburgh, 
WWE International President. 


Acid rain. The pollution of 
soils, lakes and rivers. The 
imminent extinction of species. 
The destruction of tropical forests. 
All these have been headline news 
for many years. 

But they're only the tip ofan 
iceberg. Put them all together and 
add in the stories which never 
make the news, and you begin to 
see the hammering the world is 
taking from its huge and ever- 
growing human population. 

This hammering is cumulative. 
Every new case is added to the 
damage that has already been 
done, so that we are constantly 
accelerating the process of 
destruction. 


Our life-support system 


AII life on earth is inter- 
connected, dependent upon the 
physical processes taking place in 
the atmosphere and the oceans. 

This natural system is our life- 
support system, and if we damage 
any part of it we are putting Our 
own survival at risk. 

The purpose of WWF - the 
World Wide Fund for Nature - and 
all the other nature conservation 
bodies, is to limit any further 
serious damage and to restore the 
balance between man and his 
natural environment. Please take 
an interest in the health of our 
planet, itis the only one we have. 


Write for further information to 
WWE International, CH-1196 
Gland, Switzerland. 

















ECONOMIC 


MONITOR: 


INDIA 


Rain: no reason to sing 


t first sight, things look distinctly 
rosy for the Indian economy — GDP 
. growth has not been as brisk since 
the early days of former prime 
minister Indira Gandhi’s emergency rule in 
the mid-1970s. Official estimates for fiscal 
1988-89 (ending March) range from 8.5% to 
as high as 10%. In addition, inflation looks 
under control, and export performance 
seems to be healthy. 

However, much of the growth in GDP 
stems from the return of normal rains after 
four years of drought, rather than any 
marked increase in productivity. Agriculture 
led the rebound, growing 20% from its de- 
pressed 1987-88 base. Industrial output looks 
likely to rise by nearly 10%, with particularly 
strong growth in the electronics and chemi- 
cal sectors. 

Wholesale prices in the 12 months to De- 
cember 1988, rose by only 6.3%, more than 
two percentage points lower than the pre- 
vious year. However, consumer price infla- 
tion, at 9.4% for the nine months to Sep- 
tember 1988, was marginally higher than the 
corresponding period of the previous year. 

Exports continued their smart ascent at 
an annualised rate of nearly 12%. But im- 





ports took off even faster (by about 1%). The | 


result is that a deficit of nearly Rs 80 billion 
(US$5.3 billion) looks likely on total two-way 
trade of about Rs 450 billion for the fiscal 
year. 

This deficit is not only running down for- 
eign-exchange reserves, it has also prompt- 
ed a reassessment of import liberalisation in 
the run-up to the next five-year plan (1990- 


; .. 95), due tobe unveiled this year. Planners are 


also talking of extending export incentives to 
import substituting industries. 

Nor does the planning commission show 
much enthusiasm for the World Bank's 
exhortations to wipe out subsidies and price 
disparities between Indian and global mar- 
kets in order to discipline the economy and 
raise productivity. Planning commissioner 
Y. C. Alagh told a group of Bombay busi- 
nessmen in January that the distortions 
would have to be eased out "selectively," 
without triggering further import increases. 

The trade gap hit foreign-exchange re- 
serves, which fell in the last three quarters of 
1988 by about Rs 10 billion to Rs 60 billion — 
not quite three months' import cover. 

The reserves also fell prey to a sharp in- 
crease in external obligations. By the start of 


Import cover 
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this fiscal year, outstanding foreign debt had 
risen to Rs 548 billion, almost twice what it 
was at the start of the current five-year plan. 
Over the same period, the proportion of 
commercial borrowings in India's overall 
debt portfolio trebled, to 24%, 

The debt-service ratio (yearly principal re- 
payment and interest obligations against for- 
eign-exchange earnings) increased accord- 
ingly, and now stands at nearly 23% — well 
above the 20% “safety threshold.” 

That partly accounts for the planners'cool 
reception of multilateral lending agencies’ re- 
commendations that India turn to the inter- 
national capital markets for funding, ri 
than try to increase its savings rate beyot 
current 22% of GDP. Despite the advice, the 
next plan will probably include a savings 
target as high as 27% of GDP, 

Domestic borrowings already account for 
65% of the central heed s overall Rs 
251 billion capital receipts — 18% is raised ex- 
ternally. Public-sector paper thus continues 
to crowd out private-sector securities in the 
new issues market. 

Only about 975 of net domestic savings 
(or Rs 40 billion) were tapped by capital mar- 
kets in 1988, the proceeds shared almost 
equally between public and private sectors. 
In the bull market of 1986, capital markets ac- 
counted for 1576 of funds, some two-thirds 
of which went to private companies. 

Deficit financing continued its relentless 
rise, despite government pledges to keep it 
within the budgeted level of Rs 748 billion (al- 
ready an all-time high). The actual figure 
looks likelier to approach Rs 90 million for fis- 
cal 1988-89. @Lincoin! 


| Company results | 
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Comment 
i Consolidation revenues for Li N group up 3.596 to Baht ae 
Results for national carrier inc lude absorption o domestic cartier Thai 


Airways Corp. for six months. 


_One of Korea's largest milk and dairy productproducersm Moves into back . 
after five years ol 105865. 


Korean liquor manufacturer: isnow diversit ying its product range and 
advancing into wholesaling. 


Boom in construction activities and Olympics related demand boosted both B 
sates and profits of Korean plywood Concern. - 


Good construction performance boosted sales and profi in Korean. 
construction andt transport group. 


Won apprec iation and massive capital investment reduced busi iness levels | 
of Korean synthe 


ilic fibre company. 
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In fear of modernity 


ot with a bang but a whimper. That 

seems to be the dying note of the 

City of London's vaunted Big Bang 

of 1986, and there are lessons to be 
learned; not least that the pursuit of moder- 
nity for its own sake can be a costly mistake. 
Tokyo and New York both appear to be 
aware of the dangers but smaller markets in 
Asia and elsewhere should perhaps take 
heed. 

Big Bang was born of the misguided belief 
that free competition is all and that the tradi- 
tional separation between agent and princi- 
pal in stockmarket dealings was no more 
t a monopoly-preserving anachronism. 

vordes then descended on London to 
exploit free competition and are now just as 
surely retreating. 

In fact, the retreat is beginning to look like 
a rout. Scarcely a week passes in London 
without a US commercial bank pulling out of 
market-making in gilts (government bonds) 
or equities, and the British merchant banks 
are also in full flight from their bold dalliance 
with securities dealing. Competition run riot 
quickly produces winners — and losers. 

A salutory, if not exactly painless (for the 
hundreds being made unemployed), correc- 
tion no doubt. But the damaging conse- 
quences of the London Stock Exchange's un- 
seemly dash into fully automated electronic 
dealing after 200 years of floor-trader dealing 
are going to be around for a long time. 

The brave new electronic market is disin- 
tegrating quite rapidly. The supposedly 
more efficient new breed of super market- 
makers born of Big Bang have discovered to 
t horror that behind the anonymity of 
tcu dealing screens lurks a new monopolis- 
tic force — themselves. With the legions of 
brokers and jobbers who once made up the 
market gone, it has become an incestuous af- 
fair among relatively few market-makers. 

The big market-makers are reluctant to 
commit themselves to fixed quotes on-screen 
which their rivals can quickly take advantage 
of, sothey are either refusing to quote serious 
spreads orare threatening to set up theirown 
private markets. A temporary truce has been 
arranged while the stock exchange tries to 
find ways out, but whatever the outome, 
London looks like losing both face and busi- 
ness to other markets. 

Both New York and Tokyo have always 

ed that some form of physical floor trad- 
ing with specialists members, is essential as a 
buffer between buyers and sellers and to pre- 
serve a liquid market. The moral is clear 
enough: look before you leap into the all- 


electronic age. 
That ic evactly what the Chicaon Mercan- 


tile Exchange, joined now by the New York 
Mercantile Exchange (NYMEX), have done 
through their link-up with Reuters to form 
an automated transaction system called 
Globex. Globex means that any futures and 
options exchange joining it has the facility to 
trade its own contracts electronically around 
the world in the other markets — but only 
during closing hours. When, say, NYMEX is 
open, on the New York floor the traditional 
open-outcry system is preserved. 





LSE: whimper. 


All this said though, when it comes to auto- 
mation in general, Asian stock exchanges 
still have surprisingly far to go to catch up 
with those in the West or even many in Latin 
America. A study by David Gill, formerly 
with the World Banks's International Fi- 
nance Corp. (IFC) in Washington and now 
with US fund managers Batterymarch, is re- 
vealing. 

Shroff has no argument with automating 
such things as clearing and settlement sys- 
tems, central depository systems or order 
execution. Efficient methods of disseminat- 
ing company information are clearly desira- 
ble, too. In many of these areas, Asian ex- 
changes are found wanting, . 

Having witnessed the London debacle, 
Shroff finds it harder to go along with Gill's 
criticism of New York (and by implication 
Tokyo) for “clinging to the old floor-trading 
systems." Humans, he argues, "should not 
get themselves involved in the middle of an 
automated process if there is any way to 
avoid it." One might usefully modify this to 
read "decide first what is best done by man 
and whatby machine." 


For one glorious moment Shroff imagined 
a New Year spirit of economic liberalism had 
infected the European Community (EC). 
First, Shroff heard that a recently published 
EC proposed directive on takeovers will not 
demand “reciprocity” from third countries. 
Then it transpired that the proposed ex- 
change control freedoms will be applied 
across the board. 


Rut alas. all is not as it seems. Behind the 
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scenes the EC Commission is trying to reach 
agreement with OECD countries on how to 
tackle “reciprocity.” Until these talks suc- 
ceed, EC members can unilaterally demand 
reciprocity. And the exchange control direc- 
tive is not as liberal as it seems — since it al- 
lows member states to keep controls against 
countries which do not reciprocate. Plus ca 
change. B Anthony Rowley 


If the Pacific region can be described as a 
“basin” then Hawaii is the hole in the middle 
of the sink. It's also a great place to get a sun- 
tan, but not necessarily the answer to the 
world's financial needs. 

Frederick Sexton, president of the Eco- 
nomic Development Corp. of Honolulu, be- 
lieves itis, however, and aims to create a cap- 
ital market to prove it. It is an intriguing idea. 
Believe it or not, for a short while every day, 
the financial markets go to sleep. They drop 
off while Hawaii is awake. Between 11 a.m. 
and 2p.m. Honolulu time, Wall Street is 
closed and Tokyo is yet to open. 

Yes, stockmarkets are turning over in 
San Francisco, Los Angeles and Sydney, but 
nonetheless there is a time "hole" through 
which Hawaii might be able to step. 

That's a rather thin basis for a workable fi- 
nancial market. But Shroff should add, of 
course, that Hawaii now has a modern tele- 
communications network and there are 
plenty of bikini-clad girls to revive the jaded 
stockbroker. But is it enough? 

Sexton and other promoters of the 
scheme say that a Honolulu exchange handl- 
ing stocks, bonds, commodities, futures, op- 
tions and foreign exchange could be open by 
April 1990. It could act as an extension of the 
Pacific Stock Exchange, which works simul- 
taneously in San Francisco and Los Angeles. 

One US broker reckoned a new market 
could attract 40-50 members and trade US$30- 
40 million worth of instruments a day. 

As long as Hawaii sets its sights so low 
(when it’s busy the Tokyo Stock Exchange 
turns over that amount every minute) it 
could have a chance. But such pickings are a 
bit too small to persuade a Japanese broker to 
set up a branch there. Only Nomura is rep- 
resented in Honolulu at the moment. 

And, by the time it gets going, new 
technology might already have rendered it 
redundant. Reuters and the Chicago Mer- 
cantile Exchange hope to begin their 
"Globex" screen-based market as early as 
this year. This will offer a 24-hour market in 
financial futures and some time later stocks 
and bonds. There will be no need to move 
from your old desk. Well, it was a nice 
thoucht m Niael Hollowav 
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Equiticorp calls in the receiver 


Belly up Down Under 
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he October 1987 stockmarket crash 
[I claimed its biggest New Zealand vic- 
tim when Equiticorp group went into 
. voluntary liquidation on 20 January. Under- 
scoring the international investment com- 
pany's importance in the local investment 
scene, and the fact that the voluntary liquida- 
tion announced in Australia — where the 
group hasits headquarters — wasineffective 
across the Tasman, Justice Minister Geoffrey 
Palmer on 22 January placed it under statut- 
ory receivership. This froze the local assets of 
all but two of Equiticorp's 96 New Zealand- 
associated companies and of six overseas 
companies. 

The collapse had little effect on the stock- 
market. 

Brokers said the market was aware of 
Equiticorp's cashflow problems and had al- 
ready marked it down substantially. The 
shares were trading at 30 NZ cents on 16 Jan- 
uary, a fraction of the immediate pre-crash 
level of NZ$3.52 (US$2.23), before falling to 5 
NZ cents on 23 January. Although receiver 
Fred Watson of Peat Marwick said there 
were 40,000 shareholders, chairman Allan 
Hawkins’ family interests owned about 
49.3% of the company at the time of the col- 
lapse. Second-largest shareholder was 
Wardley Investments. 

Equiticorp's position is extremely com- 
plex, with more than 50 lenders to group 
companies in New Zealand, Australia, Bri- 
tain and Hongkong. But Palmer said the 


. New Zealand assets were NZ$2.8 billion and 


Securities Commission chairman Colin Pat- 
terson said they probably outweighed the 
. New Zealand liabilities. Borrowings are 
. NZ531.8 billion. In fact, overall group assets 
. are believed to exceed liabilities. The group's 
.. problems are centred on cashflow and came 
. toahead with the unwillingness of lenders to 
. extend further credit. 

Among the companies Equiticorp owned 
in New Zealand, New Zealand Steel (80% 
owned) and whiteware manufacturer Fisher 
and Paykel (35% owned) were excluded 
from the asset freeze. Both companies have 
been trading profitably. Other major com- 
panies Equiticorp in New Zealand which 
were frozen include a finance group and a 
property group. The need to sell the prop- 
erty assets is likely to depress an already 
weak commercial property market, which 
may delay the government's sale of its Gov- 
ernment Property Corp. 
The collapse will put more pressure on 


the Bank of New Zealand (BNZ), which 


Palmer estimated had lent Equiticorp NZ$50 
million, while market rumour placed it much 
higher. The bank refused to confirm 
Palmer's figure. The BNZ, 87.1% owned by 
the state, recordeda poor half-year result late 
last year in the wake of writeoffs. On 24 Janu- 
ary its shares, issued in 1987 at NZ$1.75, 
were down to NZ$1.33. 

Hawkins and Equiticorp epitomised the 
whirlwind style of the mid- 1980s' New Zea- 
land entrepreneurs or "paper shufflers," 
who were able to quickly put together con- 
glomerates, taking advantage of the unregu- 
lated takeover market in the country. 

Hawkins led a group of executives out of 







RLP 


EQuITICORPSE 
d. 22.1. 81 






CBA Finance (now Westpac Finance), of 
which he was managing director, in early 
1984 to found Equiticorp. In 1987 it posted a 
NZ$104.9 million profit after a rapid series of 
acquisitions. 

Assets totalled NZ$2.2 billion on 31 
March that year, to which later that year it 
added 61% of the British merchant bank and 
financial services group, Guinness Peat and 
most of the Australian building group, 
Monier. Equiticorp entered the top 10 New 
Zealand companies by market capitalisation. 

But the crash left it  over-geared and debt 
ridden. Debt was 8176 of assets at end-1987 
which it had reduced to 72% by the sale of 
some small assets by 31 August 1988. 

The debt meant Equiticorp could not 
complete a deal signed with the government 
on 19 October 1987 under which the govern- 
ment accepted shares in Equiticorp worth 
NZ3$327 million in exchange for the govern- 
ment's 89% stake in New Zealand Steel, but 
which bound Equiticorp to buy back the 





shares at the market price ruling on that day. 
The stockmarket crashed the next day. 

During 1988 Hawkins restructured the 
company, re-registering it in Hongkong and 
moving the headquarters to Sydney. He 
then set out to liquidate assets. He sold Fel- 
trax, a New Zealand conglomerate under 
whose wing New Zealand Steel had been 
placed, last October to the Australian firm 
BIR Nylex. But this company refused to 
take New Zealand Steel, which Equiticorp 
had to buy out of Feltrax and for which it 
was still seeking buyers when it went 
under, 

The Feltrax sale, which was finalised only 
a week before the collapse, yielded NZ$760 
million, but did not release any funds to pay 
down Equiticorp debt after allowing for re- 
payment of Feltrax borrowings and the re- 
purchase of New Zealand Steel. Equiticorp 
was left above its target debt percentage of 
58% and was unable to satisfy financiers in 
Australia (Elders Finance and the Au: 3 
and New Zealand Bank [ANZ] have 1 
acknowledged lending A$100 million 
[U5$87.6 million] to Equiticorp) or New Zea- 
land which refused further funding. 


Michael Malik writes from Sydney: 

- There were quick moves in Australia to 
appoint provisional liquidators to the com- 
plex string of Equiticorp assets, around 
which creditors were quickly gathering al- 
most before the breath was out of the body. 

Australian subsidiaries include local par- 
ent Equiticorp Finance Holdings and various 
offshoots. Together these are estimated to 
contain about A$500 million in assets. Be- 
cause of the complexity not only of the cor- 
porate structure but of Australian company 
law, three liquidators have been named, two 
in New South Wales (NSW) and one in Vic- 
toria, where the parent company is regis- 
tered. Major creditors include four Aus- 
tralian banks — ANZ, Westpac, State Bank 
of NSW and State Bank of South Austr; 
as well as Elders Finance. Small credita » ue 
believed also to include the federal govern- 
ment's Commonwealth Bank and the State 
Bank of Victoria. 

One other Australian creditor has taken 
direct action to secure its assets. National 
Mutual Life Nominees (NMLN), a wholly 
owned Melbourne-based subsidiary of Na- 
tional Mutual Life, has put a receiver into yet 
another Equiticorp subsidiary, Equiticorp. Fi- 
nancial Services, acting as trustee for the 3- 
4,000 shareholders. 

A spokesman for NMLN told the REVIEW 
that when news of the collapse came it ob- 
tained legal advice there had been a breach 
of the trustee agreement. It therefore ap- 
pointed a receiver on 21 January to run the 
company on behalf of shareholders and pro- 
ceeded to run down its book of about A$90 
million receivables. Since NMLN had a first 
charge on the assets, it did not have to wait 
for action by the provisional liquidator, the 
spokesman said. a 
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Dissident shareholders oust Mahboonkrong board 


Trading places 


or the second time in 18 months, 
pu Bulkul has been ousted from 

the board of Mahboonkrong Drying 
and Silo (MBK), the debt-laden agribusiness 
and real-estate development group. But this 
time, the major shareholders are confident 
they can make the change stick. 

Shareholders, led by Chanut Piyaoui, the 
head of the Dusit Thani hotel group who was 
brought into the fray by major creditor Siam 
Commercial Bank (SCB), now hope they can 
p ahead with plans to restructure the 
g "s Baht 22 billion (US$86.9 million) 
debts. 

Sirichai, the long-time president of MBK, 
has waged a bitter three-year battle with 
shareholders and creditors over moves to 
wrest control of the company from him and 
his family. And despite MBK's heavy debt 
burden, he has persistently refused to coop- 
erate with creditors over a rescue plan, deny- 
ing them access to financial figures for the 
company's main asset, a successful shop- 
ping centre-cum-office tower in central 
Bangkok. 

However, over the past year a dozen cre- 
ditor banks, led by scs, have painstakingly 
cut off the escape routes and plugged the 
loopholes used by Sirichai's lawyers. 

His lawyers’ main tactic of refusing to reg- 
ister share transfers and acknowledge the 
results of extraordinary shareholders' meet- 
ings, was knocked back numerous times in 
court actions by SCB, which holds many 
si in MBK subsidiaries as collateral 
ap- -t loans. 

Meanwhile, Chanut, who holds about 
43.5% of MBK's 7.3 million shares, had man- 
aged to marshal enough support from other 
major shareholders, such as Citicorp Serim- 
geour Vickers (Singapore), TC Coombs 
Nominees and Midland (Overseas) Bank 
Nominees, to ensure a majority voted in 
favour of ousting the board at the 19 January 
meeting. 

Sirichai ranted and raved throughout that 
meeting in a bid to halt the proceedings. 
He also refused to produce a financial re- 
port or the company shareholders' registry 
book. 

But despite his disruptive efforts, the 
board, which consisted of Sirichai's relatives 
and supporters, was dislodged. A new 
board comprising Chanut's brother Sompot, 
her lawyer, and three other supporters, was 
voted in. Sirichai left the meeting, which was 
held in the Dusit Thani Hotel for the first 
time, velling and cursing. 


Chanut's lawyers concede that the saga 
may not be over yet. They have to report the 
board changes to the Thai Commercial Reg- 
istration Department and fully expect a pro- 
test from Sirichai's lawyers. Observers be- 
lieve that whatever the registrar's decision, 
either Sirichai or Chanut will file a suit 
against it. In August 1987, Sirichai won a 


court injunction blocking an elected board | 


from taking office even though the commer- 
cial department had accepted the change. 

If and when the new board finally takes 
over, it will need to quickly draw up a com- 
plete picture of MBK's financial position. 

MBK began life as a profitable commodity 
processing and exporting group. But an ag- 
gressive diversification programme financed 
by short-term borrowings left the group with 
heavy debts following a sharp downturn in 
the Thai economy in 1984. 


The group sank an estimated Baht 2 bil- | 


lion in the Bangkok office and shopping 


complex but it failed to generate adequate | 


cash flow because of difficult market con- 


ditions. By 1986, MBK was unable to meet | 


scheduled loan repayments. 
The present level of cash flow from the 


Bangkok complex remains something of a | 


mystery. MBK has been ordered to turn over 
receipts to the court but many suspect that 
the picture they paint is not altogether accu- 
rate. Some say that not all the receipts have 
been publicly reported. 

The centre could eventually be a 
goldmine for Chanut. Foundations are in 
place for a hotel, which could be built in a re- 
latively short time. But the leasing arrange- 
ments in the shopping complex remain con- 
fused. Many leases are held by Sirichai- 
controlled companies and many shops are 
thought to have been sublet with seve- 
ral levels of subleases suspected in some 
cases. 

A battle over the management of the com- 
plex is also expected. sCB now controls the 
MBK subsidiary, MBK Centre, that appears to 
hold the management contract. But Sirichai 
has insisted that another company, his own 
Pathumwan Entertainment, has the con- 
tract. 

Major subsidiaries, MBK Trading, MBK 
Marketing, MBK Produce, MBK Hotel 
(which has the rights to the centre’s hotel) 
and MBK Rice Mill, are all now within sCB's 
grasp. As a result, Sirichai is expected to find 
that he has even less room for manoeuvre. 
Chanut's lawyers hope that Sirichai might fi- 
nally wake up to the fact that his combative- 
ness could lose him the whole cake. It might 
be better if he cooperated, they say. x 
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Business 
Travels 

With The 
Review 


When it comes to reaching 
Asia’s frequent business 
travellers, the Far Eastern 
Economic Review offers you 
the most mileage. 








At present most of the 
world’s leading airlines with 
routes in Asia use the Far East- 
em Economic Review regu- 
larly as a primary advertising 
medium. Why? The answer is 
simply because the Review 
reaches the highest audience 
concentration of heavy fre- 
quent independent business 
travellers of any regional pub- 
lication in Asia today. And 
does it more cost-efficiently. 


If you'd like to know more 
about our frequent business 
travellers, write on company 
letterhead and we'll be glad to 
send you a copy of the latest 
1986/87 6 City Media 
Phase from the INTRAMAR 
STUDY independently con- 
ducted by International Travel 
Research Institute. The facts 
speak for themselves. You'll 
see how well-travelled we are. 


Address your inquiries to: 
Samuel J. Atlee 
General Manager — 
Marketing & Sales 
Far Eastern Economic Review 
GPO Box 160 
Hong Kong 
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Fugitive Hongkong banker arrested in Singapore 


Low and behold 





By Review Correspondents 
T he deportation from Taiwan and sub- 








sequent arrest in Singapore on 19 Jan- 

uary of Low Chang-hian, a former di- 
rector of Hongkong's Ka Wah Bank, is a 
major break for authorities seeking to win 
redress for the bank's near collapse in late 
1985. 

On 21 January, Low was charged in Sin- 
gapore District Court on five counts of crimi- 
nal breach of trust relating to the former local 
unit of Ka Wah, Great Pacific Finance. The 
charges mark the culmination of a year-long 
campaign by Singapore authorities to bring 
Low to justice after he jumped bail in Hong- 
kong in the face of 75 charges involving 
HK$650 million (US$83.3 million). 

Low fled the territory for Taipei along 
with his brother Low Chung-song, the 
former chief executive of Ka Wah, after post- 
ing bail of HK$11 million in January 1988. 
Since then, Singapore and Hongkong inves- 
tigators have pressed the Kuomintang gov- 
ernment to deport the pair to answer for 
Ka Wah's dramatic December 1985 insol- 
vency. 

Ka Wah was bought by Peking-owned 
China International Trust and Investment 
Corp. (Citic) in early 1986 after the Hong- 
kong Government agreed to guarantee bad 
loans totalling. more than HK$3 billion. 
Those loans were allegedly made mainly to 
Singapore and Malaysian companies con- 
trolled by the Lows or their close associates. 
Prosecutors in Hongkong say that some of 
the loans were made even after the Hong- 
kong Government had stepped in with a tax- 
payer-funded bridging loan needed to keep 
Ka Wah afloat. 

Taipei refuses to deport the elder Low, 
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The Ka Wah Bank: dramatic 1 985 insol 


who faces Hongkong fraud 
charges involving more than 
HK$500 million, because he 
is a Taiwan citizen. C. H. 
Low, who had neglected to 
pre-arrange that status, was 
less fortunate; he was sen- 
tenced in late July 1988 for 
entering Taiwan on a fake 
Philippine passport. Low 
was given a three-year sus- 
pended sentence, and ac- 


cording to Taiwan po- N 
lice officials, was "at N 
large” until his deporta- a E 
tion, despite a standing re- x 


quest for extradition by Sin- 
gapore. 

Singapore officials in Taipei deny that any 
special pressure was brought to bear on the 
Taiwan Governmentto hand over Low. “We 
worked very closely" with the Taiwan po- 
lice, said Singapore assistant trade commis- 
sioner Stephen Heng. “We didn't apply 
pressure in any way, although we ques- 
tioned them once in a while [about progress 
on the case]." While Singapore has no formal 
diplomatic relations with Taipei, its army 
trains in Taiwan and Singapore Prime Minis- 
ter Lee Kuan Yew has long had a close per- 
sonal relationship with the family of former 
presidents Chiang Kai-shek and Chiang 
Ching-kuo. 

Escorted from Taipei by two members of 
Taiwan's Foreign Affairs Police Corps and an 
officer of Singapore's Commercial Affairs 
Department, Low was arrested at Changi 
airport. The charges levelled on 21 January in 
Singapore stem from the alleged illegal dis- 
bursement of S$19.2 million (US$9.9 million) 
belonging to Great Pacific. The Lows had a 
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Low Chang-hian: escort. 
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27.5% stake in the finance company and 
C. H. Low was a director. 

Low, who opted to stand trial on all five 
charges, was remanded for questioning by 
Singapore's Criminal Investigations Depart- 
ment. The remand is expected to be ex- 
tended on 28 January when Low next ap- 
pears in court. A principal investigator of 
Hongkong's Independent 
Commission Against Cor- 
ruption (ICAC), Alex Brem- 
ner, has flown to Singapore 
to assist in the inquiry. 

ICAC officials say they will 
have to wait until Low's trial 
is completed before seeking 
his extradition to Hongkong. 
"If he was released, we 
would probably ask for ex- 
tradition," said a senior in- 
vestigator.”If he was tried 
and sentenced, we would 
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justhavetowaituntilhe — i- 
= pletes his term.” Inad h 
to the blizzard of Hongkong 


criminal charges he faces, C. 
H. Low is a defendant in five civil suits — 
four in Malaysia and one in Hongkong — 
filed by the new owners of Ka Wah in a bid to 
recover HK$750 million. 

The Singapore charges against Low al- 
lege that in 1982 he dishonestly disbursed 
5$13.2 million of Great Pacific funds to a 
nominee account he controlled at Marine 
Midland Bank in Hongkong. The pro- 
secutors further allege that two years later, 
Low illegally transfered two payments of S$3 
million each from Great Pacific to a Singapore 
company called Park City Centre. 

Great Pacific was taken over by the state- 
controlled Development Bank of Singapore 
(DBS) in March 1986. DBS paid more than S$21 
million for a 90% stake in Great Pacific and 
immediately had to make huge provisions 
against loan losses for the year ended De- 
cember 1985. Great Pacific posted a , 
mainly property related, of $$25.4 n... a 
that year. 

Hongkong attorneys for the Low 
brothers say that the deportation of C. H. 
Low to Singapore will have no impact on 
their vigorous disputation of charges laid by 
authorities. In December 1988, the Lows 
filed a suit against the financial advisers and 
auditors involved in negotiations leading to 
the sale of Ka Wah. The writ contends that a 
combination of negligence, deception and 
breach of confidentiality caused Ka Wah to 
be sold to Citic below its true value. 

Defendants in the case, including Bank of 
East Asia chairman David Li Kwok-po, 
Touche Ross and Co. and Schroders Asia, 
have been given until mid-February to 
answer the charges. According to Geoffrey 
Booth of Hongkong solicitors Haldane, 
Midgley and Cheung, the Lows are also pre- 
paring further claims designed to clear their 
name. “They don’t want to be forever 
branded as fugitive criminals,” he said. m 


BRIEFING 


Goldstar to build 
TV plant in China 


P> South Korean consumer-products giant 
Goldstar says it has become the first South 
Korean firm to win permission for a majority- 
owned joint venture in China. Goldstar says 
that it will have a 5176 stake in China 
Goldstar, which will produce colour Tv sets. 
Total investment is put at US$15 million. 
Construction is to begin in February. 


Indonesia raises oil 
benchmark price 


M Indonesia has set the price of its Minas 
Crude for February delivery to Japan at 
US$17.56 dollars a barrel, the first time the 
government's benchmark official price has 
a . lybeen quoted since early 1988. The 

1 miceincrease is a boost for the ailing oil 
sector, and is more than US$3 higher than 
the US$14a barrel used for the coming year's 
budget estimates. 


Manufacturing investment 
expands in Malaysia 

> Approved investments in Malaysia's 
manufacturing sector increased by 131% to 
M$9.1 billion (US$3.35 billion) in 1988. Trade 
and Industry Minister Datin Paduka Rafidah 
Aziz said on 24 January that nearly 85% of 
the 732 projects approved were committed 
to export at least half of their production, 
compared with an average of 25% for 
projects for 1982-86. 


Indian builders look 

to Gulf for work 

> indian construction companies have 

f dabidding consortium to compete for 
C. ... 2ascontracts, with an eye towards Gulf 
jobs now that the Iran-Iraq War is over. 
Finance Minister S. B. Chavan promised to 
"consider" granting the consortium freedom 
to strike counter-trade deals, tax exemptions 
and concessionary credits. Recently 
stepped-up equipment-depreciation rates 
and "single-window" export financing 
procedures should also help India increase 
its current level of Rs 40 billion (US$2.67 
billion) worth of foreign projects under way. 


Thailand hit by 

US cuts on GSP 

y» The US has cut Thailand's benefits under 
the generalised system of preferences (GSP) 
because of inadequate protection of US 
intellectual property. It has also threatened 
more action under Section 301 of the 1988 US 
Trade Act if no progress is made soon. 
Outgoing US trade representative Clayton 

. Yentter said Thailand is to lose GSP benefits 


on US$165 million out of more than US$600 
million of exports to the US under the 

GSP. Although Thai exporters and 
government officials said the effect would be 
insignificant, many worried that the Section 
301 action could hurt exports in non-GsP 
categories such as textiles and garments, the 
leading export. 


Union pact clears way 
for Australian tvre plant 


> A precedent-setting agreement with 
Australian trade unions has paved the way 
for a A$200 million (US$175.1 million) 
investment in the Australian tyre industry 
by South Pacific Tyres, a joint venture 
between Pacific Dunlop and the US' 
Goodyear Tire & Rubber. The investment 
will include a new factory near Melbourne 
— the first new tyre factory to be built in the 
country in23 years. The agreementon hours 
and working conditions will allow 
production on more than 300 days a year 
rather than the present 238 days. 


Business indicators 
Hongkong rents soar 





China raises bank 

interest rates 

» China's interest rates for fixed saving 
deposits will rise by an average of 3.0276 from 
1 February. Rates for one-, three- and five- 
year deposits will be 9%, 13.14% and 14.94% 
respectively. For fixed savings exceeding 
three years, depositors will continue toenjoy 
inflation-linked interests rates introduced 
last September as well as the revised rates. 


Most lending rates will also rise about 2%. — 
This is the third rate increase in five months 


as China tries to stabilise savings. At end- 
1988, bank savings were Rmb 379.8 billion 


(U$$102.1 billion), up 23.6% on 1987, but 


another Rmb 170 billion of cash is estimated 
to be hoarded in homes. 


Du Pont plans major 
expansion in Asia 

US chemicals giant Du Pont plans to 
invest US$100 million to build two 
engineering plastics factories in Singapore, 
another in South Korea, and expand its only 
existing Asian plantin Japan during the next 
three years. Du Pont said expanded capacity 
was needed to serve the rapidly growing 
regional demand from the car and. 
electronics industries. Two of the plants — 
one each in South Korea and Singapore — 
are to start in 1990, while the second 
Singapore plant will start in the early 1990s. 


Taiwan workers earn 
more, work less 


> Taiwan labourers are making more 
money but producing less, says a report of 
the Council for Labour Affairs (CLA). From 
1981-87, manufacturing-industry wages 
increased by 60%, while productivity rose 
only 30%. The CLA said the imbalance would 
hurt the competitiveness of exporters. It 
attributed decline in productivity partly to 
growing speculative mentality among 
workers who take time off to gamble and 


play the stockmarket. Due to a labour 


shortage, Taiwan's industrial wage index 
rose by 12.5% for the year to November 1988. 


Green light for 

AsiaSat launch 

> China signed a U5$30 million service 
contract on 23 January with a Hongkong- 
based consortium to launch a US-made 
communications satellite in April next year. 
The contract between the China Great Wall 
Industry Corp. and the AsiaSat group, 
formed by Cable & Wireless, Hutchison 
Telecommunications and Citic Technology 
Inc., is China's first confirmed commercial 
satellite launch agreement. The deals follows 
a US-China accord last December providing 
safeguards for satellite technology, liability 
and launch-service prices. 


Jardines settles with 

Bear Stearns minorities 

P Jardine Strategic Holdings (SH), parent 
company of Hongkong trading hong Jardine 
Matheson, has agreed to a partial out-of- 
court settlement with minority shareholders 
of WallStreet broking firm BearStearns. The 
US$6.4 million agreement will settle half the 
claims against JSH arising from its offer to buy 
20% of the US firm and its withdrawal from 
that offer after the October 1987 crash. The 80 
US cents a share payment must be approved 
by the New York State court within three 
months. Bear Stearns will press on with its 
suit against ISH. 
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STOCKMARKETS 


a a a Property still hot in Hongkong ww a Australia and 


New Zealand profit despite Equiticorp = a a Commodity price sitters in 
Tokyo waa Seoul tumbles in period ending 23 January u a u 


Movements in currency rates and oil prices _ 
dominated share trading. Stocks fell in the | 
middle of the period because of risingcom- | — 
—7,  modity prices, butthenrecoveredasthese | ~~~ 
7 fearsreceded. TokyoElectricPowerfell x80 | ~~~ 

(63 US cents) to 7,180, while Mitsubishi __ 
Real Estate gained *40to ¥2,710 and Taisei | 
gained ¥110 to x1,370. Turnover wasa — . 
moderate 900m shares a day. 


Property dominated the market amid | 
heavy trading — daily volume averaging 
644m shares worth HK$1.38b (Us$177m). 
A boom fuelled by us dollar's strength, — 
overseas buying and the forthcoming land | 
auction gave way to local investors’ ics 
interest rate fears. Cheung Kong rose50 | — 


full dollar to HK$17.20. 


Prices generally held steady, despite ! 
profit-taking and concern over the political | "PIE 
situation in Malaysia. Average daily e 
volume was 43.6m shares, valued at | 
5$71.9m (US$36.9m). Hotel stocks were | ^ 
7 stillin demand, with Shangri-La putting | 
Cv. eoni5scentstos$7.35, but SIA Foreign — 

77-7 was indicative of the overall mood, falling _ 
205 cents to $$15.60. | 


Profit-taking brought share prices down 
sharply and volume tapered off, averaging | 
20m shares a day, worth M$39.3m | 
(US$14.42m). Debut plantation stock 


o SEMex 434.27 OO o ` SET index, 434. a 


66 M cents up on its M$1.50 offer price. 

Lower liner Chocolate Products rose 4M 

cents to 67.5 M cents on rumours of I 

Japanese investors taking alargestake. = 
| 


Higher gold prices, Wall Street strength, 
and good results from three major | 
resource companies triggeredasharprise. | —————— 
CRA shot up to A$8.82 (Us$7.69) and 
Western Mining rose to A$5.18 in heavy 
trading. MIM rose to A$1.90 on solid 
results. Elders IXL was hit by exposure to 
the collapsed Equiticorp. Turnover was a 
heavy 509.2m shares worth A$976.9m. 


Australia 


MAMJI 2 AS 


payments, coupled with strong overseas 
interest, particularly in market leader | 
Fletcher Challenge, pushed the index toa | 
new high for the year before profit-taking _ 
and the collapse of Equiticorp led toa 

minor correction. Volume was 47m shares | 


: l Dow dones 








TASET Investments rose 6 NZ cents to NZ$1.42. 








HK cents, while Jardine Matheson rosea | — mee ES : ERa T m 
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| Bombay 


~ Stock Exchange index, 628.19.. 
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Good news on inflation and the balance of | 


Capital Int. World index, 502.3 
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worth NZ$52. á7m (Us$33. 3m). Brierley | : i. d i P " 
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Mining stocks led a mild rally as investors 
cashed in on the fight for Atlas. Alfredo 
Ramos of Philodrill bought more than 4m 
Atlas-A shares worth P158.8m (Us$7.75m) 
to use against the Soriano family's San 
Miguel. Atlas-A and Atlas-B both rose. 
Elsewhere, Ayala rose to 214.0 and PLDT 
to 2252.50. Turnover averaged 1.32b 
shares worth 2117.14m. 


The market’s worst week in months saw 
the index fall in ight trading — daily 


— volume averaged 8.7m shares worth '*'- 4 


227 .8b (Us$337m). Investors are anxi 
about rights offerings for financial stocks 
as wellas labour problems. Banks fell 5.4% 
and securities shares dropped 6.3%. 
Hanyang Securities plummeted 13.0% 


and Seoul Securities fell 9.195. 


| Taiwan stocks came under pressure as 


profit-takers moved in. Market 
uncertainty focused on whether the three 
government-run commercial banks 
would be allowed to issue dividends. 


. Daily turnover averaged NT$33.03b 


(US$1.19b). Textile firm Ruentex slid from 
NT$31.20 to NT$29.80. Pacific Electric Wire 
fell NT$4.50, or 6.4%, to NT$66. 


The SET was mixed, with most strength in 
the industrial sector. Turnover averaged 
Baht 921m (US$36.5m) a day and volume 
10.4m shares. Recent listings Unithai 
Oxide, which rose Baht26 to Baht 134, and 
Haddthip, up Baht 66 to Baht 383, lec 


" rising shares, while Amarin Plaza lo: 


Baht 5 to Baht 41.50. Thai Plastic and 
Chemical fell Baht 9 to Baht 154. 


Low carry forward charges at the turn of 
the settlement did not excite a dull market. 
À poor Congress Party performance in the 
Tamil Nadu elections also hit the market. 
Average daily turnover dropped to 
around Rs 350m (Us$21.6m). Reliance 
Industries shed Rs 8.50 to Rs 124.5 and 
Associated Cement fell Rs 12 to Rs 315. 
Century Textiles gained Rs 50 to Rs 1,415. 


The recent rally ignored nasty trade 
figures, with bullish institutions instead 
focusing on the (internationally managed) 
dollarstrength. Towards the period's end, 
the market cooled. Volume totalled 
832.7m shares. Both the Dow Jones 
Industrial Average and the Morgan 
Stanley Capital International Index 
finished slightly down. 
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Education & Courses 


-" YOU WANT TO SPEAK 
— GERMAN, 
Harvard Institute for International Development | S p F A K T O U S F| R STI 


DAP 


Sixth Annual Course On Banking 
And Monetary Policy In 
Developing Countries 


To be held in Singapore, 
May 14 to June 24, 1989 





This six-week course is designed for officers from central 


banks, commercial banks, and financial regulatory agen- 
"ss who hold important policy-making positions or will as- 
ime such positions soon. Participants will explore the crit- 
wal policy problems of monetary authorities, regulators, 
and bank managers, review the recent experience of many 
countries, and weigh the solutions most appropriate for de- 
veloping countries. The course combines lectures, case 
analysis, computer simulations, and visits to major finan- 
cial institutions. 


aN 


information about the course and applications can be 
obtained by contacting: Course on Banking and Mone- 
tary Policy, One Eliot Street, Room 310, Cambridge, Ma 
02138, U.S.A. Tel: (617) 495-9773; Telex: RCA 275276 
(HID CAM); Fax: (617) 495-0527; TWX 7103200315. 

Deadline for applications is March 15, 1989. | 

149 CULTURAL INSTITUTES IN 67 COUNTRIES. 
16 INSTITUTES IN THE FEDERAL REPUBLIC 
OF GERMANY AND BERLIN (WEST) 


190.000. STUDENTS PER. YEAR. 
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PLEASE SEND ME FREE DETAILS OF YOUR 
LANGUAGE COURSES IN GERMAN Y. 








"*- * « 
Short-term Training in the U.S.A. 
The Economics Institute, established in 1958, offers a variety 
of programs which integrate coursework in business and 
economics with intensive English and computer training. 
Coursework is supplemented by orientation to U.S. campus 
and community life. 
























Professional Development Programs R 

Mid-career professionals receive advanced training in OR IN [COUNTRY] 
economic science, computer studies, management, banking 

and finance, project evaluation, and related fields. NAME 


Preparation for Master's and Doctoral Degrees 
International students make a successful transition to 
U.S. graduate study through academic training, GMAT, 
GRE, and TOEFL test preparation, and university place- 
ment assistance. 

New terms begin every five weeks; trainees may enroll for six 

weeks to one year. 

Request further information from: 

The Economics Institute 

1030 13th Street, Room 11 

Boulder, Colorado 80302 U.S.A. 

Telex: 450385 Fax: 303-492-3006 
Telephone: 303-492-3000 
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LENBACHPLATZ 3 
D-8000 MÜNCHEN 2 
TEL.: 089 - 59 99-200 
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Reservations should be addressed to: 
International Classified Manager 
Far Eastern Economic Review, 15th Floor, 
80 Gloucester Road, GPO Box 160, Hongkong 








Appointments 





INSTITUTE OF SOUTHEAST ASIAN STUDIES 


Applications are invited for research appointments. The monthly emoluments range from S$2,300.00 to 
Applicants should possess a Ph.D. degree and have $$6,800.00. The remuneration awarded will depend on the 
excellent communicative skills in English and experience candidate's qualification and experience. Depending on 
in conducting research. Specialisation in one or more of the post offered, other benefits may include leave, medical, 
the following areas will be an advantage: subsidized housing at nominal rental of S$500.00 per 


e Economics (and political economy) of transport month, return airfare, baggage allowance, etc. 


particularly in the shipping field 


e international Economics, Investments & Finance and Interested APPHCATIS are requested to send full resume to: 


Trade 
T" : : ; The Executive Secretary 
* Politics, Regional Security Issues & International | m 
Relations of Southeast Asia Institute of Southeast Asian Studies 
ui x Heng Mui Keng Terrace 
e China, Japan & East Asian Affairs - particularly in Singapore 0511 
Economics or Politics, with thorough knowledge of Telephone: 7780955 
one East Asian language, preferably Japanese language Telefax: 7781735 
e Ethnicity & Urbanism in Southeast Asia. Telex: RS 37068 





REGIONAL ADVISER ON 
TECHNOLOGY TRANSFER AND DEVELOPMENT 


The Economic and Social Commission for Asia and the Pacific (ESCAP) seeks a 
qualified person to serve as Regional Adviser on Technology Transfer and Develop- 
ment in the Division of Industry, Human Settiements and Technology. Under the direct 
supervision of the Division Chief, the selected candidate will provide advisory services 
to members countries of ESCAP on promotion of technology transfer and develop- 
ment. 


Advance university degree in social sciences and/or technology related subjects 
with a background of legal affairs are essential qualifications. Ph.D in the above fields 
would be an asset. Extensive experience in the field of transfer of technology, contrac- 
tual and legal matters, as well as international commercial practices and negotiations 

| are highly desirable. Proficiency in English is essential, knowledge of other UN work- 
. ing language(s) is preferable. Post open both to male and female candidates. Initial 
appointment of one year starting 1989 with possibility of extension. 

Apply with curriculum vitae and reference by 15 February 1989 to Chief, Personne! 
Section, Division of Administration, ESCAP, United Nations Building, Rajdamnern Av- 
enue, Bangkok 10200, Thailand. 
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Eastern Economic Review shall not be liable to 
any person for loss or damage incurred or suffered 
as a result of his/her accepting or offering to ac- 
cept an invitation contained in any advertisement 
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REVIEW 
INDEX 


The Review Publishing 
Company Limitedis now 
publishing a quarterly 
index which details by 
country, subject and date 
everything that has ap- 
peared in the Review. 


The index is available on 
a quarterly basis. Sub- 

ribe now and each 
4Jàrterly index will be 
sent to you automatically 
as soon as it becomes 
available. A vital research 
tool, the Review index 
will save hours of need- 
less searching for infor- 
mation. ORDER YOURS 
TODAY! Only HK$290 
(US$37.50) for 4 quar- 
terly issues. Just complete 
the coupon below and 
send with your payment. 
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The Circulation Depart- 
ment, Review Publish- 
g Company Limited, 
. PO BOX 160, Hong- 
kong. 
Please send my order for 
the Review Publishing 
Company Limited QUAR- 
TERLY INDEX. / enclose 
HK$290/US$37.50 (or its 
equivalent in local cur- 
rency) in payment. 


(Please print in block letters) 
Name: 
Address 
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The Chart Seminar 


Now in its 21st year 
Pacific Tour 1989 


SINGAPORE | HONG KONG 
9 & 10 March 22 & 23 March 






SYDNEY 
2 & 3 March 
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X For: Forex dealers, currency traders and hedgers, brokers, fund managers, X 
investment advisors and all other investors or traders, with or without O 
X prior experience of technical analysis. X 


O A few comments from recent tours: 
“Great, fantastic, inspirational and “Very good - found this seminar most inter- 
gave me a different and obviously esting and educational. It has certainly 
Q successful approach to chart analy- been beneficial to me, towards better under- Q 
sis, strategic position-taking, profit standing and application of the charts. I 
preservation and minimizing losses.” would definitely recommend the course." 


Investment Manager, Singapore Trader, Hong Kong O 


“The most simplified and logical common- X 
sense approach to a highly complex and Q 
technical subject. Thank you very much." 
Financial Analyst, Sydney 


X “Most enjoyable and productive, with 

Q much practical insight into behav- 
ioural psychology. Both content and 
speaker highly recommended." 
Corporate Treasurer, Tokyo 


X On the stockmarket crash of 1987: 

O “David Fuller got it right all the way up and correctly anticipated the downturn 

X several weeks in advance." - Ivan Fallon, The Sunday Times, 10/4/88 
*Maybe David Fuller is right after all, and we have already seen the sharpest 
shortest bear market on record." - Ivan Fallon, The Sunday Times, 1/11/87 

X “Fuller is a revisionist - a Deng Xiaoping among technical analysts." - James 
Bartholomew, Far East Economic Review, 22/9/88 


For further information and a brochure, contact: : 

i | FE ECRI/89 | 
X | Sue Faulkner, Chart Analysis Ltd, 7 Swallow Street, London W1R 7HD, UK iX 
CO)! Telephone: 01-439 4961 Telex: 269884 CHARTS G Fax: 01-439 4966 O 
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X| Firm | 





O | Address 
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Notice 
COPYRIGHT REPRINTS 


The combined efforts of the Far Eastern Economic Review's large and highly skilled editorial team 
have made it the premier source of information for those who do business, or have an interest, in or 
with Asia. As a testimony to the publication's editorial quality, many Review articles have, over the 
years, been reprinted in newspapers, magazines, educational textbooks, newsletters etc throughout 
the world. | 

Should you as an editor, publisher or on behalf of an organisation, educational establishment etc 
wish to enquire about our reprint and copyright charges, please address your correspondence to: 
Managing Director 

Review Publishing Company Limited 

GPO Box 160, Hong Kong 

Tel: 5-293123  Fax:5-8656197 Telex: 82804 REVMD HX 
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Thanks a million 


When Tsui Tsin-tong, 47, a Hongkong 
businessman, became interested in Chinese 
ceramics 10 years ago, he visited London's 
Victoria and Albert Museum, having heard 
about its excellent collection. But the gallery 
he wanted to inspect was shut. One 
museum staff member, however, opened 
the gallery specially for Tsui. That unknown 
staff member deserves the thanks of the 
museum. His act led to the development of a 


friendly relationship — Tsui was "stimu- 


lated" by what he saw 
.. and has since become 
¿zo an avid collector, with 
© the museum's advice 
— which has culmi- 
nated in Tsui giving 
; £1.25 million (US$2.25 
è million) to renovate 
« the Chinese fine arts 
` gallery, which will be 
named after him. The 
TT Tsui gallery, to be 
finished by leading designers Fitch-RS in two 
years, will have the latest glass cases and sec- 
urity, lighting and atmospheric control. 

Tsui, chairman of the China Paint Manu- 














| facturing (1946) Co. Ltd and vice-chairman of 


a major Hongkong charity, the Tung Wah 


| Group of Hospitals, said the gallery is for 


Chinese in Britain and the Far East. The 
museum said the gift — its biggest-ever 


| sponsorship — was "in the best spirit of pa- 


tronage." Tsui recently set a record price fora 
single piece of jade when he paid HK$7.15 
million (US$917,000) for a Qing jadeite in- 
cense burner at Christie’s Hongkong auc- 
tions — just one of six pieces to add to his 
own Yuan, Ming and Qing collection. 


Bringing brokers to their knees 


. Upon becoming the first woman chair- 


man of the Philippine Securities and Ex- 


change Commission (SEC) in January, 


| Rosario Lopez, 54, set about showing she 
meant to be a tough administrator in a de- 


partment riddled with incompetence, cor- 
ruption and divisive wranglings. Her first 
week in office saw her reverse a “midnight 
ruling” by the Marcos administration which 
had allowed Merrill Lynch to operate as a 
stockbroker and commodity futures mer- 
chant. She also moved against two listed 
companies under investigation for non-dis- 
closure of material information. 

Lopez joined the SEC in 1961 as a legal offi- 
cer after completing her graduate studies in 
Spanish and doctorate in law in Spain. Her 
term could be the last for the SEC — if some 
members of congress succeed in replacing it 


| with a Capital Markets Development Com- 


mission. The battles inside and outside the 
SEC are likely to keep her busy and honed. 


PUBLIC 


Reno 


Her friends, however, say she is not all hard, 
pointing out her cose involvement in 
Catholic charities. She is responsible for 
making noon-break prayer sessions a regular 
practice at the SEC. 


Gregg spooks senators 


Ambassador-elect to South Korea Donald 
Gregg, 61 — tall, bearish 28-year veteran of 
the Central Intelligence Agency and Presi- 


dent George Bush's former national security 


adviser — is likely to face tough questioning 
by liberal senators during his confirmation 
hearings. He infuriated Democratic legis- 
lators while being examined on his alleged 
key role in the Iran-Contra affair last year. 
This "serious" tennis partner of the new pre- 
sident's, however, is also likely to face con- 
servative criticism for being soft on Japan. 

Gregg, CIA station chief in Seoul from 
1973-75, has an intimate knowledge of Ko- 
rean affairs. His predecessor James Lilley — 
credited with doing a superb job during his 
difficult two-year assignment — also served 
with the CIA. Some commentators question 
the wisdom of naming yet another retired 
"spook" to a key Asian post at a time when 
anti-Americanism is on the rise. Educated at 
the elite liberal arts school, Williams College, 
Gregg also served in Japan and was later sta- 
tion chief in central Vietnam. 

During the Iran-Contra hearings, he 
steadfastly maintained that Bush knew no- 
thing about the web of illegal weapons sup- 
ply to Nicaraguan rebels (which Gregg, as 
Bush's national security adviser in 1982-86, 
was suspected of running). The Seoul ap- 
pointment is a consolation prize; but for the 
damage the Contra affair caused him, he 
would have been the most obvious choice to 
be National Security Council adviser. 





In the name of the fathers 


Any hopes for a resurrection of a Chiang 
dynasty in Taiwan was recently dashed by 
the 72-year-old half-brother of Taiwan's late 
president Chiang Ching-kuo (or CCK as he 
was known), Gen. Chiang Wego. The ami- 
able secretary-general of the powerful Na- 
tional Security Council squelched rumours 
thata group of ageing Chiang family loyalists 
were trying to have him replace Taiwanese 
President Lee Teng-hui in next year's elec- 
tions. Chiang said he had "no desire to 
hold any other office." 

Asked bluntly at a 
conference assessing - 
the post-CCK year to . 
explain the “mystery” . 
surrounding his birth, 
he admitted to be- 
ing "confused" — "T. 
did not ask my’ 
father [Chiang Kai 
shek] about it,” he 
said. 

However, Chiang, in his unpublished 
biography, said his father was Tai Chi-tao — 
who became the generalissimo's best friend 
after having been at the same Japanese mili- 
tary academy — and a Japanese nurse his 
mother. The Journalist weekly magazine, the 
conference sponsor, argued that Chiang Kai- 
shek followed the ancient Chinese custom of 
accepting a best friend's (Tai's) child to raise 
as one of his own. Some say it is Madame 
Chiang Kai-shek who stopped publication 
of the biography to prevent any more em- 
barrassing revelations about the Chiang 
family. 











Keeping it in the family 

It has not been a long way to the tc 
Gurdist Chansrichawla. At 29, the Thai 
has been appointed the president of Thai- 
land's smallest bank, Laem Thong Bank. It 
helps that Laem Thong is controlled by Gur- 
dist's uncle, Sura Chansrichawla, the king of 
Thai real estate speculators. Sura wrested 
control of the bank away from another group 
of shareholders in late 1987, and has strug- 
gled toinstalla president and senior manage- 
ment that can be accepted by the authorities. 

Quietly, however, Gurdist has in fact 
beenrunning thebank fora year. Before that, 
he had a short stint at Dresdner Bank in 
Frankfurt and then several years in Hong- 
kong running the family's GSP Finance. The 
central bank's removal of its investigators — 
installed to make sure Sura did not tap the 
bank's large cash reserves to pay off debts at 
other financial institutions — just before 
Gurdist became president in the new year 
suggests that the town's youngest banker 
has gained its trust and approval after 
all. n 
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International financial services? 
We talk your language. 
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We're talking Euro-yen capital market activities. And we're talking business 
in Japan. In fact, we're multilingual, capable of talking many of the languages 
you speak, like currency and interest swap transactions. We're also quite 
fluent at making order-made financial plans for you. 

These talents grow out of over $388 billion in assets, making DKB the 
strongest funding base in Japan. We offer services that are worldwide, 
integrated and completely comprehensive. That's how we got to be who we 
are. Not just by being friendly, but by talking your language. 


We have your interests at heart. 


DAI-ICHI KANGYO BANK 


Head Office: 1-5, Uchisaiwaicho 1-chome, Chiyoda-ku, Tokyo 100, Japan Tel. (03) 596-1111 





[Network in Asia and Oceania | vem in: Taipei, Seoul, Singapore, ig Kong Representative Offices in: Jakarta, 
Kuala Lumpur, Bangkok, Bombay, Beijing, Shanghai, Guangzhou, Daliat , Sydney, Melbourne Subsidiaries in: Hong Kon 


Cusmgmeorzo 0 we 52222mkod i d ime Danaa Cimennearn bue d. dl F3 


INDONESIA 


duri aandeeneue Private Secto tax fe the F Ore 


ul FI e RE esee 


Business Forms a Party 





E Singapore s National Ideology 

( J | e] i «Ji.» e | 
Ore ppt e] Ups] ple 
^ \ | J -— | 
SOMIUSION 





cm 





md eitis rre 


d 


i 


1t 


NU 


1 


9 
hattan Bonk, N.A., 
The a e investment Bank, | 


ai 


Siam Commercial Ba 


USS6. ,000,000 
A'Forfait 


p 


ipinong 


US$20,000, 
Revolving Credit Facilite 
= | 3. Semen c 


IPC 


The arcuum m (Num ah à rer of CO on 


Oriental Electric 
Baht 50,000,000 
Three-year Baht Participating Cap Agreement 


A^ nes 


- — Ana bs 
fir i The Chase Manhattan Bank, N.A., Bangkok Branch 


i somo nst 


BORNEO HOUSING MORTGAGE FINANCE BERHAD 


Maa O cur 





December 1988 marked 
the end of another successful year 
for Chase in Asia. 


The proof of a bank's strength lies in its performance 
and ours, in Asia and elsewhere, emanates from a unique set 
of capabilities that continue to set Chase apart in the world 
of international corporate finance. 

Through sheer size and strength, Chase is a formidable 
player in the world financial market. A Total Capital Base of 
US$11.3 billion and a fully integrated global network give us 
the kind of financial muscle and on-the-ground capabilities 
that very few banks can rival. 

Then of course there are the Chase people. People 
with the expertise, the resources and the industry knowledge 
that is fundamental to the creation of effective and 
innovative financial solutions. 

It's this combination of size, international network, 
specialized industry knowledge and the broadest range of 
corporate finance capabilities that have helped set Chase 
apart from other financial institutions. 

And, as the world changes and the needs of Asia's 
leading corporations grow, so too will the financial solutions 
we range against them. We've already led the way in | 
developing a whole new array of risk management products, 
and created innovative financing techniques tailored to the 
needs of individual clients. 

In a constantly changing world, as new needs arise, 
Chase is providing the new solutions. 

Talk to Chase. 
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U.S. §200,000,000 
Syndicated Banker's Acceptance facility 





IT COULD ONLY BE THE DUNHILL BLAZER. 





Everything that carries the Dunhill name has to be the best of its kind. It has to have a lasting 
beauty and be both useful and dependable. To this end the skills of the finest craftsmen are used to work the 
finest cloths, the supplest leathers and rarest metals. Dunhill has become a hallmark not just of 
inherent British values but of quality the world over. 





The Dunhill Blazer. A rolled lapel is a sure indication of classic tailoring, while the design of 
the lacquered buttons adds that exclusive touch. In fact, the cut of this blazer is such that it can be worn comfortably 
on both formal or more casual occasions with total confidence. 
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LETTERS 


More sellers 

I refer to the article by Christopher Marchand 
on the Hongkong Telecom flotation in 
SHROFF column [29 Dec. '88], and in particu- 
lar, to the paragraph reading as follows: 

"That slide had much to do with aggres- 
sive selling by a brokerage associated with 
the Bank of East Asia, whose chief executive, 
David Li, is also deputy chairman of Tele- 
com. The price decline provided a bonanza 
for preferred institutions and other CW fa- 
vourites such as the Special Administrative 
Region Land Fund — the investment arm of 
Hongkong's post-1997 government. Liison 
the fund's investment committee." 

The implication from that article is that I 
used my position as director and chief execu- 
tive of the Bank of East Asia to force down the 
pre-flotation price for the benefit of the SAR 
Land Fund on whose investment committee 
I sit. 

First, I have nothing to do with day to day 
operations of Tung Shing Securities, the 
bank's brokerage subsidiary, and so was not 
involved with, nor aware of its sales activities 
as the time in question. Second, all the Tung 
Shing sales were on behalf of clients, not the 
Bank of East Asia Group. 

Third, if your correspondent had done a 
little more homework he would have noted 
that in the three days prior to the flotation, 
and in particular on '28 November 1988, cer- 
tain brokerage houses associated with a 
major financial institution were selling Tele- 
com shares in much larger volume than 
Tung Shing. It was not, therefore, Tung 
Shing selling that brought down the share 


price. DAVIDLI 
Hongkong Bank of East Asia 
Khmer Rouge have to go 


We Khmers always appreciate articles such 
as Peter Carey's Prospects for peace in Cam- 
bodia [THE 5TH COLUMN, 22 Dec. '88]. Icer- 
tainly agree with his main premise that it is 
time for the Khmer Rouge to disappear. The 
Sino-Thai attempted policy of sanitisation of 
the Khmer Rouge was neither helpful to the 
Cambodian people nor good international 
policy. 

I propose to Prince Norodom Sihanouk 
that he form a new Cambodian government 
and petition for the country's UN seat. Such 
action should have the full support of West- 
ern and non-aligned countries. However, by 
doing so, at this time, Sihanouk might anger 
China and Thailand whose support he 
values. 

As far as the US bringing "greater dip- 
lomatic pressure to bear on China” regarding 
the ending of support to the Khmer Rouge, I 
believe that though the US has made clear its 
abhorrence of the Khmer Rouge, it is not 
going to endanger its good relations with 
China and Thailand over Cambodia. 


It seems unrealistic to think about an in- 
ternational conference with so many major 
issues still to be resolved. Current Western . 
policy should be to continue to encourage 
the Vietnamese to withdraw and exert what- 
ever pressure is available to have the Hanoi- 
backed government dissolve itself and hold 
internationally — supervised elections. 
Sihanouk needs the support of Western 
countries for the development of political 
and military power. 
Fulda, West Germany VANNA O. STRINKO 
Peter Carey's 5TH COLUMN on the threat a re- 
turn of the Khmer Rouge poses to Cambodia 
is timely. He rightly pointed out that with 
generous supplies from China and secured 
bases in Thailand, a 40,000-strong Khmer 
Rouge army has been resurrected as a for- 
midable fighting force. This makes the possi- 
bility of an eventual Khmer Rouge takeover 
real enough. But it will be a pity if these ruth- 
less elements return to power because of the 
tsighted strategic considerations of 
others. - 

The solution lies in the incorporation 
of Cambodia within the Asean and station- 
ing of an Asean peacekeeping force to pre- 
vent any Khmer Rouge bid for power. The 
main task of the Asean military units would 
be to flush out the Khmer Rouge elements 
and disarm them completely. For this pur- 
pose, Indonesia’s armed forces are best 
suited as it has maintained a more neu- 
tral role and has never been associated 
with providing logistic support to the 
Khmer Rouge as Thai forces have been 
doing. 

As a step towards the Aseanisation of 
Cambodia, the Khmer Rouge military ap- 
paratus must be dismantled and its 
sanctuaries in Thailand closed down. It is im- 
portant to realise that Vietnam is having to 
leave Cambodia not because of the Khmer 
Rouge, but because of international eco- 
nomic sanctions, its tottering economy and 
the Soviet Union's desire to improve its 
image. 

Cambodia, as a sovereign member of 
Asean, under the leadership of Prince 
Sihanouk and protected by an Indonesian 
peacekeeping force, could finally break free 
fromthetragicevents that have enveloped it. 
Ottawa MAHMOOD ELAHI 
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A woman's view 

While I can appreciate the REVIEW's respect 
for "changing tastesin style" and "evolution- 
ary change" [TRAVELLER'STALES, 5Jan.], asre- 
flected in the revised design, perhaps the 
REVIEW should take its revisions beyond just 
the superficial. It is no longer just the "busi- 
nessman" who needs to “find his way 
around" your pages. (Indeed, I doubt if it 
ever was.) Using words like "man" and "he" 


to refer to both genders smacks of the reac- - : 


tionary. 


San Francisco MARGARET PHILLIPS 








—— Benny Sidarta 
Finance Manager 
P.T. Modern Photo Film 


Jakarta, Indonesia 


By the time Benny Sidarta gets to the office, 
his phone is already ringing off the hook, 
Sidarta is finance manager of P.T. Modern 
Photo Film Co., and the callers are from 
departments throughout Modem Photo's head 
office. They check with Sidarta before they _ 
start their job each day because he oversees 
his company’s computer system. 








“We were missing sale 
because we couldn't 
respond fast enough. 
Our IBM system lets us 
place orders quickly.” 





Modern Photo is Indonesia’s sole agent for 
Fuji film, responsible for distribution and 
marketing. To run at peak efficiency, it must 
closely monitor sales from each of its branch 
offices, give customers quick order turn- 
around and coordinate operations with its 
sister company, Fuji’s manufacturer. The key 
people at Modern Photo depend on Sidarta 
for production figures, sales analyses, and 
financial information. Sidarta depends on his 
IBM system. 


Together, Modern Photo and IBM have 
automated sales tracking, inventory control 
and management of customer accounts. Starting 
with a comprehensive computerisation plan 





We're in the results basinese d 





more re comf ortable 
since we have the IBM 


TT to meet the company’ 8 's long-term 


goals, IBM provided. Modern Photo with 





the advice, training and technical support it 


needed to get its system running — and keep 
it growing. Modern Photo is now computerising 
its branch offices, and plans to implement the 
system throughout its opoko from warehouse 
to retail outlets. 


Once this system expansion is fully 
implemented, Modern Photo will fill customer 
orders in half the time. Greater inventory 
control will enable it to reduce costs. Faster 
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generation of sales reports will help paises 
anticipate demand and make sure they’re 
offering the right product at the right time. 
Everyone will spend more time at his job, 
and less time talking to Benny Sidarta. 
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MALAYSIA 


Mahatlur s illness and Musa s return revive leadership question 


battle lines redrawn 





By Suhaini Aznam in Kuala Lumpur 


ven from his hospital bed where he 

is recovering from coronary bypass 

surgery, Prime Minister Datuk Seri 

Mahathir Mohamad has notched 
up two notable successes: reconciliation with 
his former deputy and critic, Datuk Musa 
Hitam, who brings with him crucial support 
from the southern state of Johor, and a by- 
election victory which will force his oppo- 
nents to re-think their strategy. 

Taken together, both events will force the 
remaining anti-Mahathir faction, led by 
former trade and industry minister Tunku 
Razaleigh Hamzah, on the defensive. In the 
28 January Ampang Jaya parliamentary by- 
election, it was the hoped-for Chinese vote 
which deserted Razaleigh's candidate. And 
where once Mahathir was being squeezed 





between Razaleigh from his northern Kelan- 


tan state and Musa in the south, 
Razaleigh is now in danger of 
being isolated and pushed to 
the periphery. 

Malay politics, however, 
rarely runs a straight course. 
Just when it seemed that Maha- 
thir was getting the upper hand 
over his opponents, his sudden 
decline in health — he was 
taken to hospital with chest 
pains on 18 January and oper- 
ated on six days later — has fo- 
cused attention on who would 
succeed him. 

Although Mahathir appears 
to be recovering steadily, there 
seems little doubt that he will 
need several weeks, perhaps 
months, of rest while Deputy 
Prime Minister Abdul Ghafar 
Baba — who, like Mahathir, is 63 and has 
himself had bypass surgery — is in charge. 

Health permitting, politicians here see 
Mahathir remaining at the helm for at least 
another year. He would clearly want to be in 
office when Kuala Lumpur hosts the Com- 
monwealth Heads of Government Meeting 
in October. He would also want to steer the 
formulation next year of the successor to the 
national social and economic blueprint, the 
New Economic Policy. Most of all, however, 
he would need at least a year to "arrange" a 
line of succession. 

Ghafar's own age and health — he tired 
visibly during the by-election campaign, and 


as stunned when oneofhisownsons, aged 


43, had a heart attack at the counting centre 
and died — may not permit him to run the 
country in an acting or actual capacity for 
long. The jostling will be on for someone to 
follow him. 

Anxieties over the succession are exacer- 
bated by the factionalism in Malay politics 
today, specifically opposition to Mahathir's 
new United Malays National Organisation, 
or Umno (Baru), by factions claiming to be 
loyal to the spirit of the old Umno, which was 
deregistered last year. 

The prime minister is traditionally also 
the head of Umno, which since indepen- 
dence in 1957 has been the dominant mem- 
ber of ruling coalition governments. When a 
deputy president moves up and becomes 
prime minister, he usually chooses a new 
deputy from among three party vice-presi- 
dents. Today, these are Education Minister 
Anwar Ibrahim, former defence minister 





Musa and Mahathir: succession anxieties. 


Datuk Abdullah Ahmad Badawi and 
Trengganu Chief Minister Datuk Amar 
Wan Mokhtar Ahmad. But the recent twists 
and turns in Malay politics could change 
that. 

Observers believe that given a free hand, 
Ghafar would prefer Razaleigh, who unsuc- 
cessfully challenged Mahathir for the Umno 
presidency in 1987 thus triggering the chain 
of events that led to Umno's deregistration. 
Ghafar and Razaleigh are old friends in poli- 
tics and business. Razaleigh, now 51, has 
long aspired to the premiership and his ex- 
perience as finance and then trade and in- 
dustry minister would complement Ghafar's 
development plans. 


Drawing him and Kelantan into Umno 
(Baru) would end the most severe split 
in the Malay polity since independence and 
earn Ghafar the reputation of being the 
"father of unity." A Ghafar-Razaleigh team 
would balance east and west coast Malay in- 
terests. 

Politicians are unanimous, however, that 
Mahathir will never forgive Razaleigh the bit- 
ter, and sometimes personal, party cam- 
paign in 1987. Of his two critics, he would 
prefer Musa, who was his chosen succ r 
until Musa resigned as deputy prime n ~- 
ter in 1986 and teamed up with Razaleigh 
against Mahathir. 

The Razaleigh-Musa alliance, always un- 
easy, formally ended on 31 January when 
Musa declared himself a member of Umno 
(Baru), explaining his about turn by saying 
that since Umno (Baru) had accepted in prin- 
ciple proposals to unify the Malays, includ- 
ing opening Umno (Baru) to all 
Malays and restoring the su- 
preme council elected in 1987, it 
would be wrong not to honour 
the agreement. 


SNOILVOnland HVlS 


n his 14 years in the 
cabinet, Musa, 54, has 
held portfolios ranging 
from trade and industry to 
education and home affairs, and 
has also enjoyed international 
exposure. But his self-imposed 
neutrality of late has lost n 
precious credibility. His ap- 
pointment would only calcify 
the split, for Razaleigh’s Kelan- 
tan followers feel he has bet- 
rayed them. More to the point, 

Musa would not be Ghafar's 
choice. 

Abdullah — only slightly younger at 49, 
and once widely regarded as Musa's choice 
for deputy had Musa become prime minister 
— is considered a compromise candidate but 
the intensity of the power struggle has been 
so intense that neither side trusts him. He 
was dropped from the cabinet when he back- 
ed the Razaleigh-Musa ticket in 1987, and 
only brought into Umno (Baru) relatively re- 
cently. 

The career which would arguably suffer 
the most without Mahathir's intervention 
would be Anwar's. Now 41, he was thrust 
into Umno politics in 1981 as Mahathir's 
protégé, less than a decade after he was 
detained for 18 months on national sec- 





urity grounds in 1973 and after that was a 
vocal critic of the government when he led 
the Malaysian Muslim Youth Movement 
(Abim). 

Anwar, a persuasive orator, has made 
many enemies along the way but is also seen 
as very ambitious, having built himself a net- 
work in government, academia, some 
Umno-controlled corporations and in inter- 
national Islamic organisations. 

Observers here have noted that for differ- 
ent reasons, Ghafar, Abdullah and Mokhtar 
would want to keep Anwar out. Party poli- 
tics aside — Mokhtar himself is not consi- 
dered a front-runner being a state rather than 
federal leader — Mokhtar regards Anwar's 
claims to religious spokesmanship as some- 
what suspect. 


okhtar, like a handful of other Is- 

lamists in government, was edu- 

cated at the Al-Azhar University 

in Cairo whereas Anwar ac- 

1 his Islamic credentials through his ac- 

tivities as student leader and in Abim, while 

his formal training was in Malay studies at 

the University of Malaya, making him more 

a nationalist than Islamic scholar, say his cri- 
tics. 

Nevertheless, Anwar is also widely re- 
garded as the only young leader with some 
sort of vision for the country — irrespective 
of whether one shared the vision — one that 
is basically Islamic. 

But Anwar would need another term 
under Mahathir — whois known to see him 
as a potential successor — to widen his ex- 
perience in ministries other than agriculture 
and education. As with the others, however, 
his fortunes depend on Mahathir's health 
and timing. 

The Ampang Jaya by-election victory, 
which visibly brightened Mahathir’s sup- 
porters, was a stinging lesson in racial poli- 
tics. 

“Yn the surface, it seemed as if the voting 
‘cross racial lines. In a constituency that is 
roughly 67% Malay, the National Front's 
Ong Tee Keat, from the Malaysian Chinese 
Association (MCA), polled 23,719 votes to the 
19,469 of his rival, Datuk Harun Idris, once a 
popular chief minister of Selangor state who 
was acclaimed as a champion of Malay 
causes two decades ago. 

Harun had three things going for him. 
Chiefly, he represented Razaleigh against 
Mahathir, who is not considered popular 
among many non-Malays. Harun also had 
electoral support from the popular Chinese- 
based opposition Democratic Action Party 
(DAP); and urban Chinese voters, such as 
those who make up most of the rest of the 
Ampang Jaya electorate, are also generally 
anti-establishment. 

Yet, the Chinese voted Chinese. A Harun 
campaign worker admitted that his candi- 
date attracted fewer than 1,000 Chinese 
votes, though it is not clear how many of the 
18,641 registered Chinese voters actually cast 


their ballots (the voter turnout was only 
63.39%). The Malay vote had split roughly as 
expected, with about 55% voting for Harun, 
by his own estimate; he had hoped to pick up 
the winning votes from the Chinese. He and 
his supporters will be counting the cost of 
that loss by 4,250 votes. 

Harun will have to reach back to the 
traumatic 1969 race riots for an answer to his 
inability to turn out the Chinese vote. It was 
in the compound of his chief ministerial resi- 
dence in Kuala Lumpur that Malays 
gathered just before they began rioting. 
Many Chinese believe Harun had whipped 
up the mob's emotions though during this 
campaign, Tunku Abdul Rahman, who was 
prime minister in 1969, said Harun did not 
cause the rioting. 

The scars remain in Ampang where 
much of the original rioting and deaths oc- 
curred. On one side is a densely populated 


Malay village, on the other side four Chinese 


new villages surrounding former tin mines. 
Both were ghettoes of working-class racism. 


“No sane Chinese would vote for Harun,” - 


declared one Chinese voter. 

TheDAr's open support for Harun a week 
before the polls — a continuation of an elec- 
toral pact that worked in another by-election 
in August 1988 — backfired here. Fence-sit- 
ting Malays promptly turned to the Nation- 
al Front, of which Mahathir’s Umno (Baru), 


or new Umno, is the dominant partner. US 
The riots were not the only shadow from . 
the past to loom over Harun. In 1976, Harun - 


was convicted and sentenced to six years’ jail 


on a M$250,000 (US$91,400) corruption © 
charge involving the Hongkong and Shang- — 





hai Banking Corp. and a M$6.5 million crimi- |. 


nal breach of trust charge involving Bank 2 
Rakyat. He served 40 monthsanditwasonly ... 


in 1982 that he was given a full royal pardon. 


As for Mahathir's opponents, the cold- Dix 


shouldering given Harun by the Chinese | E 
makes the wisdom of aloosearrangementin — 


the next general election — due in 1991, but 
possibly sooner — doubtful. With three by- 
elections called in five months, the National 
Front has now won two. 

Razaleigh's idea was that his faction, call- 
ed the Spirit of '46 (after the year the original 


Umno was founded), would work with the | | 2 
DAP on the west coast of Peninsular .. 


Malaysia, where the Chinese cluster largely 
in the urban areas, while cooperating with 
three Muslim-based parties on the east coast, 
which is more Malay-Muslim and rural. 
Ampang Jaya was a trial run with the 
youth wings of the three Muslim parties, 
Parti Islam, Berjasa and Hamim, and 
Razaleigh's youth group on the same plat- 
form calling themselves the Muslim Unity 
Front. They may all have to go back to the 
drawing board now. n 





CAMBODIA 


Phnom Penh regime bolstered by Thai reception 


Turning turtle 


————————————————  —OÁ Ahearn afYARAPNALARAIRAA Ye 


ENPERDRNERREEERN———————P—— 


Minister — Chatichai 
Choonhavan's meeting with the Viet- 
namese-backed People's Republic of 

Kampuchea (PRK) Premier Hun Sen in 

Bangkok on 25-26 January may have seri- 

ously weakened Asean's hand in building a 

political settlement between the four Cam- 

bodian factions. 

Chatichai's breaking ranks with Asean's 
long-standing policy of isolating the Phnom 
Penh regime has lowered expectations of the 
second Jakarta Informal Meeting (known as 
JIM 1) scheduled for 19-21 February. 

The move was one reason for the cen- 
tral resistance figure, Prince Norodom 
Sihanouk, announcing his boycott of JIM II, 
though all four factions will nevertheless be 
represented in Jakarta — Sihanouk’s camp 
by his son Prince Rannaridh. Itis not beyond 
possibility that Sihanouk — a perpetual 
prima donna on the diplomatic stage — will 
“coincidentally” be in Jakarta at the same 
time, as he was at the first meeting last July. 

Although Chatichai said he received Hun 


Sen as his private guest, and hence the meet- 
ing should not be construed as diplomatic 
recognition, the PRK leader was accorded 
some legitimacy from his two well-publi- 
cised sessions with Chatichai and a meeting 
with prominent Thai businessmen. The 
Thais sent a military aircraft to bring Hun 
Sen’s 24-man entourage from Vientiane and 
took him in siren-led motorcades around 
Bangkok. 

Hun Sen had something to offer the 
Thais. He promised to accept the voluntary 
repatriation of about 300,000 Cambodians 
now in camps along the common border, a 
long-standing burden for Bangkok. Appeal- 
ing directly to the pro-business Chatichai 
leadership, Hun Sen also offered to open up 
Cambodia for Thai concessions in gemstone, 


forestry and fishery — areas that are being 


eyed by Thai businessmen with keen in- E 


terest. 


prime minister Kukrit Pramoj, but it was 
strongly criticised by conservative academics 


Chatichai's initiative won dede E : : 
applause from the vernacular press and ` 
some prominent individuals such as former — 


and members of Foreign Minister Siddhi 
Savetsila’s Social Action Party, who said the 
sudden switch was neither necessary nor 
timely and had hurt Thailand’s reputation. 
Chatichai called them “dinosaurs and mil- 
lion-year-old turtles.” 

Sources close to Chatithai suggest he 
thinks a comprehensive settlement too am- 
bitious at this stage. He would be content to 
see a quick solution to the external aspects — 
a complete Vietnamese withdrawal from 
Cambodia alongside a cessation of foreign 
assistance to the warring Khmer factions — 
and leave the internal aspects to be settled by 
the Khmers themselves. 

This implies a departure from Thailand’s 
and Asean’s stance, which had accorded 
equal significance to a resolution of both the 
external and internal aspects. Although Hun 
Sen was reported to have told Chatichai he 


would be more tlexible, some critics think the 
meeting will have the opposite effect on 
Phnom Penh. 

Sources who were present at the talks 
said Hun Sen repeated the essence of his 
seven-point peace proposal, first espoused 
last November. The PRK leader reiterated 
Hanoi’s line that the Vietnamese withdrawal 
would be completed by September this year 
if a political settlement is struck before that, 
or unilaterally effected before the end of 
1990. As part of the external resolution, Hun 
Sen accepted that the PRK, like the three other 
factions, would stop receiving military aid 
from its foreign backer. 

Hun Sen continued to reject a UN-style 
peace-keeping force, which was proposed 
by Sihanouk and previously endorsed by 
Asean but did not object to an “armed” con- 
trol commission. This followed a similar 





TIBET 


Peking loses a valued mediator 


Panchen, the pacifier 





By Robert Delfs in Peking and 
Salamat Ali in New Delhi 


he death of the Panchen Lama, the 
l second-ranking Tibetan religious 


leader after the Dalai Lama, deprives 
China of a key figure in its efforts to pacify 
Tibet. Although dismissed by some as a col- 
laborator — he was the only ranking lama to 
accept Chinese sovereignty and hold high 
office in the Chinese Government — he had 
maintained his religious stature in the eyes of 
most Tibetans. 

The Panchen remained in China after the 
abortive 1959 Tibetan revolt and the Dalai's 
escape to India, but refused Chinese de- 
mands that he assume the Dalai's position. 
In 1964, after he publicly declared his loyalty 
to the Dalai and voiced support for Tibetan 
independence, he was arrested and spent 
most of the following decadein jail in Peking. 
Since the late 1970s, as China began a con- 
ciliatory approach to Tibet, the Panchen 
again became an important figure in 
legitimising Peking’s rule in Tibet. In 1984, he 
was named a vice-chairman of the standing 
committee of the National People’s Con- 
gress. 

In recent years, he tried to use his influ- 
ence to moderate Chinese policy, openly op- 
posing pressure from hardliners to return to 
repressive measures following the Lhasa 
riots of late 1987. Although he condemned 
separatist elements allegedly responsible for 
the Lhasa riots, the Panchen was the first na- 
tional leader to acknowledge publicly that 
Chinese police had shot protesters. The Pan- 
chen used his personal influence to secure 


the release of 59 Tibetan monks detained 
after the riots, and continued to insist that 
leftist mistakes were the primary cause of 
China’s problems in Tibet. 

“Although there has been development 
in Tibet since liberation [by the communists] 
the cost was more dear than the [worth of 
the] achievements Tibet had made,” the Pan- 
chen said to party leaders in Shigatse only a 
few days before he died of a heart attack on 
28 January. “This mistake 
must never be repeated.” 
Since the 1960s, the Panchen 
had become an infrequent 
visitor to his native Tibet and 
his last ceremonial religious 
act was to reopen a shrine in 
Shigatse containing the re- 
mains of five previous hold- 
ers of his office. 

The Panchen was the 
seventh occupant of the 
Shigatse-based office created 
in 1447 by the Dalai Lama of 
the time. Until the 1940s, the 
office remained largely religi- 
ous and ceremonial, with the 
succession — like that of the 
Dalai — based upon the old 
belief of reincarnation. However, the 
seventh Panchen, born in 1938, was the first 
one to acquire any political significance. The 
Kuomintang regime and later the com- 
munists made use of the Panchen as a coun- 
terpoise to the Dalai. Inevitably this led to the 
cooling of relations between the two religi- 
ous figures. 

In October 1949, when the communists 
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The Panchen Lama. 


stance adopted by the Vietnamese during 
their recent talks with the Chinese (REVIEW, 
26 Jan.), according to Peking sources. 

The Thais’ latest emphasis on letting the 
Khmers thrash out their own differences 
seems to correspond with what the Vietnam- 
ese have advocated all along. But how to re- 
solve Cambodia's internal aspects remains 
an impasse. 

The Peking sources said this consti- 
tuted the main point of disagreement dur- 
ing the Sino-Vietnamese talks. Advocat- 
ing the well known line that Sihanouk's sta- 
ture could stabilise a post-settlement Cam- 
bodia and reduce the risk of a civil war, the 
Chinese wanted a quadrupartite govern- 
ment headed by the prince. But the Vietnam- 
ese flatly refused to negotiate the issue, say- 
ing the problems must be solved by the 
Khmers. s 


came to power in Peking, the Panchen,” i 
12 yearsold, sent thema congratulatory 
sage. On 24 November 1949, Radio Peking 
declared that the Panchen had appealed to 
Mao Zedong to liberate Tibet. During 1950- 
5l, after Chinese troops had taken over 
Tibet, Peking and Lhasa began negotiating 
Tibet's status within China. During these ne- 
gotiations, Peking put pressure on the Dalai 
to recognise the legitimacy of the Panchen. 
Later Chinese troops escorted the Panchen 
from Kumbum monastery, his abode at the 
time, toShigatse where he was installed in an 
official ceremony in 1952. 

But death has apparently buried the 
hatchet between the two religious divines 
and the Dalai has bestowed upon the Pan- 
chen,the posthumous title of Tibetan free- 
dom fighter. In a statement from Dharmsala, 
, the seat of the Tibetan gov- 
” ernment in exile in India, the 

Dalai declared that the Pan- 

chen fought for the rights of 

the Tibetan people dt ' 
the most difficult period. 

Dalai also prayed for a "quick 

and authentic reincarnation" 

of the Panchen. 

The succession of the Pan- 
chen Lama — like that of the 
Dalai Lama — happens after 
the incumbent dies and is rec- 
ognised as having been re- 
born as another human 
being. The reincarnation can 
take anywhere between nine 
months and several years. 
The recognition of the next 

child-Panchen will be done through compli- 
cated religious rites — including oracular 
declarations — and also a final acknowleg- 
ment by the Dalai. Tibetans abroad think 
Peking might create difficulties in the selec- 
tion of the next Panchen Lama, because it 
had declared a couple of years ago that it 
would not recognise any further reincarna- 
tions. E 


INDONESIA 


Home affairs minister projects tough image 


Outspoken official 


By Michael Vatikiotis in Jakarta 


ndonesian Home Affairs Minister Ru- 
| dini is fast getting a reputation for tough- 

ness and perseverance that sets him 
apart from many of his colleagues. Since his 
appointment last March, the former general 
and army chief of staff has projected himself 
as a man who will not compromise in the 
pursuit of his duties. Such meticulousness 
may have political repercussions. 

Within the past month, Rudini has sur- 
prised observers here with a series of un- 
men. ^lly direct statements. These include: 

denial that civil servants are all obliged 
to vote for the ruling political grouping Gol- 
kar and astress on the freedom of political as- 
sociation for civil servants as laid down in 
Law No. 3, 1985. 
> A call for the imposition of a special tax on 
the very rich. 
P Plans to seize the property of land tax 
evaders and give it to the poor. 
> A suggestion that many officials in the 
country's various regions are closer to the 
cukongs (Chinese business tycoons) than to 
the people. 

The question being asked in Jakarta is 
why Rudini has adopted a populist ap- 
proach, seemingly ignoring the strength of 
vested interests. 

Rudini maintains that strong statements 
are necessary because "some people simply 
cannot be talked to in a gentle manner." It is 
not clear just who he is referring to, but he 
has been quoted as saying that "some people 
€  nly trying to get even richer than they 


€ — lready . . . for personal and family 
reasons." 
However, Rudini’s reference to the 


country's super-rich as "thick-skinned and 
shameless" has left an incredulous public 
wondering how long the minister can con- 
tinue before inviting sanction from higher 
up. After a 28 January meeting with Presi- 
dent Suharto, Rudini reiterated his firm 
stand, saying the strong statements were 
"for real." But when asked if he had the back- 
ing of Suharto on these issues, Rudini, un- 
characteristically, avoided a direct reply. 
Things have not all been plain sailing for 
Rudini in his new job. The creation of a new 
National Board of Land Affairs in November 
1988 was seen as a direct blow to Rudini's 
ministry, since it removed responsibility for 
land matters from a directorate that was part 
of the Home Affairs Ministry. No one is cer- 
tain what prompted the move, sanctioned 
by presidential decree, but Rudini's threat 
about a special land tax and eviction for those 


who do not pay it, has been seen as an act of 
defiance, since his ministry still handles tax 
matters on land. 

In one sense, a man of Rudini's strict mili- 
tary background can be expected to take his 
job seriously. Born in Malang, East Java in 
1929, Rudini was one of a group of young In- 
donesian officers sent to the Dutch military 
academy in Breda soon after independence. 
Four years later he returned, trained as a 
paratrooper and held a succession of com- 
mand positions in Java, eventually becoming 
commander of the Strategic Reserve in 1977. 
After attracting the attention of then armed 
forces commander, Mohammad Jusuf, Ru- 
dini became chief of staff of the army in 1983, 
a position from which promotion to armed 
forces commander was a likelihood. 

However, in Rudini's case, differences 
between himself and the newly appointed 
armed forces commander, general Benny 
Murdani, now defence minister, led to his 
premature retirement in 1986. Rudini disap- 
peared from the scene, holding no other offi- 
cial post apart from chairmanship of the In- 
donesian Karate Association. Shortly before 
the March 1988 cabinet reshufffle, Rudini 
began tobe talked about. It was remembered 
that he regularly played golf with the presi- 
dent and was considered loyal. More impor- 
tantly, he belonged to neither of the compet- 
ing power groups. 

Since taking up his cabinet post, Rudini 
has been watched closely by political obser- 
vers. The Home Affairs Ministry is one of the 
most powerful in Indonesia, with authority 
over the provincial governors, but it is also 
saddled with some of the government's 
most daunting problems. His predecessor, 
Supardjo Rustam, was known to be very 
concerned about the slow progress of fiscal 
decentralisation and the unsuitability of the 
basic administrative laws to regional condi- 
tions outside Java. Rudini decided to meet 
the ministry's challenges head on. 

Judging from the somewhat defiant tone 
of his statements, few believe Rudini is un- 
aware of the profile he is building for himself, 
with some seeing it as a process of staking his 
political independence. Rudini was known 
to be a shrewd political operator as an army 
officer, and also was popular with his troops 
— a difficult balancing act, but one that prob- 
ably ensures him of solid support in the 
armed forces. 

It would be misleading and inaccurate, 
however, to project Rudini as a man chal- 
lenging the establishment. Rudini himself 
regards what he is doing as his duty, and 
says that the pursuitof duty "rightor wrong" 






was instilled in him as an army officer. He 
claims to be prepared to “back off" if in- 
structed to do so from above. 

Inevitably, though, there is concern that, 
as one editorial suggests: "It is against the 
prevailing political culture in this country for 
a high official to enjoy wide publicity and be- 
come immensely popular since that would 
create the suspicion that the person has ul- 
terior motives." A more likely explanation 
for Rudini's outspoken behaviour is that fol- 
lowing parliamentary elections and the re- 
election of Suharto last year, there is now less 
pressure for conformity in the upper eche- 
lons. 

The emerging fashion for ministerial 
frankness also has given rise to a rash of state- 
ments regarding the political succession. 
Prompted perhaps by Suharto's discussion 
of the topic in his as-yet unpublished au- 
tobiography, no less than two senior minis- 
ters and the speaker of parliament, have 
aired views on the process by which In- 
donesia eventually will change presidents. 

In mid-January, Coordinating Minister 
for Security and Political Affairs Sudomo 
ruled out political turmoil and the possibility 
that a former president would be "chased 
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Rudini: uncompromising. 


around” as in other countries once out of 
power — presumably a reference to the poli- 
tical exorcism of former president Chun Doo 
Hwan in South Korea. “I can prove later on 
that even though the president were re- 
placed, nothing would happen," Sudomo 
said. 

Parliament speaker Kharis Suhud, pro- 
nouncing his views on the subject, said In- 
donesia would notbe changing presidents as 
if passing the succession from “king to crown 
prince." Meanwhile, Murdani, with charac- 
teristic frankness, in a 26 January speech 
warned people to prepare for a succession 
that would not be as smooth as that just wit- 
nessed in the US. Arguing for more leader- 
ship training to reinforce political maturity, 
Murdani said: "We don't want to see what 
we have built destroyed again just because 
the people want to find a new leader.” m 


BRIEFING 


Budapest and Seoul 
establish relations 


P Full diplomatic relations between 
Hungary and South Korea came into effect 
on 1 February in a move which is almost 
certain to arouse the ire of North Korea. 
Hungary has been reducing the staff of its 
embassy in Pyongyang in anticipation of an 
expected break in relations with the 
communist regime. Hungarian Minister of 
State for Foreign Affairs Gyula Horn was in 
Seoul to open his country's mission, the first 
by an East European nation in nearly four 
decades. 


Taiwan and China at 

odds over name 

> Taiwan will participate in athletic games 
in China only under the name of Zhonghua 
Taibei, not as Zhongguo Taibei as preferred 
by Peking, Chang Feng-su, chairman of the 
Taiwan Olympic Committee said on 25 
January. Both terms mean China Taipei, but 
the ruling Kuomintang has used Zhonghua 
to identify itself since the 1911 revolution. 
The communist government has used 
Zhongguo, a more populist term, and the 
divergence of views on the issue may keep 
the Taiwan team out of the Asian badminton 
games scheduled to take place in Peking in 
March or April. Taiwan considers accepting 
Zhongguo asimplicitly recognising Peking's 
view of Taiwan as one of its provinces. 


Hawke says Asia-Pacific 

may need its own OECD 

> Australian Prime Minister Bob Hawke, 
on a visit to South Korea, has called on 
countries in the Asia-Pacific region to be 
prepared to form their own version of the 
industrialised nations grouping, the OECD, if 
"the worst" happens and there is no 
progress in negotiating multilateral trade 
liberalisation with Europe and North 
America. Hawke, in making the proposal for 
preliminary moves towards such a group, 
emphasised that his government was firmly 
opposed to protectionism and he saw such a 
grouping merely as a defensive position, 
and hoped that the suggestion would help 
multilateral negotiations to succeed. 


Singapore backdates 

ISA amendments 

> Under the latest amendments to 
Singapore's Internal Security Act (ISA) 
gazetted on 30 January, which have been 
backdated to 13 July 1971, those detained 
under the ISA will lose all rights to judicial 
review except on procedural grounds. The 
ISA gives the government the right to detain 
without trial people considered a threat to 


national security. This means that all those 
detained under the ISA since 1971, including 
the four who were released by the courts and 
re-detained in December, will lose their 
rights to judicial review, including 
applications for the writ of habeas corpus. 


Baluchistan assembly 
dissolution overturned 


> The Baluchistan High Court has ruled 
that the dissolution of the Baluchistan 
assembly on 15 December 1988 was 
unconstitutional, and has ordered that the 
former assembly be reconvened on 5 
February. The decision said that the former 
chief minister Zafrulla Jamali had not faced a 
vote of confidence from the house and was 
therefore in no position to advise the 
governor to dismiss the assembly. At the 
time, the government of Pakistan Prime 
Minister Benazir Bhutto disclaimed any 
pre-knowledge of his act. The decision has 
come as a relief to Bhutto's Pakistan People's 
Party asit was expected to fare badly in fresh 
elections. 


Social indicators 
East Asia: infant mortality 
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Envoy on the carpet 
over ivory haul 


»> The Indonesian Foreign Ministry is 
expected to discipline its ambassador to 
Tanzania for attempting to export illegally 
more than US$800,000 worth of ivory out of 
the country when he was returning to 
Jakarta. Ambassador Husein Joesoef was 
unable to explain to Tanzanian authorities 
the presence of 184 elephant tusks and other 
ivory goods among his personal effects. 


Taiwan returns diaries 

to dissident's widow 

> Taiwan's military authorities on 27 
January returned to the widow of Lei Chen, 
the island's foremost dissident, diaries 
written during a 10-year imprisonment on 
disputed charges of aiding China's 
communists (REVIEW, 22 Sept. '88). 


However, the Defence Ministry has not yet 
officially explained how army security 
officers burned a separate 4-million-word 
memoir by Lei embarrassing to the late 
president Chiang Kai-shek. Lei's widow 
Sung Ying, whois asking for NT$42 million 
(US$1.5 million) in damages, has criticised 
the government for promoting one of the 
officers accused of destroying the memoir. 


Malaysia releases five 
more political detainees 
P Five of seven et 
remaining political wf 
detainees of the 106 * 
arrested in Malaysia in 
October 1987, were 
freed, with conditions 
attached, on 26 
January. They were 
among the politicians, 
unionists, 
academicians and 
church workers arrested under the Internal 
Security Act for allegedly posing a threat to 
public order and national security. Their 
release leaves only parliamentary opposition 
leader Lim Kit Siang, the de facto chief of the 
Democratic Action Party and his son, MP 
Lim Guan Eng, in the Kamunting detention 
camp. 
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Lim Kit Siang. 


India supports Pakistan’s 
re-entry to Commonwealth 

> Announcing the end of its opposition to 
Pakistan's re-admission to the 
Commonwealth, India on 25 January 
declared its willingness to sponsor the 
re-entry. Following Bangladesh's admission 
to the Commonwealth in 1971, the then 
prime minister of Pakistan, Zulfikar Ali 
Bhutto, pulled out of the organisation. E 
successor, president Zia-ul Haq, wanted to 
return but was opposed by India. India 
ascribes the end of its opposition to the 
restoratión of democracy in Pakistan. 
Following Prime Minister Benazir Bhutto's 
recent expression of Pakistan's desire to seek 
re-admission, the country’s re-entry seems 
assured atthe next Commonwealth summit, 
scheduled for November. 


Indian minister briefs 

Suharto on Vietnam 

> India's Minister of State for External 
Affairs Natwar Singh, made a sudden visit 
to Indonesia on 29-30 January to brief 
President Suharto on recent talks between 
Indian Prime Minister Rajiv Gandhi and the 
Vietnamese Communist Party Secretary- 
General Nguyen Van Linh. Observers saw 
the visit as part of an effort by India to get 
involved in the Cambodian peace process. 
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TAIWAN 


Electoral oddities cast doubts on ageing deputies 


Last shall be first 








By Shim Jae Hoon in Taipei 
[ n Shaoan county of China's Fujian pro- 





vince in November 1947, a local politi- 

cian named Shen Huai-san ran for a seat 
in what was then China's national assembly. 
Shen, then 53 and representing the powerful 
Kuomintang (KMT), routed four other candi- 
dates by collecting 46,909 votes. 

Curiously however, Shen “conceded” 
victory to Chen Heh-chen, a little-known 
candidate from the even lesser-known 
Democratic Socialist Party. Astonishingly, 
(“had won no votes at all. Even the three 
c non-KMT rivals having attracted at least 
some votes. 

This and numerous other oddities are 
culled from Fujian province's official elec- 
toral record compiled in May 1948, a year be- 
fore the communist forces defeated the KMT 
on the mainland and drove it to Taiwan. 

The Fujian record, which was uncovered 
recently in Taiwan and appears authentic, 
demonstrates how the then leader of the 
KMT, the late Generalissimo Chiang Kai- 
shek, divided up the seats himself in the 
name of "balancing" the party representa- 
tion in thé national assembly. It was done, 
claims Ho Yi-wu, the current assembly's sec- 
retary-general in Taipei, with the consent of 
the parties concerned and with the KMT con- 
ceding some of its own victories. 

The document, discovered by Chou 
Ching-yu, an opposition Democratic Pro- 
gressive Party (DPP) assembly member in 
Taipei, raises for the first time serious doubts 
«  thelegality of many members who were 
€  :donthe mainland 40 years ago and still 
exercise their rights in the presidential elec- 
toral college in Taipei. 

When the KMT moved to Taiwan, a con- 
stitutional court "froze" the incumbents in 
office until the day China was "recovered" 
from the communists. Under the new rul- 
ing, seats of the original victors which fell 
vacant would be taken over by the runners- 
up of the 1947 election. 

The ruling KMT has steadfastly refused to 
release details of the 1947 elections, possibly 
because it feared the exposure of some facts 
that could undermine its claim of represent- 
ing all of China, in turn throwing open to 
doubt the legitimacy of its continued domi- 
nance of Taiwan in the name of national 
reunification. 

According to the Taiwan Political and 
Economic Institute, a DPP organisation, elec- 
toral fraud and irregularities were found in 
other provinces as well. Theinstitute's recent 
report said the communist occupation of 


China's northeastern regions, such as Liao- 
ning, Jilin and Heilongjiang provinces, 
would have made it impossible to hold fair 
elections in those areas by 1947, 

In Jiangsu, Shandong and Shanxi pro- 
vinces, the research group said, voting took 
place at refugee centres with just a few 
hundred people, and sometimes only a few 
actual voters, present. “In those regions, the 
so-called elections were little more than 
people writing names on a piece of paper, or 
some clan groups supposedly voting on be- 
half of their relatives living in enemy terri- 
tory," Tsai Shih-yuan, the DPP's deputy sec- 
retary-general, told the REVIEW. 

Tsai and two assistants once spent three 
months feeding hundreds of names and 
other data into a computer to determine the 
facts — for these are critical to the DPP now. 
Until 1987, as the older members died, the 
KMT had filled their seats with people it 
claimed were runners-up from the 1947 elec- 
tion unknown to Taiwan residents. The op- 
position needs 100 endorsements from the 
national assembly to be able to field its own 
presidential candidate. 

In the absence of all data and with doubts 
persisting as to whether the replacements 
were indeed runners-up, Chou has suc- 
ceeded, by uncovering the Fujian report, in 
forcing the assembly secretariat to reveal the 
list of 498 replacements up until 1954. 

According to Ho, about 1,500 assembly 


replacements came from or which party they 
represented on the mainland. 

Many DPP politicians now wonder if there 
were ever runners-up at all, and how the 
government would know who they are 
given that it claims many records vanished in 
the chaos of the civil war. 

As the controversy rages in the wake of 
post-Chiang political liberalisation, opposi- 
tion is mounting against the KMT bill to retire 
the mainland deputies with a NT$3.7 million 
(US$133,670) severance pay. In front of par- 
liament on 20 January, some 500 protesters 
pelted the deputies with coins in a show of 
contempt. Mirroring local funeral cere- 
monies, some burned paper money to wish 
the deputies a peaceful rest. 

Even though the government has 
pledged not to replace the deputies when 
they die — and this may also reflect the fact 
that the KMT is running out of "runners-up" 
— it will take a long time before the ageing 
members are replaced. At least 207 out of 877 
mainland deputies are over 67 years old, 
with 139 over 80 and 25 over 90 years old. 
One, Chao Chu-hsu, is a centenarian. Vili- 
fied and caricatured, they come to the as- 
sembly with nurses in attendance, some 
leaning heavily on canes. 

"By tying up their status with KMT's claim 
over China," says Antonio Chiang, a promi- 
nent political commentator, "the ageing de- 
puties in effect are holding Taiwan's demo- 
cracy as a hostage." By demanding stiff re- 
tirement pay, he chuckled, "they are also de- 
manding a ransom." 

The DPr's demand that the assembly be 
completely replaced with Taiwan-elected 
deputies poses a problem for the KMT’s claim 
to represent all of China. Thus, it must main- 
tain a semblance of mainland representa- 
tion. The problem is especially vexatious for 





Deputies scuffle during one of the *runners-up' debates. 


members gathered at the first session in 
Taiwan in 1954. But Chou and Tsai think that 
number would include people the KMT had 
gathered from among its ranks in Taiwan to 
fill the required quorum. Ho said he could 
not reveal which county or province the 498 


President Lee Teng-hui. Given that he will 
seek to be re-elected by an assembly vote 
when his current term expires in March 1990, 
neither he nor the mainland deputies should 
be ina hurry to implement change — regard- 
less of what the historical facts are. " 
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Vested interests gear up for party politics 


The political line-up 


By Emily Lau in Hongkong 
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ongkong's political activists are test- 
—M ing the idea of party politics, a tradi- 
EL EL tionally taboo subject here because of 
A the territory’ s colonial status and bad 
. memories of the decades-long struggle be- 
. tween the Chinese Communist Party (CCP) 
-and the Kuomintang (KMT) for control of the 
7 mainland. 

..- Despite discouraging precedents, local 
? public figures have begun openly discussing 
. the formation of political parties to contest 
proposed elections in three years' time. Last 
year, the Hongkong Government decided to 
introduce 10 directly elected seats to its 57- 
member, lawmaking Legislative Council 
(Legco) in 1991. 

At least three factions are likely to 
emerge, representing business interests, the 
pro-democracy lobby and the CCP. The KMT 
is expected to play a diminishing role in the 
run-up to 1997, when London returns 
sovereignty over Hongkong to Peking, and 
the territory becomes a special administra- 
 tiveregion (SAR) of China, 

One potential electoral force is the CCP- 
controlled Federation of Trade Unions (FTU) 
which claims a membership of 170,000 and 
is already represented in Legco by Tam Yiu- 
chung. In the past few years, the FTU has 
been reorganising and strengthening its con- 
tacts in the community. It has sponsored 





S candidates for local elections in the past two 


years and is sure to contest the 1991 election, 
though Tam says the time for political parties 


.... isnotyetripe. 


~ On the conservative business side, the 
= plunge has been taken by Stephen Cheong, 
an indirectly elected Legco member repre- 
. senting the Federation of Hongkong Indus- 
tries, whosupports the cautious approach to 
. Hongkong's political future being taken by 
. both London and Peking. But Cheong has 
. resisted calling his group a party on the 
grounds that the territory is not an indepen- 
. dent country. His hesitation may be out of 
deference to Chinese officials, who have re- 
peatedly warned against forming political 
parties here. 

Cheong said he had notified both the 
Hongkong and Chinese governments of his 
intentions and will publish his group's plat- 
form within six months. Cheong said his 
group will represent various sectoral in- 
terests and will scrutinise government 
policies to ensure they preserve the current 
socio-political environment, which allows 
Hongkong's people to enjoy freedoms and 
. economic success. 


"Prosperity and stability" were the keys 
to persuading Peking to allow Hongkong to 
be run differently from the rest of China after 
1997. To achieve this, Cheong argues, the 
government should not embark on too many 
costly social welfare programmes or ex- 
pand other public-sector spending too 
quickly. 

Hongkong also must not move too fast to- 
wards universal suffrage because the top 
priority is to preserve the current environ- 
ment and improve the quality of life, he 
added. 

Cheong declines to disclose his backers' 
identities but it is widely believed they in- 
clude businessmen Sir Y. K. Pao, Li Ka-shing 
and Jack Tang. Some newspapers here have 
also included property tycoon Cheng Yu- 
tung and even Macau casino boss Stanley 
Ho. 

Cheong says he has already received 
HK$10 million (US$1.3 million) in dona- 
tions and he estimates that he needs dou- 
ble that amount to get the group off the 
ground. 


{HATS THE four 2^ 
ie 1997 THE PARTY ta 
BE OVER 


Another ally appears to be appointed 
Legco member and industrialist Allen Lee, 
who is also a member of the policymaking 
Executive Council (Exco). Lee had been one 
of the first to propose political parties in the 
mid-1980s but had renounced the idea in 
1986, asserting that it was futile since China 
would not allow Hongkong people to run 
the territory after 1997. Although Lee has 
publicly distanced himself from Cheong’s 
group, a brochure sent out by the two to sol- 





icit support confirmed that they are in it to- 
gether. 

Most of Hongkong’s business tycoons 
are apolitical. One exception is Cha Chi- 
ming of China Dyeing Works, who has very 
good contacts in Peking and is seen as a king- 
maker. In the 1970s, Cha approached some 
young professionals with a proposal to form 
a political party but nothing came of it. Later 
he became a backer of Exco and Legco mem- 
ber Maria Tam’s Progressive Hongkong So- 
ciety a political organisation seen as a rival to 
Lee and Cheong’s group. 

But Cha has not kept all his eggs in one 
basket. His former daughter-in-law, Ver- 
onica Wu is a core member of another con- 
servative force, the Group of 89 businessmen 
and professionals within the Basic Law Con- 
sultative Committee (BLCC), a 175-member 
body formed to collect and collate public 
opinion on the future mini-constitution for 
the Hongkong SAR. In the past two years, the 
Group of 89 has been very active, puttin; ° 
ward a conservative political modelbase — : 
an electoral-college voting system. The 
group has strongly opposed universal suf- 
frage, which it claims would threaten Hong- 
kong's "stability and prosperity." 

The group is well thought of by the Hong- 
kong and Chinese governments and looked 
upon as including in its membership the 
cream of the business and professional com- 
munity — and the territory's future leaders. 
Six of the group's members sit on Legco. 
They are Cheong, architect Edward Ho, Dr 
Henrietta Ip, Hongkong University profes- 
sor Poon Chung-kwong, industrialist James 
Tien and accountant Peter Wong. They also 
sit on numerous government boards and ad- 
visory committees. 


A ost aspiring politicians from the 
M conservative camp pay lip service to 
the preservation of Hongkong’s po- 
litical status quo. But beneath the surface, 
they are jockeying for positions of influ > 
and power by ingratiating themselves ... 1 
Peking. Their intention seems to be to fill top 
civil service posts — many of which are now 
filled by expatriates who probably will not be 
permitted to serve after 1997. The plum job, 
of course, is that of chief executive, who will 
have much the same role and status as the 
current British governor. 

Although Cheong is a Group of 89 mem- 
ber, it is understood the group's key mem- 
bers do not think either he or Allen Lee can 
effectively represent the business commun- 
ity’s interests in Legco or Exco. They instead 
support group leader Vincent Lo, head ofthe 
Shui On group. They see Lo as a successful 
and astute businessmen and a potential can- 
didate for the first chief executive. 

Lo, 40, has shown a keen interest in poli- 
tics, sits on several government committees 
and as vice-chairman of the Hongkong Gen- 
eral Chamber of Commerce is poised to take 
over the chairmanship from Allen Lee. Lo 
was rumoured to have turned down a Legco 


appointment in September 1988 because he 
did not want to "peak" too soon. 

Another Group of 89 member said to 
have his eyes on the chief executive's job is 
former Exco and Legco member Lo Tak- 
shing. Lo is a BLCC vice-chairman and heads 
a company that helps people to emigrate. Lo 
is seen as a loner but appears to have the ear 
of some Chinese leaders. He has been a fre- 
quent guest of officials in Peking and is said 
by fellow Group of 89 members to be run- 
ning hard for the top SAR post. 

Points in Lo Tak-shing’s favour include 
his general ability, his Exco and Legco experi- 
ence, and his wealth and family background. 
His father is former Exco and Legco member 
Sir Lo Man-kam and he is a grandson of Sir 
Robert Hotung, head of one of Hongkong's 
oldest and best known families. Lo is Eura- 
sian and a British national — two factors 
which could weigh against his candidacy. 
He would have to renounce his British na- 
t- lity to become SAR chief executive. 

or its part Peking seems concerned that 
such rivalry for top government posts could 
become too heated. Chinese officials recently 
indicated that they would like to see a serv- 
ing civil servant become the SAR’s first chief 
executive. Sources said that last November, 
when Hongkong Governor Sir David Wil- 
son was in Peking, the Chinese and British 
governments agreed that the first chief 
executive would not be elected by universal 
suffrage before 1 July 1997. The candidate 


Cheong: cautious approach. 


would be identified a few years before 1997, 
but his identity would not be revealed too 
soon. 

If so, the front runner would appear to be 
deputy chief secretary John Chan, a local 
Chinese handpicked by the late governor Sir 
Edward Youde and specially groomed for 
the job. Such an arrangement would mean 
the British would wield considerable influ- 
ence all the way up to 1997. 

The manoeuvres by ambitious business- 





HONGKONG 2 


Business lobby will bankroll conservative leaders 


The sound of money 


| he political organisation that Allen 
Lee and Stephen Cheong intend to 
launch is called Hongkong Founda- 
tion. According to a brochure sent to busi- 
nessmen to solicit support, they plan to in- 
vite 20 top "business élites" as founding 
members, and each will be asked to donate 
HK$1 million (US$128,200) to the founding 
fund. The founding members, whose iden- 
tities willbe kept confidential, are expected to 
contribute HK$1 million a year for at least 
three years. 
The brochure describes the foundation as 
a tightly organised and highly influential 
body. Membership is by invitation and will 
include local companies and multi-national 
corporations based in Hongkong. It would 
provide a forum for "business politicians" to 
express views on government policies. A 
trust will manage the donations and legal 
documents are being prepared by solicitors 
Kao, Lee and Yip. 
The private non-profit organisation will 
be modelled on Japan's powerful Federation 
of Economic Organisations or the Keidan- 


ren. It will be headed by former deputy fi- 
nancial secretary Henry Ching, an Austra- 
lian citizen who retired from the civil service 
several years ago. 

The foundation will have a research de- 
partment and a political department, and 
branches in various electoral districts in the 
territory. The estimated annual recurrent ex- 
penditure is HK$1.5-2 million a year. The 
brochure says some preliminary work has 
been done by the Hongkong Economic Re- 
search Centre, founded by Lee and Cheong 
in 1987. 

The centre, described in the brochure as a 
"temporary organisation," has submitted a 
paper to the Ian Hay Davison committee 
reviewing the 1987 stockmarket crash, 
suggesting the setting up of a self-regulatory 
financial authority made of people within the 
industry. 

The centre has also published a paper 
strongly opposing any change to the Hong- 
kong-US dollar link, saying that would de- 
stroy public confidence and encourage an in- 
flux of hot money from international invest- 
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men have not evoked an energetic response 
from the pro-democracy lobby. In December 
1988, Legco and BLDC member Martin Lee, a 
former chairman of the Hongkong Bar As- 
sociation, said the pro-democracy lobby 
would set up a political party within six 
months. Lee received support from Albert 
Ho, chairman of the Hongkong Affairs So- 
ciety, one of the main pro-democracy 
groups. 

But other pro-democracy groups have 
kept their distance. Yeung Sum, chairman of 
Meeting Point, said his group intends to de- 
velop into a political party and is not pre- 
pared to merge with others. And Fung Kin- 
kee, vice-chairman of the Association for 
Democracy and People’s Livelihood, said 
Lee had not approached his group to discuss 
the matter. 

Legco and BLDC member Szeto Wah, 
head of the 30,000-strong Professional 
Teachers Union and a leading member of the 
pro-democracy lobby, said he would not 
consider forming a political party until the 
Basic Law has been promulgated in 1990. 

Political observers said the pro-demo- 
cracy camp lacks money, discipline, mass 
support and leadership. A remark of a visit- 
ing Taiwan opposition leader said he heard 
frequently in Hongkong illustrates the at- 
titude besetting the liberal camp: no one in 
Hongkong would devote all his time and 
energy to politics because there is no future 
in it. * 


ors. The:centre is working on a paper ad- 
vocating the import of foreign labour. 

Although Cheong said the organisation 
will represent different sectors of the com- 
munity, the brochure states unequivocally 
that itis thereto champion the interests of the 
business community. The foundation will 
conduct research into important issues and 
publish reports to influence government 
policies. The research department, the 
brochure said, will be headed by a promi- 
nent academic. 

The foundation also intends to participate 
in all levels of elections, culminating in direct 
elections to Legco in 1991. They intend to 
identify and support district board members 
and leaders of kaifong (neighbourhood wel- 
fare associations) with a proven power base, 
so that they can compete with democratic 
groups such as Meeting Point and the As- 
sociation for Democracy and People's Liveli- 
hood. The election campaign will be man- 
aged directly by Lee and Cheong, the 
brochure said. 

Not all the responses have been favoura- 
ble. One businessman being solicited 
likened the offer to political blackmail: if 
he refused to play ball, he risked being "left 
out in the cold." Another recipient said the 
offer amounted to giving Lee and Cheong a 
blank cheque to do whatever they like, with 
no accountability to the donors. 

m Emily Lau 
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KOREA 1 


Washington and Pyongyang hold first direct talks 


Delicate dialogue 








orth Korea has opened a dialogue 

| with the US by initiating direct talks 

between the two countries’ dip- 
ae in Peking. The warming between the 
two has been hastened by North Korea’s in- 
creasing isolation as China, the Soviet Union 
and Eastern Europe establish closer relations 
with South Korea. 

Diplomats from the two countries met on 
6 December and 24 January, the first direct 
talks between them since the Korean War, 
aside from the regular meetings under the 
Military Armistice Commission (MAC) 
framework in the demilitarised zone village 
of Panmunjom, which includes North and 
South Korean, US and Chinese officials. 

Reports that the US-North Korean meet- 
ings had taken place were confirmed on 26 
January by the new North Korean ambas- 
sador in Peking, Chu Chang Zun, at an un- 
usual press conference ostensibly called to 
release a statement “approving” the declara- 
tion of the recent Paris conference on ban- 
ning chemical weapons. The statement said 
that North Korea “will not test, produce, 
stockpile, [or] introduce nuclear and chemi- 
cal weapons from outside, [nor] permit pas- 
sage of other countries’ chemical and nuclear 
weapons through our territorial land, air and 

sea.” Notwithstanding this, several analysts 
believe North Korea to be one of those coun- 
tries manufacturing chemical weapons 
(REVIEW, 26 Jan.). 

But the real point of the exercise seemed 
to be to announce officially that North Korea 
was belatedly embarking on its own version 
of glasnost, rather than putting across views 
on weapons. The press conference was be- 
lieved to be the first time that Western and Ja- 
panese journalists in Peking had been in- 
vited to the forbidding North Korean com- 
|! pound just north of Ritan Parki in eastern Pe- 
king. 

Asked whether contacts with the US 
would be continued, Chu delivered a sur- 
prisingly softly worded answer: "Our coun- 
try is on the globe, and the US is also on the 
| globe. Living together on one globe, it is im- 
| possible for us to have no contact whatever. 
| If the US withdraws their troops from South 


| Korea and doesn’t interfere in our internal af- 


fairs, there will be no conflict in our rela- 


A few hours later, US State Department 
spokesman Charles Redman in Washington 
provided further information about the 
talks, stating that North Korea had delivered 


| a letter for then secretary of state George 


Shultz from North Korean Foreign Minister 
Kim Yong Nam during the first meeting. 
That encounter, between the political coun- 
sellors of the US and North Korean embas- 
sies in Peking and their aides, which took 
place at the Peking International Club, was 
arranged by the Chinese at the request of the 
North Korean side, sources said. The US side 
requested the second meeting to respond to 
Kim's letter. 

US officials said the meetings were not 
negotiations in any sense, and that the views 
expressed by both sides were essentially the 
same as their known public positions. 

. However, the talks indicate the press: 

on Pyongyang in the light of Sino-Soviet nor- 
malisation, and the regional implications of 
Moscow’s new diplomatic offensives. Pe- 
king has been the scene of several diplomatic 
initiatives in recent weeks. Word of the US- 
North Korean meetings came only a week 
after private talks between the Chinese and 
Vietnamese vice-foreign ministers, a few 
days after the visit by the Cuban foreign 
minister and a few weeks after the visit by In- 
dian Prime Minister Rajiv Gandhi. The meet- 
ing also took place just before the announce- 
ment that new US President George Bush 
would arrive in late February, and amidst 
preparations for next week's visit by Soviet 
Foreign Minister Eduard Shevardnadze, ex- 
pected to lay the groundwork for Soviet Pre- 
sident Mikhail Gorbachov's visit later this 
year. 

In the past, North Korea was able to play 
Peking and Moscow off against each other 
and block both from making any signif 
improvement in relations with South Kc. ..... 
But that game no longer works. Events such 
as Hungary's October 1988 decision to estab- 
lish diplomatic relations with Seoul came asa 
shock to Pyongyang, which denounced it as 
a "betrayal of socialism." 

Isolated, ostracised and facing serious 
economic problems, North Korean leader 
Kim Il Sung’s regime has been forced to ac- 
cept both Peking and Moscow establishing 
trade relations with the South. "Our Soviet 
comrades have told us that they will not es- 
tablish any political or diplomatic relation- 
ship with South Korea, that they will just 
have a simple economic and trade relation- 
ship on an informal level,” Ambassador Chu 
said in Peking, referring to assurances deliv- 
ered by Shevardnadze when he visited 
Pyongyang in late December. 

Washington announced in early Novem- 
ber that US diplomats would be permitted to 
have contacts with North Korean represen- 
tatives, along with some relaxation of travel 


restrictions and approval for Pyongyang to 
purchase certain humanitarian supplies in- 
cluding food and medicine. The moves 
reinstated a similar guidance issued two 
years ago, which was withdrawn shortly 
afterwards following the downing of a Ko- 
rean Air passenger jet in November 1987, the 
result of a bomb placed by North Korean 
agents. 

China is counselling North Korea to 
adopt more moderate positions with respect 
to the South, diplomats say, and holds out 
the prospect of trade, diplomatic contacts 
and other concessions from the US and other 
Western countries. 

Pyongyang's November peace proposal 
to Seoul, calling for phased withdrawal of US 
forces, tripartite talks, and reduction of 
armed forces in North and South Korea, was 
worded in surprisingly reasonable terms, 
clearly reflecting Chinese influence and ad- 
vice. 

North-South talks at the deputy foreign 

ister level are expected to take place in 
February, and both sides appear to have 





North Korean border guards: pressures. 


agreed in principle to a summit-level meet- 
ing, which could take place sometime this 
year. 

Meanwhile, on 17 January, the MAC held 
its first closed-door meeting, with reporters 





NORTH KOREA 2 


Vorth Koreans Tokyo visit proves fruitless 


All at sea | 


By Charles Smith in Tokyo 


T he belated arrival in Tokyo in late Jan- 











uary of a mission from the North Ko- 

rean Workers' Party may have been a 
tribute to the diplomatic finesse of the Japan 
Socialist Party (JSP), which is believed to have 
spent at least three months persuading the 
North Koreans to make the trip. But the JSP 
it be wondering if it was worth the trou- 


Contrary to early expectations, the North 
Koreans refused to meet Foreign Ministry of- 
ficials to discuss the No. 18 Fujisanmaru inci- 
dent, involving the detention in Pyongyang 
of two Japanese seamen whose boat was 
used by a North Korean stowaway in 1983. 
Three Liberal Democratic Party (LDP) parlia- 
mentarians met mission leader Kim Yang 
Gonata party hosted by the JsP, butapparent- 
ly did little more than exchange courtesies. 

The North Koreans failed to take up anin- 
vitation by Masayoshi Ito, chairman of the 
LDP's executive council, to visit his office for 
more substantive talks on the frozen bilateral 
relationship. North Korea thus remains the 
only country in the world with which Japan 
lacks diplomatic relations, while Tokyo in- 
creasingly lags Washington in its efforts to 
start a dialogue with Pyongyang. 

Japan's failure to make headway in its re- 
lations with Pyongyang during the Workers' 
Partv visit is partlv its own fault in the view of 


Korea watchers on the opposition side of 
parliament. The government's stubborn in- 
sistence on a solution of the Fujisanmaru in- 
cident before other matters can be addressed 
— at least at an official level — recalls its 
equally rigid posture towards the Soviet 
Union (where the Northern Territories issue 
has served to block potentially promising 
talks on economic cooperation). Yet, the po- 
licy of putting Fujisanmaru first may not be 
quite as negative as it is sometimes made to 
appear. 

According to an opposition party official 
who specialises in Korean affairs, the gov- 
ernment has gone out of its way to hintin the 
past few months that it might be ready to ac- 
commodate the North on other matters in- 
cluding, possibly, the payment of Japanese 
reparations for damage inflicted before and 
during World War II, once the Fujisanmaru 
affair is settled. Pyongyang, on the other 
hand, appears to have taken a totally inflexi- 
ble attitude, insisting on the return of the 
stowaway and an apology by Japan for the 
original incident, before talks can even begin 
on the repatriation of the two Japanese sea- 
men. 

Pyongyang watchers in opposition par- 
ties say that North Korea has been unim- 
pressed by Japanese attempts to start whatin 
effect would be a two-tier relationship which 
might allow for flexible behind-the-scenes 
neeotiations on bilateral issues other than 


excluded, which was intended "to set an 
agenda for reduction of tension on the Ko- 
rean peninsula," according to a South Ko- 
rean Defence Ministry spokesman. 

Chung Ju Yong, founder of the Hyundai 
group, South Korea's biggest business con- 
glomerate, arrived in Pyongyang on 21 Janu- 
ary, the first South Korean business leader to 
visit the North with the approval of both gov- 
ernments since the Korean War. 

But the new face North Korea is present- 
ing to the world is hardly consistent. Chu fol- 
lowed the language of the November peace 
proposal in referring respectfully to the 
"South Korean authorities." But only a week 
earlier, Pyongyang's Rodong Sinmun news- 
paper denounced South Korean President 
Roh Tae Woo's New Year's press confer- 
ence, saying that his remarks disclosed "his 
dirty toadyist and treacherous nature . . . [as 
a] nation-selling, flunkeyist traitor, fascist 
military hooligan and divisionist." 

This schizophrenic rhetoric suggests that 
serious divisions still persist among different 
factions in Pyongyang. a 


Fujisanmaru. Private-level contacts on debt 
rescheduling of Pyongyang’s unpaid debts 
to Japanese banks have been under way for 
some time, but Pyongyang has failed to take 
the hint that these might prove the 
springboard for wider-ranging discussions. 

Pyongyang’s lack of response reflects the 
combination of "Stalinism and emperor- 
worship" which prevails in Pyongyang 
under the rule of the two Kims (President 
Kim Il Sung and his son and heir-apparent 
Kim Jong Il), one source suggests. This is not 
likely to change until both Kims have been 
removed from the scene. 

North Korean deafness to Japanese over- 
tures was underscored again by Pyong- 
yang's lack of response to a Foreign Minis- 
try statement on the Korean issue, featuring 
an expression of regrets for Japanese be- 
haviour before and during World War II, 
which was released just before the Workers' 
Party mission arrived in Tokyo. The state- 
ment may well have been meant to prepare 
the ground for official-level talks, but the 
Workers' Party mission was quick to declare 
on its arrival at Narita Airport that it was only 
qualified to hold discussions with political 
parties. 

An ironic side-effect of the North Korean 
mission may have been to throw new obsta- 
cles in the way of JsPleaders, who want to see 
the party improve its relations with Seoul. 
The mission's visit was timed to coincide 
with a JSP convention, which adopted an ac- 
tion programme for 1989, underscoring the 
JSP's traditional position on Korea, including 
its rejection of a two-Koreas solution. 

JSP watchers saw the action programme 
as reversing, at least partly, the more flexible 
line it adopted in August 1988, when the 
party began preparing the ground for a visit 
to Seoul bv ISP chairwoman. Takako Doi. m 








CH INA 1 


Reformers and critics jostle for foreign-policy control 


Push to the summit 
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pes push in Peking for Sino- 
T Soviet rapprochement, and a general 
renewed interest in foreign policy, are 


indicators of a wider jostling for authority in 
policymaking between those advocating 





. bolder reforms, such as communist party 


General Secretary Zhao Ziyang, and more 
cautious reformers, led by Premier Li Peng. 
Much of the new dynamism stems from 


^... Peking's reaction to external developments, 


` in particular, 


the emergence of a less 
threatening and more conciliatory Soviet 
Union. Moscow's pullout of troops from Af- 
ghanistan, the lowering of troop levels on the 
Sino-Soviet border, and its prodding of Viet- 
nam to similarly withdraw from Cambodia 


have met Peking’s main conditions for the 


normalisation of relations, strained by an 
ideological rift in the 1960s. | 

Peking is keen to show its support for 
Soviet President Mikhail Gorbachov's new 
economic and social reform programmes by 
agreeing to a summit meeting of the two 
countries' leaders. It is also an effort to pre- 
vent Peking being marginalised internation- 
ally by the warming Soviet-American dé- 
tente. 


But, analysts say, the decision to agree in 
principle to a summit meeting may also be 
linked to current problems in China's own 
economic reform programme, and to doubts 
as to who will succeed paramount leader 
Deng Xiaoping. The original front-runner, 
Zhao, appeared to have fallen from favour in 
mid-1988 as the economic reform program- 
me he was closely identified with brought 
rampant inflation, spiralling prices and 
widespread panic-buying. 

The decision to agree to a summit with 
the Soviets appears to have been taken in 
mid-September at a meeting of the party’s 
central committee, which was called to rede- 
fine the strategy for economic reform be- 
cause of fears that the economic upheaval 
would lead to public unrest in the cities. 
Party leaders had been sharply divided on 
the issue during an earlier meeting at 
Beidaihe. 

Although there is little disagreement over 
China’s foreign policy of taking a more inde- 
pendent line in the 1980s, and seek equidis- 
tance between Moscow and Washington, it 
is likely that there is some difference in out- 
look among the leaders. Although the daily 


running of foreign policy is in the hands of 


the Foreign Ministry, leaders are given gen- 
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eral responsibility for various geographical 
regions: Zhao for North American affairs 
since his visit to the US in 1984, and Li the 
Soviet and East European portfolio. 

There is a possibility, therefore, that the 
push for a summit with Moscow was an ef- 
fort by Li and his supporters to take the ini- 
tiative in foreign policymaking from Zhao. 
Certainly, Sino-US relations have been 
eclipsed by the recent Sino-Soviet rap- 
prochement — and Zhao's power and influ- 
ence have been clipped after the economic 
upheaval, especially with his exclusion from 
direct economic policymaking, though this 
stems in part from his change of job from pre- 
muer to communist party leader. 

This top-level tussle is mirrored lower 
down in the bureaucracy between bodies 
such as the State Council's International 
Studies Centre (IsC) and the Foreign Minis- 
try, according to David Shambaugh of Lon- 
don University's School of Oriental and Afri- 
can Studies. The isc, and its compar 
think-tank, the Institute for Contempo | 
International Relations, which influenced 
Zhao when he was premier, has long been 
wary of the Soviet Union. Li is less depen- 
dent on them and the Isc’s influence is wan- 
ing together with the health of its director, 
Huan Xiang. 

Foreign policy is thus believed to be back 
in the hands of the Foreign Ministry, partly 
from enhanced powers given to it in the 
aftermath of the international criticism when 
the military sold missiles to Iran during 
the Gulf war, notes Shambaugh. Chinese 
Foreign Ministry officials complained they 
had little knowledge or control of the sales, 


vents dor overseeing “Namibian: 'eléctioits is stiff. 
But politically, China's overture towards 
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S UNTSO is more sur- 
icant. The Jerusalem mission, 
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-.the only one of the UN Security Council's big five permanent 
. members (the others. are Britain; France, the US and the Soviet 
. "Union) which has never participated in UN peacekeeping efforts 
5 and! ias long regarded such operations with suspicion. 






















h orised UN Transition Assistance Group (UNTAG), due to begin 
: -UN and Chinese officials said Peking has approached UN Secret- 
.— ary-General Javier Perez de Cuellar about assigning five military 
-- officers to UNTSO and 20 civilians to UNTAG. 
 — Jn Namibia, such civilians would beassigned to election super- 
Rd vision. A UN official involved in advance planning for UNTAG said 
_ election supervisors would be expected to satisfy certain criteria, 
. amongt them: they would, atleast preferably, need to have experi- 
. encein monitoring elections; they would have to be available fora 
«^. week of training plus about three weeks for election duty in 
222% . November, and they would require a working knowledge of 
. English, "although German and Afrikaans might also be use- 
DM ” With. only. 700 election. monitors required, competition 











< Peking i is quietly scünding o out t the ue of enlisting its na- 
y and civilian duty under the UN flag. China is 


king's immediate interest is in the Jerusalem-based UN | 
Truce Supervision Organisation (UNTSO) and the newly au- 


perating | in Namibia (formerly Southwest Africa) in early April. 


composed exclusively of senior military officers, has functioned in 
recent years as the nucleus around which new peace missions are 


built. For example, its personnel were in two operations] last year 
in Afghanistan and Pakistan, and in Iran and Iraq. They are alsu 





attached to two Middle East peace missions: in sou them Lebanon — 


- and on Syria's Israeli-occupied Golan Heights. - 


Thus, Chinese officers theoretically could be susichied to al- 


. .most any UN presence — including one projected for Cambodia 
though, because of China's alignment i in that conflict, it almost 


certainly would not be. 

Chinese sources here trace Peking’: s earlier hostility towards 
peacekeeping back to the Korean War. "An imperialist peace force _ 
could never again be authorised by the Security Council or the 


. General Assembly,” a Chinese diplomat said. China had come to 


realise that peacekeeping "is welcomed by the Third World and 
plays a stabilising role in keeping conflicts from escalating.” 

By 1982, Peking was expressing its "full support" for the 
peacekeeping concept and later started paying its UN peacekeep- 
ing arrears. In December 1988, the General Assembly voted to ex- 
pand its peacekeeping committee to 34 from 33 to accommodate 
China's application for membership. Meanwhile, Chinese offi- _ 
cials have been to Jerusalem and Cairo to study peacekeeping op- 
erations and to quiz Scandinavian military contacts about their 
UN experience. a Ted Morello 


saying military-backed companies had vir- 
tual autonomy in selling. 

Another sign of the Foreign Ministry's re- 
newed importance is the promotion of the 
previous foreign minister, Wu Xuegian, to a 
vice-premiership and a seat on the politburo. 
His brief, focusing on implementing foreign 
policy and coordinating the country's dip- 
lomatic activities, indicates he has been given 
overall responsibility for vetting all future 
arms sales, analysts say. 

The Foreign Ministry is considered to be 
more conservative than the ISC, and by impli- 
cation more open to a Sino-Soviet rapproche- 
ment. Certainly, the background of Foreign 
Minister Qian Qichen — who was trained in 
Moscow, served in the embassy there, and 
has been in charge of the ministry's Soviet 
and East European desk — places him with 
Soviet-trained technocrats such as Li. 


ny shift in the bureaucratic balance, 
however, is likely to have only margi- 
_ «nal impact in influencing the summit 
decision. This is because only a handful of 
the most senior and concerned leaders, and 
ultimately Deng, have any say in major for- 
eign-policy decisions. It is still very much a 
personal process, though this will slowly 
change as a new generation of leaders 
emerges. 

Deng's retirement — he himself has said 
he does not expect to be holding public office 
at the end of 1989 — is likely to have been an 
important factor in the summit decision. 
There is increasing speculation that Deng 
will pass on his last remaining official post, 
the chairmanship of the Central Military 
Commission (CMC) to Zhao by the latter half 
of this year. A Deng-Gorbachov summit 
would have to be scheduled according this 
timetable. 

The summit will, therefore, also be 
another step in the succession process. For 
Zhao, the symbolic boost of promotion to the 
|  erful CMC chairmanship will help to 
pvp up his overall leadership prospects. 

The road to a sophisticated, integrated 
foreign policy, however, remains a long one. 
Fundamentally, a strong ethnocentric bias, 
stemming from a culture-bound tradition, 
exists in Chinese perceptions and attitudes 
towards external affairs. There are many 
among the older leaders who have hardly 
stepped outside China. 

This bias has surfaced in Peking’s rough 
handling of some foreign-policy issues, in- 
cluding its steamrolling over Hongkong and 
British opinions on the internal political and 
administrative future of Hongkong after it re- 
verts to China in 1997. 

Since Christmas, China’s Africa policy 
seems to have been left to be redefined bru- 
tally by the city authorities in Nanjing, and 
their rough handling of African students, 
who have been arrested and allegedly beaten 
after a dispute with local students over 
women. Street demonstrations and campus 
segregation policies had serious implications 
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Qian Qichen and Soviet counterpart Eduard Shevardnadze in January. 


for China's international image, but Peking 
stayed out of the issue. 

The Nanjing disturbances, which have 
soured, at least temporarily, China's rela- 
tions with some African nations, highlight 
the impact of independent provincial action 
on foreign policy, made possible by their 
growing economic strength. 

Provincial concerns overseas are princi- 
pally related to trade. Guangdong, Fujian, 
Shandong and Heilongjiang, for example, 
are at the forefront in the development of 
trading contacts with Taiwan, the Soviet 
Union and South Korea. And it is trade 
which is the locomotive pushing the tenta- 
tive opening and normalisation of relations 
with these three countries. The provinces 
thus provide Peking with a back door 
through which to initiate or substantiate for- 
eign ties without necessarily establishing of- 
ficial state-to-state links. 


> 





China's military, however, is probably 
the most influential group on the periphery 
of foreign policymaking. Although, Foreign 
Ministry officials stress, the military has no 
role in the negotiations leading to a summit, 
the military is known to prefer caution over 
the speed and extent the fence-mending 
should take. 

Despite this, the military has excellent 
channels and access to civilian decision-mak- 
ers. An indication of this was the impunity 
with which military-backed arms companies 
could sell arms to the Middle East, despite 
the objections of the Foreign Ministry. 

It gained further clout when Yang 
Shangkun, general secretary of the CMC and 
therefore a leading spokesman of military in- 
terests, became state president in 1988. Al- 
though it is largely a ceremonial position, ob- 
servers believe an energetic incumbent could 
use it as a position of influence. b 





CHINA 2 


What the leader says ts not always what he gets 


The whim factor 


ping dismayed and confused his for- 
eign-policy advisers when he con- 
fided to a visiting Finnish delegation in mid- 
October that he would meet Soviet President 
Mikhail Gorbachov in 1989. They thought 
his statement premature because both sides 
were still in the midst of delicate bargaining. 
Xinhua, the official Chinese newsagency, 
the next day amended Deng’s comments to 
say there “could” be a summit, saying the 
Finns had mistranslated Deng’s words. It 
was a clear illustration of how far foreign-po- 
licy decision-making has changed in China 
in recent years. 
When the late communist party chairman 
Mao Zedong and then premier Zhou Enlai 
decided on an even greater U-turn at the end 


C hina’s paramount leader Deng Xiao- 


of the 1960s and established relations with 
the US, they took few views from their advis- 
ers. In any case, it was the height of the Cul- 
tural Revolution, with the Foreign Ministry 
in chaos, many diplomats disgraced and 
even the then foreign minister, Chen Yi, ar- 
rested by the Red Guards. 

Today, the process of making and run- 
ning foreign policy is less dependent on the 
personal whims of individual leaders than it 
is on established organisational principles. 
Although, as in any authoritarian society, ul- 
timate power still resides with the top lead- 
ers, the decision-making process is being in- 
stitutionalised to a certain degree. That 
Deng's comments were corrected em- 
phasised the depersonalisation. 

In addition, Western scholars have: 


noticed that the centre of decision-making 
has shifted from principally political institu- 
tions, such as the politburo, to more adminis- 
trative and technocratic organisations, in- 
cluding the communist party secretariat and 
the state council. 

This means that the erratic twists and 
turns characteristic of Chinese foreign policy 
in the 1960s and 1970s, when it was under 
the control of a handful of leaders, including 
radicals such as former defence minister and 
party vice-chairman Lin Biao, are less likely 
to occur today. Chinese foreign policy in the 
1980s, cautious and sound in nature, reflects 
the increasingly pervasive influence of 
bureaucrats. 

When Deng retires, the importance of 
personalised decision-making at the very top 
will wane even further. If General Secretary 


Zhao Ziyang does succeed him as 
paramount leader, he will have far less influ- 
ence and power than Deng had, at least in 
the first few years of his tenure. Decisions 
will be made increasingly by consensus. And 
in foreign policy, his role may be even less 
than in other policy areas, though he will be 
involved in major issues. 

Zhao has had little foreign-affairs expo- 
sure and there are few indications that 
he is fascinated by the subject. He was a pro- 
vincial party offical and has focused more or 
less on economic planning, though when he 
was premier he made several trips overseas, 
including visits to the US, Eastern Europe 
and Western Europe. 

With the separation of party and state 
functions and foreign-policy decision-mak- 
ing reverting to government control, itis Pre- 





SOUTH KOREA 


A key Chun lieutenant is arrested for abuse of power 


Closer to the mark 


By John McBeth in Seoul 


hang Se Dong was the man who kept 
the secrets and was, perhaps, the 


most feared of former president Chun 
Doo Hwan's lieutenants. Thus, the 27 Janu- 
ary arrest of the former Presidential Security 
Service chief and Agency for National Sec- 
urity Planning (NSP) director on charges of 
abusing his power seemed to bring opposi- 
tion-inspired public prosecutors one step 
closer to Chun himself. 

However, critics assert that the probe into 
the affairs of Chang and other former Chun 
officials was more ceremonial than substan- 
tive and that it has yet to erase the legacy of 
Chun's controversial seven-year rule. Al- 
though there are others who may yet be 
brought before the courts, the retired three- 
star general appeared to be the main target of 
the prosecutors' seven-week investigation. 

Opposition parties say they intend to 
continue national assembly hearings into the 
Chun regime's bloody suppression of the 
1980 anti-government uprising in Kwangju 
and various “irregularities” during Chun's 
rule, warning that they will push for the ap- 
pointment of a special prosecutor if the in- 
quiry does not meet their expectations. But 
the ruling Democratic Justice Party (DJP) has 
indicated it will take no further part in the 
proceedings — a position which may have 
been strengthened by a decline in public in- 
terest as the novelty of the long, drawn-out 
hearings has worn off. 

Chun's refusal to undergo public cross- 
examination on his role in the events in ques- 
tion is clearly the primary bone of conten- 
tion. It also poses a dilemma. If opposition 


leaders Kim Dae Jung, Kim Young Sam and 
Kim Jong Pil refuse to accept Chun's offer to 
submit written testimony and instead seek 
his prosecution and imprisonment for con- 
tempt of the assembly, the hearings may lose 
their momentum altogether. 

Once regarded as the second most 
powerful figure in South Korea, the 53-year- 
old Chang now joins Lee Hak Bong, 50, a 
former presidential Blue 
House secretary for civilian 
affairs and deputy NsP direc- 
tor, who was arrested on 12 
January for alleged malfea- 
sance. The prosecution has 
so far detained or prosecuted 
about 30 people — including 
two former cabinet ministers, 
a Seoul mayor and a host of 
Chun's relatives — for of- 
fences allegedly committed 
during the Chun years. 

The opposition remains 
far from satisfied, however. It 
is also demanding the pro- 
secution of DJP lawmaker Lee 
Won Cho, former NSP chief 
Ahn Moo Hyuck, ex-presi- 
dential Blue House political affairs secretary 
Huh Moon Do and Chung Ho Yong and Lee 
Hee Sung, the respective special forces and 
martial law commanders at the time of the 
Kwangju incident. 

The prosecution has already dropped its 
investigation of Lee Won Cho, claiming it 
could find no evidence that he had siphoned 
off funds from the Korea Petroleum Deve- 
lopment Corp. to swell Chun's political cof- 
fers. Huh is still subject to questioning but 


Chang. 





mier Li Peng who is likely to wield more in- 
fluence. He has already been identified as 
one of the proponents of the current Sino- 
Soviet rapprochement. Li's recent tour to 
Southeast Asia and Australia was intended 
to boost his image abroad, too. 

A possible indicator of Zhao and Li's re- 
spective positions in foreign policymaking 
may come with the Sino-Soviet summit. 
Deng will be the principal Chinese represen- 
tative, but it is less clear who will rank after 
him at the summit. Gorbachov wears two 
hats, as president and communist party gen- 
eral secretary, so in formal terms, either 
Yang Shangkun, China's state president, or 
Zhao could play second host. Given that 
Deng will retire shortly after the summit, it 
will be an opportunity for his successor to be 
seen to shine. a Tai Ming Cheung 


Chung, Lee Hee Sung and Ahn apparently 
were not part of the prosecution's brief. 

Before his appearance at the asser . 
hearings, Chang had rarely been photo- 
graphed, preferring to work behind the 
scenes. Although he warned in a magazine 
interview late last year that he had enough 
secrets up his sleeve to bring down the cur- 
rent political structure — and apparently Pre- 
sident Roh Tae Woo along with it — he has 
never carried out his threat. 

His association with the former president 
dates back to 1965 when Chun visited him in 
a field hospital in Qui Nohn, Vietnam, 
where Chang was recovering from wounds 
received in a fire fight with Viet Cong 
guerillas. The two later served together 
in the Capital Garrison Command and, 
when Chun returned to Viet- 
nam as a regimental com- 
mander in late 1970, Chang 
went along as his aide-de- 
camp. 

As commander of the 
Seoul-based 30th Sec 
Regiment, Chang was a acy 
figure in the 12 December 
1979 coup de main — a has- 
tily arranged power play that 
brought Chun to power eight 
months later. He was ap- 
pointed to head the Presiden- 
tial Security Service in mid- 
1981, holding that position 
for four years before taking 
over the NSP directorship at a 
time when political repres- 
sion had become almost institutionalised. 

It was perhaps a measure of the trust 
Chun had in him that Chang was kept on as 
chief Blue House bodyguard in the wake of 
the 1983 Rangoon bombing, which caused 
the deaths of four cabinet members and 13 
other South Koreans. But as a native of 
southwestern Cholla, he was outside the do- 
minant clique from the rival Kyongsang re- 
gion — a factor which no doubt guaranteed 
his loyalty to his Blue House benefactor. w 


INDIA 


Party dissidents openly defy Gandhi's leadership 


Critics in Congress 


By Salamat Ali in New Delhi 


rime Minister Rajiv Gandhi's recent 
setback in Tamil Nadu state elections, 
has sent shock waves through his 
Congress party and precipitated open de- 
fiance in key Hindi-speaking states. Dissi- 
dents within his party are now stating pri- 
vately that the onset of the decline has come 
in Gandhi's leadership of the party, and with 
national polls due by year-end, he faces in- 
creasing turbulence both within and outside 
the party. 
The party’s electoral rout coincided with 
2 separate events which Gandhi's critics 
~- .eeking to tie to the Tamil Nadu setback: 
Dissidence surfaced simultaneously in the 
crucial states of Madhya Pradesh, Bihar — 
the second most populous state — and 
Gujarat. Ominous rumblings also are being 
heard in Rajasthan. These states, plus the 
most populous one, Uttar Pradesh, consti- 
tute the bulk of Congress' electoral support 
in the Hindi heartland, the bastion of the 
party's political power. 
Gandhi had appointed new chief minis- 
ters to all the Hindi states less than a year ago, 


to improve the party's electoral prospects in 


the forthcoming national polls, but 
his choice was not unanimously wel- 
comed. The dissidents had until now 
kept their misgivings private. Unfor- 
tunately, the bleak Tamil Nadu poll 
results coincided with a Madhya 
Pradesh High Court judgment all 
but indicting state Chief Minis- 
ter Arjun Singh and his rela- 

for allegedly corrupt activi- 
ties. 

The Congress working committee 
— the party's top decision-making 
body headed by Gandhi — asked 
Singh to resign, denying him the op- 
portunity of tendering his resignation 
on moral grounds. Singh retaliated 
by precipitating open dissidence on 
the issue of who should succeed 
him. 

Gandhi sent his Railway Minister Madho 
Rao Scindia to replace Singh, but hearing of 
ominous rumblings in the state Congress 
parliamentary party, sent also another of his 
cabinet ministers, Moti Lal Vora, as an alter- 
native. Arjun Singh put up his alter ego, MP 
Digvijay Singh, in opposition. 

Gandhi's emissaries were stuck as they 
discovered they had grossly underestimated 
the strength of Arjun Singh's supporters. In 
the event they had to resort to some arm- 
twisting, though Arjun Singh has denied a 


Gandhi: rumblings of discontent. 


newspaper report that Home Minister Buta 
Singh threatened that disobeying Gandhi's 
orders could result in jail for Singh's rela- 
tives allegedly involved in some illegal ac- 
tivities. 

Finally, Arjun Singh accepted Vora and 
the latter was sworn in as chief minister of 
Madhya Pradesh — 11 months after he had 
given up the same post and moved to the 
central cabinet under Gandhi's orders. How- 
ever, the calm prevailing in the Madhya 
Pradesh Congress party is uneasy and there 
are widespread fears thatunless Arjun Singh 
and his supporters can be won over — an un- 
likely prospect — they could sabotage the 
Congress campaign in the forthcoming na- 
tional polls. 

The Tamil Nadu polls coincided also with 
the declaration of open warfare in Bihar be- 
tween the state Governor G. N. Singh and 
speaker of the state legislature Shiv Chandra 
Jha on the one hand — the two have since 
resigned — and Gandhi-appointed Chief 
Minister Bhagwat Jha Azad on the other. 
With Jha in open revolt with covert support 
from several party heavyweights, the dissi- 
dents demanded Azad's removal. 

The dissidents refused to be placated by 





Gandhi's emissaries. Home Minister Buta 
Singh's cajoling failed in Bihar and the legis- 
lators walked out on him, hurling abuse. The 
dissidents constitute a simple majority in the 
legislature, and two-thirds of the party's 
legislative strength. Whatever the final out- 
come of the open defiance in Bihar, it is obvi- 
ous that Congress is in disarray in the state 
and the party has a Herculean task ahead to 
pull itself together in time for the national 
elections. 

Emboldened by events in these two 


states, Congress dissidents in Gujarat put 
Gandhi's appointee, Chief Minister Amar- 
singh Chaudhary into a tight spot by joining 
the opposition in criticising the government 
in the state assembly on the opening day of 
its budget session on 27 January. 

Some ascribe the rise of dissidence in 
Gujarat to the behind-the-scene manoeuvr- 
ings by Planning Minister Madhavsinh 
Solanki, who had earlier been removed by 
Gandhi from the chief ministership and 
taken into the central cabinet. He is said to 
have taken advantage of widespread resent- 
ment in the Gujarat parliamentary party 
against efforts to tame rebellious members 
by the threat of using information against 
them gathered in personal dossiers. Dissi- 
dents are demanding the removal of 
Chaudhary, though they are not saying 
openly that they want Solanki back. 

The dissident feeling in the Congress at 
the national level is typified by Chimanbhai 
Mehta, a senior member of the party, who 
was suspended from the party after he is- 
sued a critical statement following the Tamil 
Nadu polls. Mehta, a member of the upper 
house of the national parliament, had ar- 
gued that the Tamil Nadu polls had 
exploded the myth that there was no alterna- 
tive to the Congress. He had called implicitly 
for Gandhi's ouster by advocating "an alter- 
native within the Congress as the majority of 
the Congress members of various legisla- 
tures are displeased with the leadership." 

He had further stated: “Mafias have come 
to the forefront" in the party, and that the 
people of India had not forgotten the 
Swedish arms purchase contro- 
versy. The significance of these de- 
velopments is that pressure is 
mounting on the Congress, which 
has been under siege ever since the 
resignation from the central cabinet 
of V. P. Singh in 1986 in protest 
against the arms and other kickback 
scandals. 

The opposition is already calling 
for early elections, making it difficult 
for the ruling party to initiate fresh 
legislation and assert its authority. 
This is happening at a time when the 
squabbling within the main opposi- 
tion is beginning to diminish and the 
electoral success of the Communist 
Party of India—Marxist, in alliance 
with the victorious Dravida Mun- 
netra Kazhagam in Tamil Nadu, is 
spurring the Left to play a more active role in 
building a unified front against the Con- 
gress. Gandhi will have to move fast to shore 
up his defences against the mounting oppo- 
sition onslaught. 

However, yet another reshuffle of his 
cabinet will not do for, in the past four years 
there have been well over a dozen such 
exercises and 16 Congress chief ministers 
have been replaced, with the only result 
being an erosion of 15% in the Congress 
vote. ^ 
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When you need to know 
what’s going on in the world. 


When the Kremlin wants to find out 
what's really happening in the West, they 
tune to the BBC World Service. 

They are only too aware of how 
accurate our news service is. 

(On more than one occasion we've 
been the first to tell the Russian people 
what is happening in their own backyard.) 

Thev know that everv story that reaches 
us is checked for accuracy. 

A team of editors and translators make 
certain it’s balanced and unbiased. 
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of the hourly news bulletins. Or the five 
and a half hours of daily current affairs 
programmes. 

The BBC World 


mainlv on short wave, 24 hours a day in 


Service broadcasts 
English and thirty-six other languages. 

If you want to find out how to pick it up 
or what you will find when you do, write 
to BBC World Service Publicity, Department 
FE, PO Box 76, Bush House, Strand, London 
WC2B 4PH. 
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BURMA 


Opposition party demands general's removal 


Critical confrontation 





By Bertil Lintner in Bangkok 


confrontation appears imminent be- 
tween Burma’s increasingly assertive 
politicians and the ruling military fol- 
lowing a two-week campaign tour by popu- 
lar opposition leader Aung San Suu Kyi of 
the Irrawaddy delta region southwest of 
Rangoon. During the tour, which took her to 
Bassein, Ma-ubin, Myaungmya, Henzada, 
Labutta and other important towns in the 
country’s main rice-growing area, the local 
army commander, Brig.-Gen. Myint Aung, 
troops to intimidate the crowds that 
ed out to welcome her. 

the National League for Democracy 
(NLD) — the main opposition party, of which 
Aung San Suu Kyi is the general secretary — 
has demanded Myint Aung’s removal on the 
grounds that he has violated the promises of 
implementation of democracy given by the 
State Law and Order Restoration Council 
(SLORC), led by Gen. Saw Maung, who 
seized power on 18 September last year. In 
his capacity as southwest commander, 
Myint Aung is also a member of the SLORC, 
but he is headquartered at Bassein, not Ran- 

oon. 

“This will be a crucial test,” an analyst 
said. “If the SLORC refuses to remove Myint 
Aung, many people will question whether 
the military is sincere in holding free and fair 
elections. But if he is dismissed, it will boost 
the morale of the opposition, which then will 
have demonstrated its strength and influ- 
ence.” 

“eople reportedly were told not to come 

f their houses, barbed-wire fences were 
erected in major streets leading to the places 
where Aung San Suu Kyi was going to de- 
liver speeches and 34 NLD workers were ar- 
rested in Bassein and elsewhere in the wake 
of her tour. 

“They followed me everywhere with a 
rasping cassette recorder playing battle 
tunes,” Aung San Suu Kyi told the REVIEW in 
a telephone interview. “Myint Aung is not 
adhering to the army’s pledge of neutrality in 
politics.” 

Previously, some observers assumed that 
the military-backed National Unity Party 
— which ruled the country for 26 years 
under the name of the Burma Socialist Pro- 
gramme Party — was still well entrenched in 
the villages. 

But the enthusiastic welcome Aung San 
Suu Kyi reportedly received even in remote 
areas of the Irrawaddy delta, despite the 
harassment, indicates that the opposition is 
strong also in the countryside. 





Aung San Suu Kyi: test. 


Resentment of the military governmentis 
said to be growing — especially in the delta 
region — and not only because of the recent 
campaign against the NLD. In order to earn 
badly needed foreign exchange, the rice-rich 
delta has been given top priority for paddy 
procurement. Initially, the government de- 


manded 12-13 baskets an acre from the farm- 
ers at Kyats 1,600-2,000 (US$253-317 at the of- 
ficial rate) per 100 baskets (1 basket = 20.865 
kg). 
E "Butin order to secure an overall procure- 
ment target of 1.2 million tonnes of rice this 
year, Myint Aung has ordered his men to 
collect 22-25 baskets an acre in some areas, 
which means that the farmers there get just 
enough left to survive on, and nothing to sell 
in the free market, where the price is Kyats 
4-5,000," a Burmese source said. 

Additional hardships are said to have 


been caused by recent fishing agreements 
between the military authorities and Thai 
companies, which followed a visit to Ran- 
goon on 14 December last year by Thai army 
chief Gen. Chaovalit Yongchaiyut. Fishing 


rights along the entire Tenasserim coast have 


been sold to Thai interests, mainly the Atlan- 


tis Corp. and Mars & Co. 

Local people in the Tavoy-Mergui region 
— who for generations have depended on 
fishing for their survival — have now been 
forbidden to fish there. Instead, they have 


had to move to the mouth of the Irrawaddy 
delta, where the region's many farmers often 


supplement their incomes by fishing as 
well. ‘ 

“People are upset with the military au- 
thorities and the Thai companies,” a Bur- 
mese source said. “The situation in the delta 
is becoming explosive and unrest may erupt 
if the problems there are not dealt with in a 
tactful manner." 2 
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by-elections bring mixed results for Bhutto 


Ups and downs 


By Ahmed Rashid in Lahore 
he ruling Pakistan People’s Party (PPP) 
T has suffered a setback in by-elections 
in Punjab province, where the oppo- 
sition swept the polls. However, the PPP has 
confirmed its position as the country's only 
nationally based party. 

The PPP and its alliance partners won 10 
seats in all four provinces in 20 by-elections 
for the national and provincial assemblies 
held on28]January. However, the opposition 
Islamic Democratic Alliance (IDA) won nine 
seats in Punjab, including seven for the na- 
tional assembly, compared to the two won 
by the PPP. One seat in Karachi was won by 
the ethnically based Muhajir Quami Move- 
ment. 

Prime Minister Benazir Bhutto suffered a 
personal reversal when the seat she had vac- 
ated in Lahore on becoming prime minister 
fell to the IDA. Ghulam Mustafa Jatoi, a prom- 
inent Sindhi leader of the IDA, who was de- 





feated in the November general elections 
won a seat in Punjab. Jatoi, a favourite of the 
establishment, is now expected to become 
the leader of the opposition in the national 
assembly. 

The by-elections were necessary be- 
cause those national and provincial legis- 
lators who won from more than one consti- 
tuency in last November's general elections 
could, under the constitution, keep only one 
seat. 

The Punjab chief minister and IDA leader, 
Nawaz Sharif, has now secured the IDA gov- 
ernment in the province and there is no 
chance of the PPP trying to topple him. The 
confrontation between Punjab and the fed- 
eral government has been a major problem 
for Bhutto. 

The PPP can gain some relief from the fact 
that the opposition is now an effective force 
only in Punjab. “The opposition has been re- 
legated to one province only and coun- 
trywide it has suffered a reversal," said Sal- 


man Taseer, deputy leader of the PPP in Pun- 
jab. 

The ppp has also secured the provincial 
government in the North-West Frontier Pro- 
vince, after winning two seats there and 
gaining the support of 10 IDA assemblymen, 
who have formed a "democracy group" to 
support the PPP Chief Minister Aftab Sher- 
pao. 

The iDA's election campaign in urban 
Punjab had been spearheaded by the Islamic 
fundamentalist Jamaat-e-Islami party. Al- 
though the Jamaat was wiped out in the 
November general elections and its one can- 
didate lost to the PPP in the by-elections, its 
hard-core activists are now leading the fight 
against the PPP government. 

During the by-election campaign they ac- 
cused Bhutto of selling out to India — an 
emotional issue in Punjab, where anti-In- 
dian feeling is strong — and pandering to the 
Zionist lobby in the US. 

Sharif will now have to rein in the Jamaat 
ideologues if he wants an accommoda- 
tion with the centre, while Bhutto will also 
have to restrain her PPP members in the Pun- 
jab assembly. If the centre-Punjab confronta- 





Bhutto: destabilising effect. 


tion continues, it could have a long-term 
destabilising effect for the Bhutto govern- 
ment. 

This was evident during Bhutto's election 
campaign; she toured the province but faced 
a partial boycott from Sharif's provincial ad- 
ministration. 

The by-elections were an extension of the 
November general elections and bring to a 
close the political struggle that arose follow- 
ing the death in an air crash last August of 
former president, Zia-ul Haq. The public 
now expects Bhutto to put her losses behind 
her, accommodate the IDA in Punjab, con- 
solidate her government and start fulfilling 
her campaign promises. 

But there is some frustration in key sec- 
tors of society that so far there have been no 
major policy programmes outlined by the 
government, except for the freeing of the 
media. " 


dv 


PHILIPPINES 31 


Marcos’ home province bemoans his ousting 


Gone with the wind 








By Rodney Tasker in Laoag, Ilocos Norte 
F or the 20 years that former president 





Ferdinand Marcos held power, the 

llocanos were a privileged people. 
Marcos’ northern Luzon brethren were 
everywhere in his administration, the armed 
forces and corporate boardrooms. Govern- 
ment funds poured into Laoag, the capital of 
his native Ilocos Norte province, and other 
parts of “Ilocandia” to pamper this part of the 
Philippines in terms of infrastructure and 
services. 

Those days have gone with the wind. The 
450,000 Ilocanos in Ilocos Norte and perhaps 
another 1 million clansmen located else- 
where in the north would love their home- 
spun hero to return, but only his mostardent 
followers believe there could be a second po- 
litical coming. Post-Marcos Ilocano politi- 
cians in local and national office give due de- 
ference to his name, but without his pre- 
sence there is more infighting to emerge as 
top dog than a concerted effort to mobilise for 
his return. That movement is left to Marcos 
“loyalists” in Manila, who create a great deal 
of noise publicly but have little identity with 
Ilocanos living on their home turf. 

Given the clannish nature of Ilocanos — a 
comparatively diligent, canny people among 
their generally more easy-going countrymen 
— one might have expected Marcos’ heir-ap- 
parent to emerge by now. That does not 
seem to have happened. "Here, there are 
only politicians, not leaders," commented 
Castor Reval, a 71-year-old Laoag lawyer 
who was Marcos' main political opponent 
throughout his career and was President 
Corazon Aquino's "official-in-charge" gov- 
ernor of Ilocos Norte for 18 months before 
local elections in January 1988. 

Ilocos Norte's agri-based prosperity, built 
on garlic, tobacco, rice and vegetables, was 
enhanced during the Marcos years by the 
construction of good roads and bridges, the 
electrification of even the most remote vil- 
lages and sound irrigation. The sweeping, 
deserted beaches and neat, well-tended 
farmland, still look good. Even the staunch- 
est pro-Marcos local leaders admit that the 
Aquino government continues to give the 
province a fair budget and bureaucratic at- 
tention. Some say it is particularly favoured 
by a government wanting to reconcile with 
the Ilocanos. 

Marcos-era edifices dot the landscape: 
the expansive Fort Ilocandia Hotel, on the 
beach just outside Laoag, which is happy if 
1096 of its 126 luxury rooms are occupied; the 
“Malacanang Palace of the north,” an ele- 


gant building in Paoay built by the Marcoses 
as their northern retreat, now deserted; 
Laoag International Airport, with a runway 
long enough to accommodate long-haul air- 
craft, now partially blocked by concrete slabs 
to prevent an uninvited Marcos return from 
Hawaii. The ambience is of comfortable liv- 
ing, if now tinged with decay. 

Perhaps the same could be said for the po- 
litical scene here. At the national level, the 
best-known politician from Ilocos Norte is 
Roque Ablan, a longtime Marcos associate 
and now member of the House of Represen- 
tatives, who is known locally as a very weal- 
thy man who sometimes arrives at La 
Airport in his own chartered aircraft. 
lesser-known congressional colleague from 
the province is Mariano Nalupta. 

Both Ablan and Nalupta are known to be 
political friends of provincial vice-governor 
Rolando Abadilla, who has had an interest- 
ing career. As a Philippine Constabulary (PC) 
colonel, Abadilla was PC intelligence chief for 
Metro Manila during Marcos' rule. He was 
the most feared military man among political 
dissidents in Manilaatthe time. Abadilla was 
arrested shortly after an abortive coup 
against Aquino in mid-1986 and charged 
with mutiny and rebellion. 

Abadilla ran successfully for vice-gover- 
nor from jail in January 1988, was cashiered 
four months later, freed in December 1988 
and has since been holding officein the heav- 
ily guarded compound of his family's haul- 
age company in Laoag. He told the REVIEW 
that he was now very much involved in the 
military effort against a stepped-up c^ 
paign by the communist New Peo 
Army (NPA) in the province because locally 
based military officers, some his former 
juniors, came to him for advice. 

In the past month, the NPA — which gen- 
erally gave the Ilocos region a wide berth 
during Marcos' time — has made several 
daring raids in urban areas of the province, 
killing policemen and burning buses, trucks 
and construction equipment. 

Abadilla, Ablan and Nalupta are ranged 
politically against Governor Rodolfo Farinas, 
a 37-year-old lawyer whose family runs 
Laoag’s biggest transport company (the NPA 
burned six of its buses in early January). In 
the January 1988 local election, Farinas ran 
successfully against Ablan's mother Man- 
uela, who had been publicly endorsed by the 
exiled Marcos ina taped message. According 
to local observers, Farinas himself invoked 
Marcos' name during his campaign, iden- 
tifying youthful political similarities and 
saying he could be the next Ilocano in 





Malacanang Palace. Meanwhile, again ac- 
cording to local observers, Ablan cam- 
paigned against Farinas, at one stage accus- 
ing him of being a drug addict. 

Farinas told the REVIEW that he had been a 
longtime friend of his elected predecessor as 
governor, Marcos only son Ferdinand 
“Bong Bong" Marcos. Abadilla confirmed 
that at one stage during the February 1986 
uprising he acted as Marcos' emissary to talk 
peace with the rebellious Juan Ponce Enrile. 
Now an opposition senator, Enrile, himself 
an Ilocano from neighbouring Cagayan pro- 
vince, has been viewed recently as trying to 
establish himself as a new Ilocano leader by 
publicly calling for the "Ilocandia" region, 
embracing all of. northern Luzon, to be 
granted autonomy. 

Neither Farinas nor Abadilla nor Ablan is 
identified by Ilocanos as their new political 
warlord to slot into Marcos' mould. Among 
Marcos' close family, eldest daughter Imee 

olitically shrewd, like her father, and 
s living in Morocco — is considered more 
of a possible candidate to take on the Marcos 
mantle than herbrother Bong Bong, who has 
a playboy image here. 





Reval: cronies keep distance. 


But as Reval commented, Marcos' child- 
ren will probably be content living on the 
family's fabulous wealth outside the Philip- 
pines, rather than returning to an uphill poli- 
tical battle back home. Another factor, ac- 
cording to Reval, is that Marcos' political 
cohorts, including cronies, were now dis- 
tancing themselves from their erstwhile 
powerful boss and trying to identify with 





PHILIPPINES 2 


Aquino insists Marcos must stay in exile 


Politics of no return 


hile President Corazon Aquino's 
personal desire to keep her ousted 
predecessor out of the Philippines 
is understandable, given the wide belief that 
Ferdinand Marcos' power circle ordered the 
murder of her husband Benigno in August 
1983, the political reasons for blocking his re- 

are becoming less valid. Sources say that 
Aquino's Defence Secretary, Fidel Ramos, is 
the member of her cabinet most staunchly 
opposed to allowing Marcos back, on the 
grounds that the security forces would find it 
difficult to control the wave of perhaps vio- 
lent support his arrival would cause. 

Yet many analysts feel the Marcos threat 
is overblown. For a start, it is almost certain 
that if he was allowed to return it would be 
direct to his northern Luzon homeland of 
Ilocos Norte rather than Manila. And while 
Marcos is still loved and missed by his fellow 
Ilocanos, it is doubtful that he would be able 
to ignite them into a movement that would 
sweep him back to power. Agitation for Mar- 
cos' return has been reduced to a compara- 
tively small group of his most fervent — 
some say well-paid — followers, mainly in 
Manila. 

Three years after the military uprising 
that led to Marcos' overthrow in February 
1986, the Aquino government is also at last 
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ity. This, in the eyes of many political obser- 
vers, may well be strong enough to with- 
stand any political or violent assault 
launched even by the old political maestro 
himself. 

If Ramos is indeed the greatest obstacle to 
Marcos' return, it may be because he is 
thought to be Marcos' main personal enemy. 
Not only was Ramos Marcos' trusted acting 
chief of staff of the armed forces when he 
joined then defence secretary Juan Ponce En- 
rile tolead the revolt against the president, he 
is a fellow Ilocano and Marcos’ second cousin 
— an unforgivable break with the strong 
Filipino clannish culture. During the past 
few weeks, Marcos' wife Imelda has called 
Vice-President Salvador Laurel several times 
and even Enrile, now an opposition senator, 
beseeching them to help her "dying" hus- 
band to return to the Philippines. Yet Ramos' 
phone has reportedly remained silent. 

For Filipinos — particularly Marcos’ 
Ilocanos — forcing a former president to die 
in exile would arouse more emotional con- 
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under scrutiny by the courts: 28. 
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more potentially successful political factions 
for the future. 

One Marcos crony whom some Ilocano 
political figures identified as a possibly ac- 
ceptable figure to fit into Marcos' shoes was 
Eduardo Cojuangco, the former president's 
closest business friend who fled the Philip- 
pines with the presidential family. While 
Cojuangco hails from the central Luzon pro- 
vince of Tarlac, like his estranged cousin 
Aquino, he is identified here as a close and 
loyal associate of Marcos and he speaks the 
Ilocano dialect. Among the rest of the Marcos 
entourage, Imelda Marcos, who is from 
Leyte island, would be allowed by Ilocanos 
to live comfortably in the Ilocos region by vir- 
tue of her marriage to Marcos, though many 
Ilocanos hold her responsible for their 
leader's downfall. 

Meanwhile, the embalmed body of Mar- 
cos' deceased mother Dona Josefa, who died 
in May 1988 at the age of 95, is still lying in 
state at the Marcos family home in Batac, just 
south of Laoag. The Aquino government ac- 
cuses Marcos of using his mother as a politi- 
cal weapon because he says he should return 
to bury her. £ 


cern than the risk of having him back home 
now. While it can be argued that a dead Mar- 
cos will no longer be a threat to the Aquino 
government, a returning coffin — even if it 
goes directly to Ilocos Norte — is bound to 
strike a sympathetic chord among many 
Filipinos. Benigno Aquino's funeral proces- 
sion through the streets of Manila brought 
the capital to a standstill as more than 1 mil- 
lion Filipinos poured out to pay theirrespects. 

While using his health and perhaps even 
his death as a political weapon, Marcos in 
typical form also is trying to horse trade with 
the government for cash. Senate President 
Jovito Salonga revealed on 21 January that 
Marcos had written to an American inter- 
mediary, Allen Weinstein, president of the 
Washington Centre for Democracy, in July 
1988 suggesting he could pay US$5 billion to 
the government after a ^mutually acceptable 
understanding between himself and the 
government [that is, his return].” 

According to Salonga, Marcos said he 
would “provide the government with US$5 
billion of my present assets." In a further let- 
ter to Weinstein the following month, Mar- 
cos had said that he would instruct his 
lawyers to "cause the prompt transfer to the 
Philippine Government of those accounts 
that are currently disputed in Switzerland." 
That meant Marcos' Swiss bank accounts 
which, together with Marcos money else- 
where, is estimated to be worth about US$10 
billion. 

Salonga noted that one element missing 
in Marcos' letters was contrition. He called 
on Marcos not only to return his ill-gotten 
gains but to summon the "moral courage 
and humility" to apologise to Filipinos for 
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PHILIPPINES 3 


Marcos’ health and wealth come under scrutiny 


Closing in 


By Ken Stier in New York and 
Mark Thompson in Los Angeles 


he health of former Philippine presi- 
| dent Ferdinand Marcos is the key to 


whether or not he will stand trial in 
New York on criminal racketeering charges. 
His doctors say he is too ill — his lawyer even 
said he was dying — and indeed he was 
treated in a Honolulu hospital for pneu- 
monia and a collapsed lung as the debate 
among doctors continued in New York on 
18-20 January. 

The prosecution, anxious to get him into 
the federal court where he is to be arraigned 
on charges of pilfering US$103 million from 
the Philippine Treasury and defrauding 
American banks of another US$165 million 
to buy property in the US, is sceptical. It feels 
claims that Marcos is very ill are exaggerated 
and one report by US Government-ap- 
pointed doctors in late 1988 indicates they be- 
lieve he is pretending to be in pain. 

Both sides are agreed that Marcos, who 
has lived in exile in Hawaii since he was de- 
posed in a popular uprising in 1986, has 
pneumonia. Although his lung has been re- 
flated and his condition appears stable, the 
crisis seems to buttress the contention of his 
doctors that he is too ill to stand trial, even if it 
is held in Hawaii, as government pro- 
secutors recently offered when it became 
clear the formal arraignment would again be 
delayed for several weeks. 

Marcos' doctors even say the pneumonia 
has so weakened him he cannot withstand 
the additional testing necessary to decide 
whether he is fit to stand trial. His chief 
lawyer, Richard Hibey, asserted his client 
was "dying" and could not be arraigned any- 
where. 

The government-appointed doctors con- 
tend his heart, kidney and neuromuscular 
problems are minor and would not worsen 
from air travel or court appearances. One re- 
port says the "excruciating pain" he has in- 
creasingly come to complain of recently is 
"an affective or also fictitious component in 
the pain syndrome which Mr Marcos has." 

The report also notes that during their 
three-hour examination Marcos "casually" 
crossed his legs in both directions, after ear- 
lier demonstrating that he could lift one foot 
only two inches and the other not at all. 

The matter rests, however, until a hospi- 
tal report from the St Francis Medical Centre 
is received and the doctors go back to arguing 
before a federal court judge on 9 February, 
with the judge's ruling expected a week or 
two after that. While the issue of Marcos' 





health remains unsettled, no court date has 
been fixed for his wife, Imelda, who was ar- 
raigned as a co-defendant, in New York in 
October. 

A conviction could lead to a maximum 20- 
year prison term and the forfeiture of US$250 
million worth of real estate and art work in 
New York. Another lawsuit in California, 
founded on the same racketeering charges, 
could lead in theory to the forfeiture of all the 
Marcoses’ property — from jewellery in 
Hawaii to Swiss bank accounts. 

The civil suit, filed in Los Angeles by the 
Philippine Government, alleges that the 
Marcoses used stolen funds to open bank ac- 
counts and purchase property in Beverly 
Hills and also tried to slip jewels purchased 
with embezzled money past customs officers 
in Hawaii. 

If the racketeering scheme is proved at 
trial, any assets in the world that stemmed 
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Mrs Marcos leaves court in New York. 


from the same scheme could be recovered 
through the suit in Los Angeles, the 9th US 
Circuit of Appeals in California ruled. It also 
affirmed a freeze first imposed by a lower 
court judge in 1986 on the Marcoses’ prop- 
erty all over the world. 

Two judges on the appellate panel, how- 
ever, dissented. They warned that the global 
freeze is “unprecedented in its breadth.” To 
decide the merits of the Philippine Govern- 
ment's claim on each asset, “the district court 
would have to unravel all of the Marcoses' fi- 
nancial transactions over a long period of 
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time and over much of the globe. It would 
take a corps of historians years to accomplish 
the task.” They added: “We are not yet told 
why a single district judge in California 
should undertake it.” 

But the other nine appellate judges noted 
that the injunction barring transfers of Mar- 
cos’ worldwide holdings operates against 
Marcos himself, not the property as such. 
Since Marcos, in Hawaii and with assets in 
Los Angeles, is clearly within the court's 
jurisdiction, "there is no reason to be con- 
cerned about [the injunction's] territorial 
reach," they said. 

Their ruling was a reversal of a decision in 
November 1987, of a smaller, three-judge 
bench of the same court, which dismissed 
the original Philippine Government suit. 
Two of the three judges ruled that the ac- 
tivities of Marcos cited in that suit were "acts 
ofstate" and involved political questions that 
could not be examined by US courts. 

After rehearing arguments, the 11-ju 
bench said on 1 December 1988, that ' .... 
classification of 'act of state' is not a promise 
to the ruler of any foreign country that his 
conduct, if challenged by his own country 
after his fall, may not become the subject of 
scrutiny in our courts." 

Marcos' lawyers have appealed against 
this ruling to the US Supreme Court, which 
has previously declined to review two deci- 
sions from federal appeals courts that upheld 
freezes on Marcos' property in New York 
and Hawaii. 

For now, the criminal case in New York 
will take precedence over the civil action in 
Los Angeles. Defence lawyer Hibey is ex- 
pected to plead the ‘act of state’ defence, but 
the California ruling, while not binding on 
courts in other districts, is likely to influence 
the federal courts in New York that will hear 
appeals on that and other issues. 

The Los Angeles ruling also could revive 
several lawsuits filed in Honolulu and San 
Francisco against Marcos and Fabian ` 
the former chief of staff of the Philippmes 
armed forces, by individuals who claim they 
were illegally imprisoned and tortured 
under orders from Marcos. The suits were 
dismissed by lower court judges on “act of 
state” grounds, and appeals against these 
decisions held up pending the California 
court's decision in the civil racketeering case. 

If Marcos is convicted in New York the 
pursuit of the Marcoses’ assets would shift to 
Los Angeles, where the civil racketeering 
trial could be used as a vehicle for rounding 
up assets around the world. 

To be sure, the Philippine Government 
still has a long way to go before substantial 
assets are recovered. Lawyers would have to 
prove that each bank account, piece of jewel- 
lery or property is owned by Marcos and was 
connected with the racketeering scheme — 
and courts in Switzerland and other foreign 
countries would have to decide whether 
to accept the judgment of the California 
court. a 


Traveller's Tales 


prophet, says the Bible, "is not 
without honour, save in his own 
country, and in his own house." 
The majority of the people of Hong- 
| kong who are worried about their future 
| might respond “Amen to that.” Their unmis- 
takeable consensus, their answers to sur- 
veys, their letters and petitions, their public 


| meetings and resolutions have fallen on deaf 
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| ears, as the scriptures foretold, in their own 


territory. More importantly, their voices 
have been as sounds in the wilderness as far 
as Peking and London are concerned. Mar- 
garet Thatcher may have wrought many 
nestic miracles but few in foreign fields. 

Her most lamentable performance 
abroad so far, of course, has been her handl- 
ing of Hongkong's future. Her terrible trip to 
Peking in 1982 almost torpedoed the chance 
of any deal. Two years later it seemed that a 
brand had been snatched from the burning 
when the Sino-Bnitish Joint Declaration was 
agreed. Since then, however, it has been 
downhill most of the way. As both the spirit 
and the letter of that agreement have been 
progressively eroded over the past few 
years, those elements of the Hon gkong 
media still allowed by their proprietors to 
publish news and views contrary to the fic- 
tion that all is going well have charted the 
process of gradual betrayal. 

But Thatcher has remained unmoved by 
such distant distress signals, even when her 
stated determination that the inhabitants of 
the Falklands should decide their future was 
contrasted with her disregard for the wishes 
of the 6 million citizens of a most successful 

talist city. 


London continues blandly toignore more 
| Specific distinctions between the promises 
| Thatcher and her colleagues made to Hong- 


_ kong and to the British parliament in order 
; to sell the terms of the joint declaration to 
| both. The pledges were made by Thatcher 
| herself, her Foreign Secretary Sir Geoffrey 
Howe and such of her courtiers as former 
_ minister for state Richard Luce. They all 


. guaranteed that “in the years immediately 
ahead" (which presumably meant before the 


end of the 1980s) a strongly representational 
form of government would be established in 
Hongkong. Luce specifically promised "a 
firmly based, democratic administration." 
These pledges were in line with the joint dec- 
laration's guarantee of an elected legisla- 
ture to which the executive would be 
answerable. 

The facts are that recently the Peking-ap- 
pointed Basic Law Drafting Committee cyni- 
cally annroved a constitition for Honekono 
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which provides that only 27% of its 1997 
legislature will be directly elected, with the 
meaningless carrot of a possible referendum 
dangled before the populace in 2011. Howe 
has had the hypocrisy to describe this as an 
endorsement of the objective of universal 
suffrage, going beyond the pledges of the 
joint declaration. The post-1997 chief execu- 
tive will not be elected but "selected," and 
Howe has not admitted that it has been pri- 
vately agreed with Peking that the man — or 
woman — will be secretly identified in the 
next few years, so even the 1997 "selection" 
will be a pre-arranged farce. 

Howe has also claimed that every agree- 
ment in the negotiations so far has been 
within the terms and spirit of the joint dec- 
laration. This is a simple lie direct. The dec- 
laration promised Hongkong its own court 
of final appeal. It was recently agreed that in 
fact its jurisdiction will be subject to interpre- 
tation and revision by the standing commit- 
tee of Peking's National People's Congress. 
Hongkong was promised economic and fi- 
nancial autonomy; in fact the draft basic law 
lays down economic guidelines. The declara- 
tion assured Hongkong that its press would 
be free; if fact, that freedom will be limited to 
material not deemed inimical to China's in- 
terests. And soon. 


Hongkong rule by Hongkong people — à 
phrase once bandied about by Peking — has 
long since been abandoned. The process of 
erosion began with Peking's slow dawning 
of realisation that, though it had been telling 
itself it was the incarnation of a reviviscent 
China, it could not rely on Hongkong's 
Chinese community to vote as loyal compat- 
riots of its own ruling party, and thus 
switched to opposing "democracy" as West- 
em, confrontational and unnecessarily divi- 
sive (with a little more sophistication, Peking 
would have recycled all the neo-Confucian 
arguments of Lee Kuan Yew). 

Swift to scent the changing wind, Hong- 
kong's "community leaders" — or the great 
majority of those weathervanes who repre- 
sent Big Business — adopted Peking's line 
(they share the Marxists’ mistrust of the 
people) and mounted a well-funded cam- 
paign devoted to the “dangers” of demo- 
cracy. The combination of the Hongkong 
Government's spinelessness and the weight 
of the business establishment was just as dis- 
heartening and divisive in its impact on those 
liberals clinging vaguely to the wreckage of 
the joint declaration as was the combination 
of pressure and classic United Front tactics 
employed by Peking and its local offi- 
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But though the voices of Hongkong have 


been unheard in the wilderness, London still 
nurtures its own insular sensitivities and a 
few postimperia raw nerves can be 


touched. The admirable Bernard Levin re- |: à 


cently wrote a column in the The Times of 
London on the erosion of post-1997 human 
rights. Sir Geoffrey Howe and his Foreign 
Office reacted with uncharacteristic speed 
and within a suspiciously short time at- 


tempted to answer Levin's doubts, not asa |. 


Letter to the Editor, butin a feature article, no 
less, which predictably left Levin looking as if 
he had been savaged by a dead sheep. Then 
Portugal confirmed that it was at least meet- 
ing its responsibilities by granting 100,000 
passports for the people of Macau, which 
contrasted with London's refusal to grant 
British nationality to the 3 million British sub- 
jects of Hongkong. More recently, the The 
Times spoke again and in a main leader ac- 
cused the government of avoiding awkward 
questions on democracy and calling for a 
scrutiny of the policy of "convergence." 


That found the target and London re- 
sponded, if only tothe London voices. A par- 
liamentary select committee has been set up 
to inquire into the implementation of the 
joint declaration. Presumably it will look 


with interest into such statements as thatby |. 


Xu Jiatun, China's chief representative in 
Hongkong, who in 1985 accused the British 
of deviating from the joint declaration (by 
proposing democratic reforms) at about the 
same time as China's foreign minister was 
assuring Howe at the UN that matters were 
proceeding well. As the British parliament 


approved the declaration's terms, the select | - : 


committee might also be interested in the au- 
thority of the senior Peking official who 
stated only a year ago that it would be inap- 
propriate for the British parliament to discuss 
the Basic Law Draft, for that would constitute 
interference in China's internal affairs. 


The only possible rationale for the silence 
so far is that any public objection even to ob- 
vious departures from the joint declaration 
would only accelerate the haemorrhage of 
confidence in Hongkong and the exodus of 
its best and brightest. In fact, any credible 
signs that London was willing to stand up 
and hold China to its promises could only 
improve confidence. Certainly, the smooth 
evasions of the past have been debilitating. 
Can a city of 6 million people realistically 
place hope in a parliamentary select commit- 
tee? Probably not. But those who want to be- 
lieve in Hongkong's future are in a mood to 
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SINGAPORE 1 


Culture serves politics in the creation of a national ideology 





Plaving the iden 


 ByLynnPan 


its political ideology? One might think 
so from some of its leaders' pronounce- 
2 ~ ments. First Deputy Prime Minister 
Goh Chok Tong, Lee Kuan Yew's designat- 


—. ed successor, said in a speech in June last 


year that "Singaporeans have superimposed 
[upon the British system of government] the 
ideal political leader as a Confucian gentle- 
man, ajunzi, someone who is upright, mor- 
ally beyond reproach, someone people can 
trust . . . If I may quote in Mandarin from 
Confucius, ‘Zheng zhe zheng ye, zi shuai yi 


~ zheng, shu gan bu zheng. To govern is to set 


things right. If you begin by setting yourself 


Tight, who will dare to deviate from the 


right? . .. American politics is totally differ- 
ent from ours. The brightest and the best do 
not get, as a rule, elected into government.” 

Brig.-Gen. George Yeo, the finance and 
foreign affairs minister usually referred to as 
BG Yeo, spoke in a similar vein in December 
1988, stressing the intellectual and moral 
leadership of the Singapore civil service, and 
juxtaposing its role with that of the Roman 
. Catholic Church and the Imperial Chinese 
mandarinate. "The moral basis of the civil 
service of the Roman Church," he said, "is 
the Christian Bible. The moral basis of the 
Chinese mandarinate was and may well 
again be Confucianism . . . Like the 
priests of the Roman Church and the manda- 
rins of Imperial China, we have a mission 
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before us and it is worthy of us all." 

Confucius had a thin time of it in Singa- 
pore until earfy 1982, when the then deputy 
prime minister and education minister, Goh 
Keng Swee, announced that Confucian 
ethics would be offered as a moral education 
option to be taken by secondary school stu- 
dents. Singapore shares with many other 
young nations the wish to have itboth ways, 
to bemodern and traditional at once, to mod- 
ernise but not Westernise. Inculcating Con- 
fucian and other "Asian values," it was said, 
would provide the corrective to such "West- 
ern" attributes as materialism, individualism 
and hedonism, and stop young Singapo- 
reans from becoming pseudo-Americans or 
Britons. 

The Institute of East Asian Philosophies 
(IEAP), strongly Confucian in emphasis and 
proud of it, helped design the syllabus and 
write the text. Eight Confucian scholars 
from abroad were enlisted as consultants; 
two, professors Tu Wei-ming of Harvard 
and Yu Ying-shi of Princeton, were invited 
to sit on the rEAP's Board of Governors. 
A student at Taiwan's Tunghai University 
when Ears director Wu Teh-yao was 
its president, Tu has since become Singa- 











tity card 


pore’s most influential Confucian guru. 

The introduction of Confucian ethics as a 
subject did not go unchallenged. During his 
preliminary talks with politicians, adminis- 
trators, community leaders, academics and 
educators, Tu was asked some tricky ques- 
tions. One was: how to explain to the 24% of 
the population who are not Chinese that the 
promotion of Confucianism did notimply an 
assertion of Chineseness? To this Tu, citing 
the cases of Korea, Vietnam and Japan, said 
that the Confucian ethic transcended et 
and national lines. 

Another worry was that Confucianism 
had always been used in the service of val- 
idating and perpetuating autocratic rule. The 
historical facts speak for themselves. The 
government which Confucius taught was a 
kind of despotism: the people would move 
to the virtue of their ruler as “the grass bends 
to the wind." The mandarins, as superior 
Confucian gentlemen, knew better than the 
people what was good for them. 

In practice, the central Confucian virtues 
of filial piety and loyalty blurred all too often 
into unthinking obedience, and family feel- 
ing into clannishness and nepotism. The in- 
dividual counted for little; he had duties and 
obligations, not rights. How was one to 
square this, asked some sceptical Singapo- 
reans, with the fact that Singapore's govern- 
ment was founded on Western notions of in- 
dividual rights, the rule of law, and demo- 
cracy? In picking Confucianism, were the 
leaders dragging Singapore back to a 
cive style of politics? 

Tu met these objections by drawing a 
distinction between Confucianism as "a 
personal ethic" and Confucianism as "a po- 
litical ideology" — the one to be promoted, 
the other to be avoided. The distinction 
would elude most hardheaded students of 
Chinese history, but Tu reasons like Marxists 
who say that one cannot judge socialism by 
the Soviet Union, China, Eastern Europe 
and Cuba because these are all aberra- 
tions. What he had in mind for Singapore, 
he argued, was not the politicised ideo- 
logical kind of Confucianism, but something 
he called the "core values" of Confucian 
thought. 

“Core values” surfaced as key words in 
the recent government call for Singaporeans 
to evolve a “national ideology.” Launched 
by Goh Chok Tong in an address to the 
People’s Action Party Youth Wing in Oc- 
tober last year, the quest for a “national ethic" 
is said to be aimed at helping Singaporeans 


keep their Asian bearings as they 
move into the 21st century. 

All sectors of society, including 
the Malay and Indian minorities, 
are urged to submit their views on 
the proposed ideology to the gov- 
ernment. Among the first to do so 
were pupils of the Clementi Town 
Secondary School. Although some 
ofthem listed air-conditioned class- 
rooms and extra recreational 
facilities as important elements in 
the national ideology, most chose 
the right things, namely filial piety, 
loyalty, honesty and responsibil- 
ity. Remarkably few, noted The 
Straits Times, thought to mention 
multi-racialism. 

Although Goh had spoken of 
the need for each citizen to retain 
his “Chineseness, Malayness, In- 
dianess or Singaporeaness,” the 

` orities, particularly the Malays, 
that the national ideology will 
show a bias towards Chineseness. 
At the first public forum held by the 
Malay community to discuss this in 
December last year, a participant questioned 
the government's sincerity, and wondered if 
the leaders had not already made up their 
minds what the core values should be. 

It is difficult to escape that conclusion. 
During his tour of Australia in November, 
Lee Kuan Yew told reporters what he 
thought were the two core values vital for 
Singapore's long-term survival. First, "the 
basic attitude that the individual is lesser 
than the society," the notion of "society as 
number one and the individual, as part of 
that society, as number two." And second, 
the recognition that the family is the basic 
unit of society. 

Goh was even more explicit when he re- 
ferred in his October speech to a book he was 
reading, Ideology and National Competitiveness, 

larvard professors George Lodge and 
Vogel (the author of the provocative 
Japan as Number One). Goh was persuaded by 
the authors' argument that part of the reason 
Japan, South Korea and Taiwan succeeded 
in catching up with the industrial West was 
that they were “communitarian” rather than 
“individualistic” in their value system. Sin- 
gaporeans, he said, had now to decide 
whether individualism or communitarian- 
ism would serve them better. 

They had, he added, already been given 
their cue by the prime minister; in his speech 
to the Conference on GlobalStrategies earlier 
that month, Lee Kuan Yew had referred to 
the cultural and institutional factors under- 
lying the rise of the so-called post-Confucian 
states of industrial East Asia. The Japanese, 
Koreans and Chinese, Lee maintained, were 
alike in their thrift, industry and social 
cohesiveness, values attributed to the Con- 
fucian ethic. Singaporeans shared that 
ethic, Goh said, and "If we want to con- 
tinue to prosper, we must not lose our core 





Students were the first to be taught Con fucian ethics. 


values of hard work, thrift and sacrifice." 

None of this can be very reassuring to the 
Malays and Indians, because “what they're 
really saying," said one Indian community 
worker, "is that Singapore's economic suc- 
cess is owed to the Confucian (read 
Chinese) two-thirds of the population. 
Where does that leave us Indians, where 
does that leave the Malays?" Lee Kuan Yew 
himself is inclined to cultural explanations 
for the economic destinies of peoples, and 
believes that innate ethnic qualities, com- 
bined with climate and diet, give the East 
Asians a cultural edge over Indians and 
Southeast Asians. 

As for the institutional factors he men- 
tioned, these come down to what Tu, at an 
IEAP-sponsored seminar he gave in August, 
terms "maximum government." Tu's talk, 
entitled "Confucian Humanism and Demo- 
cracy," says that "the institutional and cul- 
tural factors that make industrial East Asian 
countries . . . strong in economic competi- 
tiveness" are the very factors that militate 
against their becoming full democracies. In 
Singapore it is widely assumed that the rich 
man is happier than the free. What Tu is say- 
ing in effect is that in East Asia, he is rich be- 
cause he is unfree. 

Nevertheless, he hopes to see the 
emergence of a "true democracy with East 
Asian characteristics." At the instigation, 
said a high-placed source, of Lee himself, al- 
most theentire text of Tu'stalk was published 
in The Straits Times. An editorial comment ac- 
companying it read, "Singapore is pointed 
out as an example of a desirable style of 
leadership, or maximum government, where 
the populace instinctively appeals to the gov- 
ernment for solutions to their problems." 

Recalling the historical link between Con- 
fucianism and despotism, a fellow Confu- 


cian scholar at the seminar, Prof. 
Julia Ching of Toronto University, 
observed that Tu had "idealised 
and romanticised" Confucianism. 
It was all very well for Tu to say in 
1982 that the danger lay not in Con- 
fucian philosophy itself, but in its 
politicisation. Seven years on, it 
would be hard to argue that Con- 
fucianism has remained unpoliti- 
cised in Singapore. 

There is always something 
bogus about a value system impos- 
ed from above, and Singapore's is 
no exception. As if one has only to 
be born a Chinese to be Confucian, 
ChineseSingaporeansof Buddhist, 
Daoist and Christian persuasion 
are considered Confucian. Confu- 
cianism is after all but one aspect of 
Chineseness, and one would not 
have thought that the avid embrace 
of commerce by the Singaporean 
Chinese businessman was particu- 
larly Confucian, or that the pursuit 
of profit would commend itself to a 
mandarin mentality. 

What makes it all the more bogus is that 
Singapore arrogates to itself only those bits of 
Confucianism that fit with the government's 
purpose. Nor do these bits always fit very 
well among themselves, as is clear from a 
consideration of the two core values singled 
out by Lee. The Confucian idea that the vir- 
tues nurtured in the family have their corres- 
pondences in the state and society (with filial 
piety appearing as loyalty, and fraternal sub- 
mission as obedience to authority) may be 
behind the call to uphold the family, but to 
regard the family as primary, as Chinese ex- 
perience abundantly shows, is very often to 
regard the state as secondary — the Chinese 
have habitually put family before society, 
guild before government. 

But there is nothing unusual about the in- 
difference to such contradictions, for the en- 
tire discourse on the relationship between 
post-Confucian values and the capitalist vig- 
our of East Asia, in Singapore as elsewhere, 
has been marked by a neglect of what it is in- 
convenient to consider, such as the fact that 
the economic success of Japan and South 
Korea is inextricable from their long tradi- 
tions of political and ethnic homogeneity, or 
the possibility that less Confucianism might 
have meant more capitalism in pre-socialist 
China. 

In Singapore, less Confucianism is taken 
to mean more individualism, and just as ex- 
cessive individualism, it is argued, has con- 
tributed to the decline of the West in relation 
to Japan, so the seeds of Singapore's destruc- 
tion lie in more individualism. Even if it is 
conceded that capitalist individualism has a 
place in modern economic development, it is 
with the implication that in the West, specifi- 
cally in the US, such individualism has be- 
come so extreme that it has not only per- 
verted democracy but has invited economic 
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decline. Unless Singaporeans are armed 
with a national ideology, the leaders say, 
they will be headed for a similar fate. 

Since the national ideology is to be taught 
in all the schools, what is also being debated 
is the language in which it is to be taught. A 
nervous Majlis Pusat, the umbrella organisa- 
tion of Malay-Muslim bodies, proposed that 
the core values be taught in a common lan- 
guage like English. Enthusiasts of the 
Chinese language, on theother hand, would 
like to seeittaught in the mother tongue. But 
years of encouraging Chinese education to 
die on its feet have assured the government 
— dominated at the top by Chinese who find 
-it easiest to express themselves in English — 
of a generation of creolised Singaporeans 


.. who speak only a fractured Chinese. Lee 


Kuan Yew has recently expressed doubts 
about the wisdom of teaching Singaporeans 
English, because it has given everybody, he 
said, "a translator in his pocket," and facili- 


~ tated the wholesale absorption of Western 


habits. 

The government's nine-year-old "Speak 
Mandarin" campaign is meant to provide a 
buffer against this. Statistics were released 
last year to show that 87% of the Chinese 
population can now speak Mandarin, but to 
go by what one hears in the streets and shop- 
ping centres, the campaign has chiefly suc- 
ceeded in producing Chinese children who 
can speak neither dialect, nor Mandarin, nor 
English with first-language proficiency. It 
has also succeeded in alienating the 
minorities — by creating, according to a dis- 
affected Indian, "an Us-and-Them climate. 


Us used to be fragmented into Hokkien, - 


Teochew, and other dialect speakers; now 
Us is a solid, Mandarin-speaking bloc." 

But the government has noted the find- 
ings of a study commissioned by the Com- 
munity Development Ministry which show 
the Chinese-educated to be more serious- 


minded and more supportive of the govern- 
ment than the English-educated, as well as 
being the only ones in the survey who do 
not contemplate emigration. Lee Kuan 
Yew, who when he came to power had 
made it his first business to hobble Chinese- 
ness — and the activism and communism 
that went with it — now finds himself, iron- 
icaly, more popular with the Chinese 
stream. 

Nearly two decades ago, he noted that 
“the English-educated do not riot.” Today, 
he sees opposition as a Western attitude. Ob- 
serving that the English and Chinese edi- 
tions of Asiaweek, the weekly news 
magazine, were "totally different," he said 
last year that while the "English newspaper 
will take an opposition point of view and 
splash it all over as if it is the point of view,” 
the Chinese version will have “none of the 


strident, antagonistic press approach of the _ 


West." "It's a different culture," he added. 

When it comes to preserving Chinese lan- 
guage and heritage, few can hold a candle to 
dialect and clan associations, historically the 
repository of Chineseness in immigrant 
Chinese societies the world over. In 1986, in 
an attempt to revitalise such organisations, 
the Singapore Federation of Chinese Clan 
Associations was founded with the blessing 
of the government. Presided over by Wee 
Cho Yaw, head of the United Overseas 
Bank, the federation works to ensure the 
continued survival of its member associa- 
tions and to attract more young people to 
their ranks. 

One local social scientist calls it a “re-eth- 
nicisation.” Privately, a number of govern- 
ment officials say that the re-ethnicisation 
has been taking place on an individual level 
— in Lee Kuan Yew himself. Lee, whose 
mother is said to have had a Malay for a 
great-grandmother, was brought up speak- 
ing English and Malay, and to aspire to the 





|^ SINGAPORE 2 


Core values touted as an antidote to Westernisation 
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By N. Balakrishnan 


hile the world's major powers are 
W supposedly getting away from the 

grip of ideology, Singapore, long 
praised by some but reviled by others for its 
non-ideological pragmatism, now is en- 
- gaged in a feverish process of formulating a 
“national ideology” — 23 years after its inde- 
pendence. 

An articulated national ideology, usually 
-in the form of a few short slogans, is a com- 
. mon enough phenomenon in developing 

countries. Indonesia has its "Pancasila," a 


pithy, five-point prescription of ideals, and 
Malaysia its "Rukun Negara," a virtually for- 
gotten dictum on Malaysian values. But, 
until now, Singapore's leaders apparently 
never saw the need for one. 

Moreover, Singapore has historically put 
its status as an open commercial port before 
any ideology. In fact, in the not too distant 
pastSingapore's leaders lectured other coun- 
tries for letting ideology get in the way of de- 
velopment by restricting the entry of capital 
from Western countries. 

Why then this sudden need for an ideo- 
logy at such a late date? Can this move to de- 


standards of the English gentleman. As a 
child he adamantly refused tuition in 
Chinese, and his grasp of the Mandarin he 
learned as an adult remains less than fully 
confident. 

He is thus a Singaporean version of what 
Lord Macaulay, the one to whom the idea of 
nurturing an anglicised elite in India is attri- 
buted, would term a “brown Englishman.” 
Zhou Enlai called him a “banana,” a derisory 
epithet for those who are yellow of skin but 
white underneath. Lee himself has said that 
he was nearly “deculturalised,” a condition 
for which, some scornful Chinese-educated 
Singaporeans say, he is now over-compen- 
sating. But however often he and his lieuten- 
ants may style themselves Confucian “gent- 
lemen,” a British colonial governor would 
still recognise their breed for one of his 
own. 

Other observers say that if Lee hasindeed 
become more Chinese, it is only because it 
serves his purposes better. The call for. 
turn to traditional values looks to some I 
vain attempt to put the cock back, and to 
others like a cunning move to make Singapo- 
reans care for the aged, a matter of growing 
concern in Singapore. Many do not see Con- 
fucian ideas taking root in Singapore. Confu- 
cian ethics is nota popular school subject. As 
a pupil at the Singapore Chinese Girls' 
School put it: "I'm not really into it; it’s bor- 
ing. The Conthics class is when we take cat- 
naps or read Mills and Boon romances under 
our desks.” _ 

For all that, in late December The Confu- 
cian Way: A New and Systematic Study of the 
Four Books was a best-seller. Asked why, a 
shop assistant at a bookstore — where copies 
of the book were prominently displayed be- 
side a stack of How to Keep a Man in Love with 
You Forever and 101 Ways to Boost Your Busi- 
ness — unhesitatingly replied: "Because it’s a 
Christmas offer.” u 


vise an ideology be seen as a tacit admiss.... 
that past policies have not brought about a 
Singaporean identity? Since its separation 
from Malaysia in 1965, Singapore has been 
Obsessed with its physical survival. Partially 
because its army is based on near universal 
conscription and its number of combat air- 
craft is larger than that of both Malaysia and 
Indonesia combined, Singapore's fears have 
eased somewhat. More importantly, Singa- 
pore's confidence in its future has risen along 
with its economic growth rates and standard 
of living, now one of the highest in Asia. On 
the political front, relations with its bigger 
Malay neighbours are better than ever, and 
neither Singapore's population nor the 
leadership see any immediate threats from 
them. 

With peace prevailing in the military, po- 
litical and economic fronts, Singapore's fears 
have been shifting to the cultural sphere. It is 
now obsessed with the notion of being 
swamped by foreign cultures, particularly 
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Western ones, and of ending up a "psuedo- 
Western" society, according to People's Ac- 
tion Party (PAP) leaders. 

During his November 1988 visit to Aus- 
tralia, Prime Minister Lee Kuan Yew said: "I 
watch Singapore becoming more cosmopoli- 
tan, wondering what the end result will be." 

The Straits Times newspaper quoted him 
as having said: "If one went back to Korea, 
Taiwan, or Hongkong 100 years from now, 
their descendants would be recognisable be- 
cause what they took in from the West was 
what their leaders decided to translate into 
their books, newspapers and TV program- 
mes," but "in Singapore we have given 
everybody a translator in his pocket and all 
doors are open. The results could be a 
wholesale revision of values, attitudes of 
good and bad, or role-models and so on." 

The problem facing the PAP leadership is 
how to forge its distinctness, how to ensure 
that thereis something Singaporean and that 
it will be long-lasting. The problem may well 
be that Singaporeans brought up on prag- 
matism seem to think that the logical conclu- 
sion of a "pragmatic" way of life is to move 
on to another country, should it 
offer more opportunities than 
Singapore. 

That there is emigration 
from Hongkong should not be 
surprising. That there also is 
emigration of professionals 
from Singapore — an MP de- 
scribed the problem as a time 
bomb ticking away — despite 
its stability and prosperity, can 
only be attributed to the lack of 
any emotional commitment by 
Singaporeans for a place that 
has room only for pragmatic 
values. 

The fear that Singapore may 
not survive and the feeling that 
it must find a separate identity is extremely 
strong among Singapore’s leaders. This fear 
may strike outsiders as strange, given the af- 
fluence and peace that prevails in Singapore 
today, but it is understandable if one looks at 
the history of Singapore. 

First Deputy Prime Minister Goh Chok 
Tong once said that he had already had three 
nationalities in his lifetime — he was a British 
subject before 1963, a Malaysian citizen be- 
tween 1963 and 1965 and a Singaporean after 
that — and that he hoped that he did not 
have to take a fourth citizenship. 

The Prime Ministers son Lee Hsien 
Loong and other PAP leaders’ answer to Sin- 
gapore’s identity problem is to formulate a 
national ideology based on what they have 
termed “core values.” 

On 17 January, Lee, speaking in par- 
liament, posed the problem this way: “What 
do we have in common as . . . third- 
generation Singaporeans which can hold 
us together, despite belonging to dif- 
ferent political parties?" He answered 
by saying that surely there must be some- 
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thing special about being Singaporean. 

The Straits Times reports Lee Hsien Loong 
as having said that “no Western country be- 
lieves that it is ordinary. The British . . . be- 
lieved they had some special ethos and so 
did the French and the Americans, who felt 
that they had energy, enterprise, imagina- 
tion, initiative and drive. These were their 
axioms of faith. What is our axiom of faith? 
Can we do with none?" Thus the need for a 
national ideology. 

The fulfilment of this need is being carried 
out in the political sphere, in political terms. 
So far, the debate has revolved around ac- 
colades for what are termed Confucian 
values and criticism of what are termed 
Western values. The evolving description of 
Singapore's "core values," especially when 
spelled out by the younger Lee, often is cast 
in terms of what the national ideology 
should not include. Excessive Western indi- 
vidualism, for instance, is not to be included 
in Singapore's "core values." 

While Western values are denigrated, 
Singapore's leaders fail to mention that their 
country's economy is almost totally depen- 
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dent on foreign investment (especially West- 
ern) and trade for its growth. The magnitude 
of this dependence is illustrated by the fact 
that the value of Singapore's foreign trade is 
three times the size of its GDP — a degree of 
dependence greater than Hongkong's. 

In this debate it is Japan and the newly in- 
dustrialised countries of East Asia, such as 
Taiwan and South Korea, which are touted 
as models for Singapore. Taiwan and South 
Korea are said to represent places that are 
commercially free but socially controlled, 
and they are said to possess strong com- 
munitarian values. However, the recent po- 
litical changes in South Korea and Taiwan, 
particualrly the emergence of strong opposi- 
tion parties, are not mentioned. 

The committee to formulate this new na- 
tional ideology is headed by Lee Hsien 
Loong, who also is the minister of trade and 
industry. He is leading the debate on the 
matter, despite a statement by Goh on 16 
Janauary that he is now "in charge" of run- 
ning the government rather than Prime 
Minister Lee Kuan Yew. Goh said that ques- 





tions to the prime minister should in future 
be directed to him. 

Goh is scheduled to take over as prime 
minister from Lee in 1991 but many believe 
that the younger Lee willbe the eventual suc- 
cessor to his father. Goh himself revealed in 
parliament that the presidential speech had 
been drafted by Lee Hsien Loong, though 
Goh set the themes, and that the younger 
Lee is often used by him in those instances 
where there is a "need to articulate a point 
strongly." Prime Minister Lee had publicly 
criticised Goh last year for being ^wooden" 
during public appearances. 

At a larger level, the debate on national 
ideology may well reflect the differences be- 
tween the two leaders and the classes 
they represent. Goh, an English-educated 
bureaucrat, is essentially a conservative 
pragmatist, not too inclined to start cam- 
paigns to push new values down the throats 
of a society. Lee, educated in Chinese and 
English and an army man, has shown thi 
wants to be perceived as a leader with p 
cal vision and the determination to imple- 
ment his views. 

The formal debate on national ideology 
began with President Wee Kim Wee's open- 
ing address to parliament which began its 
session on 9 January. Wee said that the "core 
values [on which national ideology is going 
to be based] include placing society above 
self, upholding the family as the basic build- 
ing block of society, resolving major issues 
through consensus instead of contention 
and stressing racial and religious tolerance 
and harmony." 

While the core values look general 
enough for everyone to agree with, the con- 
text in which the debate is being conducted 
has led to fears among non-Chinese 
minorities and those who want further 
liberalisation of Singapore's system that the 
new ideology may be used to implement 
Chinese chauvinist policies and reinforce the 
status quo of authoritarian rule. 


hey fear that once the national ideol- 
| ogy has been devised it may turn out 


to be a convenient basis for labelling 
individuals or groups who do not share the 
national ideology as "anti-national." Then, 
as one professional put it, the national ideol- 
ogy would become "an instrument for exclu- 
sion rather than integration." 

Those who may be excluded include Sin- 
gaporeans who insist on having the sub- 
stance and not merely the form of Westmins- 
ter-style democracy, lawyers who insist on 
practising “confrontational” law, Malays 
who feel that being Muslim means they can- 
not adopt dominant Confucian values and 
perhaps even Christians who feel that they 
have values which supercede a national 
ideology. 

The groundswell of opposition from the 
Malay community has been strong enough 
even for PAP Malay MPs to voice their opposi- 
tion openly in parliament. One of them, Ab- 
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dullah Tarmugi, reported that he had heard 
from some people that the government has 
already made up its mind on what the na- 
tional ideology will be. They have described 
the current "debate" as "going through the 
motions." 

While there has been criticism from the 
Malays they in turn have been criticised by 
PAP leaders, a trend which began in 1987 
when the younger Lee started thinking 
aloud about whether Malays can be expected 
to remain loyal should Singapore come into 
conflict with a Malay nation. 

The latest round of criticism directed at 
the Malays' sense of loyalty followed the 
elections last September, when the PAP was 
stung by an analysis of voting which showed 
that Malays, who comprise about 1576 of the 
population, had voted in disproportionate 
numbers for the opposition. Goh criticised 
the Malays publicly for not supporting the 
government. Until then, open discussion of 
race by Singapore's leaders had been taboo 

the implicit assumption had always 
veen that Singapore's multi- 
racialism worked very well. 

Perhaps summing up the 
feelings of the Malays, Tarmugi 
said in parliament on 16 Janu- 
ary: "It appeared we [Malays] 
did nothing right. It seemed 
that we were singled out for reg- 
ular unmeritorious mention." 
He added that feelings ran so 
high that "some members of 
my own community were on 
the verge of disowning my 
Malay parliamentary col- 
leagues and I for not openly 
championing their interests or 
challenging strong enough the 
perceived indignities aimed at 
the community.” 

Echoing the fears of many 
Malays of being swamped by a 
^ fucian national ideology, Tarmugi told 

iament: "It is one thing for the people to 
dress in the national costume of others or to 
partake of other culinary traditions, but to 
adopt from elsewhere and call one's own 
something as personal, deep and powerful 
as a value is a different and more serious 
exercise altogether." He also said that, "the 
inherent nature of a national ideology and 
the heterogeneity of our society inevitably 
begs the question: whose values do we 
adopt?" 

Tarmugi got his answer the next day 
when in a surprisingly frank statement, Lee 
Hsien Loong said that Singapore was not a 
melting pot — in reply to a point raised by the 
lone opposition MP, Chiam See Tong, who 
had said that he preferred the melting pot ap- 
proach to bring harmony among various 
ethnic communities of Singapore and that 
Western values such as economic develop- 
ment, democracy, freedom and the rule of 
law, if properly promoted, will serve the 
needs of Singapore in the future. 


Chiam had also stated that ^when we in- 
troduce Confucianism, we must inevitably 
refer to China. In this way, we will be reviv- 
ing our racial links with China. It is danger- 
ous and will have harmful effects on the 
promotion of racial harmony.” Chiam 
added: "Any promotion of Chinese chau- 
vinism must be dangerous in our multi-racial 
society." 

Chiam also gave an international dimen- 
sion by pointing out that “we are in an area 
where the Malay race is dominant and we 
cannot be seen to be advocating values 
which will make us more and more distinct 
and different from the rest of the region." 

In his reply delivered on 17 January, Lee 
Hsien Loong dismissed Chiam's statements 
as being "a fashionable, utopian argument," 
and did not accord with Singapore's "real- 
ity." He continued: "Now if you seriously 
say you wanted a melting pot, I would first 
ask you: all right, what flavour soup are you 
looking for? Do you want a Muslim soup, a 
Christian soup, a Hindu one or one in which 





Emphasis on things Chinese worries Malays and Indians. 


there is no religion, because we can't agree, 
so we will abandon all? 

"Or do you want a soup so bland that 
there is no taste, in which case we will all de- 
culturalise," he said. Then, Lee asked: "How 
many non-Chinese MPs would prefer to 
take that route? How does it help them if the 
Chinese become deculturalised?" 

The issue, according to Lee, is the too 
rapid Westernisation of the Chinese in Sin- 
gapore and the need to stop this with an 
ideology. Although the PAP leaders have 
been polite enough in public to say that 
Malays and Indians can also use their own 
values to stop Westernisation of their own 
communities, it seems that the government 
does not attach the same urgency to preserv- 
ing the core values of non-Chinese com- 
munities. Perhaps the government believes 
that it is unwise to have a largely Chinese 
Government attempt to define the "core 
values" of Malays who also are Muslims. 

Lee Siew Choh, the veteran politician 
from the old leftwing Barisan Sosialis party 


and currently a Workers Party MP with re- 
stricted voting rights, has expressed the view 
that the national ideology campaign may be 
nothing more than the revival of a campaign 
launched a few years ago to declare the PAP a 
“national movement,” unlike the other poli- 
tical parties with narrow politcal interests. 
The campaign slowly ran out of steam as sec- 
ond thoughts on the matter seemed to have 
developed within the PAP leadership itself. 

“What better idea than to link the Eastern 
values to a national ideology, get the whole 
population to support it and gradually shift 
support for the national ideology into a sup- 
port for the government and the PAP," said 
Lee Siew Choh on 18 January in parliament. 
He claimed that to gain support for the pro- 
posed ideology and "consolidate PAP rule," 
the government came up with the "vaguely 
phrased core values." 

Lee Siew Choh also noted that Singa- 
pore's national pledge, repeated by school 
children daily, already contains values such 
as democracy, justice and equality in it. He 
said that "our problem lies not 
in knowing what values we 
need but in how to get everyone 
to put these values into prac- 
ace.” 

Addressing the fears of 
those with Western ideas such 
as democracy, Lee Hsien Loong 
said: “We are not talking about 
making zombies of Singapo- 
reans . . . But just shift the ba- 
lance some . . . from forgetting 
your communitarian links and 
bonds to reinforcing them and 
holding back the process of dis- 
solution." 

There are those in the oppo- 
sition who believe that the real 
fear of the Singapore Govern- 
ment may not be so much fearof 
losing one's culture or values as 
the fear of losing power. Despite a denial by 
Lee Hsien Loong that the national ideology is 
a device to perpetuate PAP power, many ob- 
servers are fearful that this may be exactly 
what is happening. Chiam said: "As Singa- 
poreans become more Westernised, they 
would press for ‘real’ democracy, elect more 
opposition candidates and even change the 
government." He added: “I think that is 
the crux of the matter . . . That is the real 
problem." 

Other observers are more sanguine and 
feel that while the government launches 
every campaign as if the very life of society 
depends on it, in practice the government is 
duly mindful of the practical consequences 
of any policy change, and takes a pragmatic 
attitude on policy and an extremist attitude 
when it comes to slogans. These observers 
point to campaigns such as the one to make 
PAP a "national movement" or proposals to 
tamper with the one man, one vote system 
which got nowhere in the face of quiet resist- 
ance from the population. * 
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An NEC computer system brings the utmost in efficiency 
to Mackoy Memorial Hospital in Taipei, Taiwan. 


Behind NEC's C8C concept — the integration of computers and communications — 
you'll find a dynamic contribution to all aspects of business and personal life around 
the world. At Mackay Memorial Hospital in Taipei, for example, NEC's System 450 
mainframe computer and network terminals bring greater efficiency to patient 
service, from registration to prescription to billing. It's a system made possible by 
NEC's close partnership with customers in developing solutions that match our C&C 
capabilities with the needs and desires of people everywhere. 
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High-quality NEC colour televisions for the Thai mark 
iare manufactured locally at Siam NEC, Thailand. 


INEC's commitment is to one world through C&C. But this means more than providing 
advanced C&C products. It means manufacturing products in local markets to meet 
llocal needs. In Asia, NEC's growing involvement includes production facilities for 
home electronics, electron devices, and communications systems; computer market- 
ling and software development offices, and a responsive sales and service network. 
All of which confirm NEC's commitment to bringing our business as close as possible 
ito our customers, and to providing better products and service around the world. 
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Mandarin ts back in fashion in the la nguage debate 


Speak Singaporean 


hat has distinguished the Chinese 
in Singapore from other Chinese 
communities in Asia has been 
their acceptance of English as their main and 
often only language. But that may change, 
albeit very gradually, if proposals for altering 
the language policies being debated in con- 
junction with the national ideology are car- 
ried to their logical conclusion. 

Singapore supposedly has four official 
languages — Malay, Chinese, Tamil and 
English — but unlike Hongkong, a British 
- territory where the street signs are in English 

 andChinese, allthe street signsin Singapore 
are in English only. 





Singapore is, at least in public life, effec- 


tively an English-speaking society. The 
` prime minister delivers his national day 
speech in English after a summary in Chi- 
nese and Malay and all the important minis- 
ters and MPs speak English in parliament. 
The courts conduct their affairs in Eng- 
lish, and all the tertiary institutions and 
most of the schools teach in English. Many 
schools, concerned with maintaining Eng- 
lish "standards," have imported teach- 
ers from Britain. Is all this about to 
change? 

Singapore’s concern at preventing the ex- 
cessive Westernisation of its population may 
also foreshadow, in addition to the formula- 
tion of a national ideology, changes in its lan- 
guage policy. Prime Minister Lee Kuan Yew, 
perhaps alluding to this when he wasin Aus- 
tralia last year, said: "I am not at all sure that 
the things that we set in motion as necessary 
for our survival — like teaching the popula- 
tion the English language — that that was a 
wise thing because we are in the process of 
becoming a different people." 

Along with the debate over national 
ideology, a parallel debate has arisen over 
whether or not the "core values" of the 
-Chinese can be taught in a foreign language 
such as English, or whether such values can 
only be imparted in the mother tongue. The 
government has come down on the side of 
mother tongue. In this case, mother tongue 
means Mandarin, despite the fact that many 
Chinese Singaporeans speak in dialects such 
as Hokkien, Teochew and Cantonese, and 
some only recently have started learning 
Mandarin because of the government's 
"Speak Mandarin" campaign. The govern- 
ment's slogan is: "Use more Mandarin, Less 
Dialect." 

The campaign against the use of dialects 
has gone to curious lengths, including dub- 
bing the Hongkong-made, Cantonese soap 
operas into Mandarin for Singapore Tv. 


Many Chinese-educated Singaporeans do 
not entirely support the Mandarin cam- 
paign. One of them said that the "policy 
merely makes us speak a kind of mongrel 
Mandarin and robs us of our spontaneity 
that we have when we use our dialects." 
Some of the diehard Chinese traditional- 
ists are also unhappy about the use of 
simplified characters to teach Mandarin in 
Singapore. 

The policy against dialects also means 
that, increasingly, Singaporean Chinese find 
it difficult to communicate with their Chi- 
nese neighbours and therefore Confucian 
cousins, the nearly 4 million Chinese in 
Malaysia, since the Malaysian Chinese and 
the Chinese communities in other countries 
of Southeast Asia still use only dialects. 

Many observers have remarked that 
Malaysian Chinese, who are more rural and 


who have to deal with a party system based 


onethniclines, haveretained more 
of their "Chineseness" than the e 





More English by the year 


urbanised Chinese of Singapore. The re- 
sponse of the Malaysian Chinese to the Man- 
darin campaign in Singapore has been mut- 
ed, though some of the Malaysian politicians 
have on occasion proposed theirown “Speak 
Mandarin” campaign to unify the Malaysian 
Chinese. 

Perhaps aware of this, the Singapore 
Government has given as one of its reasons 
for the encouragement of Chinese the possi- 
bility of enhanced commercial ties with 
China and Japan, because the latter two 
essentially have the same script. Some of- 
ficials have even said that Singapore will 
win out over Hongkong because the bureau- 
crats in Peking prefer to deal with Man- 
darin-speaking Singaporeans rather than 
Cantonese-speaking people from Hong- 
kong. 
All Singaporeans, who study in English, 
are expected to learn a second language. In 
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tne Current debate, which seems designed to 
elevate the status of Chinese, the designation 
of “second language” is being changed to 
“mother tongue.” 

Not all second languages or mother ton- 
gues are equal, however. It is mandatory for 
all Chinese to study Mandarin; they cannot 
study Malay for example, though the other 
ethnic groups, the Indians and Malays, can 
study Mandarin. In practice, most students 
study the language of their ancestors. 

Some observers say the Mandarin cam- 
paign and the proposed national ideology 
will have the effect of declaring the Chinese 
community as the dominant community in 
Singapore, and that other communities can 
only challenge this at their political peril. 
These observers say that Singapore, rather 
than being the multi-racial antithesis of 
racially segregated Malaysia, might now 
become Malaysia’s mirror image, with the 
Chinese, rather than the Malays, as the 
dominant community. 

The current aim of Singapore's lingu 
policy is to produce a bilingual people cum- 
fortable in both Mandarin and English, butin 
practice some schools are still thought of as 
being "Chinese" and others of being "Eng- 
lish" because of tradition. 

Singapore's language policy has pro- 
duced students “weak in one or the other 
language and sometimes good in neither lan- 
guage," according to an educator. 

If the policy to increase the importance of 
Mandarin does gather momentum and sus- 
tains itself, unlike other education cam- 
paigns that have been abandoned because of 
silent resistance from the population, the 
chequered linguistic history of Singapore 
will have come full-circle. The vicissitudes of 
Singapore’s changing linguistic policies re- 
flect in part the changing political complex- 
ion of Southeast Asia and the world, and in 
part Lee's changing personal beliefs. 

In the 1950s, when the People's Action 
Party (PAP), including Lee, was basicall-- - 
united front party of the Malayan Cx 
munist Party, it championed the cause of na- 
tive languages, particularly Chinese but also 
Malay, over English. 

As soon as the communists split with the 
PAP and the faction controlled by Lee seiz- 
ed power, Lee went on the offensive against 
the section of the population favouring great- 
er use of Chinese, calling them Chinese 
chauvinists. The fact that a large number 
of those favouring the greater use of Chi- 
nese were communist sympathisers must 
have been a factor in Lee’s change of tac- 
tics, but it could not have been the only 
reason. 

The “anti-Chinese chauvinist" policy of 
Lee climaxed with the closing of the Chinese- 
language Nanyang University in 1980, the 
only Chinese-language university in South- 
east Asia and what could have become a 
fountainhead of Chinese culture in Singa- 
pore had it been allowed to exist. 

The anti-chauvinist policy also involved 
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the jauing or Cninese-language newspaper 
editors. It is significant that these moves 
were carried out not only against the left- 


rx wing, which had become a spent force in Sin- 


gapore by the late 1960s, but also against the 
Chinese-educated business classes and in 
some cases even sections of the English-edu- 
cated Chinese. | 

One owner of a Chinese-language news- 
paper detained and accused of spreading 
Chinese chauvinism, Lee Mau Seng, was 
from a prominent Westernised Chinese 
business family of Singapore and did not 


20 even speak Chinese. After his release, he 


migrated to Canada. 


; The language policy was modified to 
5. favour Malay as Lee led the campaign in the 
.' early 1960s to merge with Malaysia. Apart 


from brushing up his own Malay, Lee also 


Chinese-language secondary school and ar- 
ranged intense private tuition in Malay. This 


has given Lee Hsien Loong a trilingual facil- 
ity that few other second-generation leaders 
of Singapore have. 

The importance of Malay declined 
rapidly after Singapore left the Malaysian 
Federation in 1965, and few non-Malay Sin- 
gaporeans speak Malay. It is not often 
realised that the ascent of English in Singa- 





| pore came notonly at the expense of Chinese 


butalso of Malay. Until the 1960s, Malay was 
the language of the marketplace and the lin- 


gua tranca tor 5ingapore's working classes, a 
function that has been usurped by a kind of 
pidgin English, sometimes known as 
Singlish 


Not only did the importance of Malay de- 
dine in the lower reaches of society, it also 
declined among higher up the scale. A sec- 
tion of the older Chinese community in Sin- 
gapore, known as Peranakans, had ab- 
sorbed Malay so thoroughly that they had 
stopped using Chinese. The maternal side of 
Lee Kuan Yew's family actually belonged to 
this group. But this group, too, has aban- 
doned Malay in favour of English. 

Is Chinese now going to become domin- 
antinSingapore again? Itseems unlikely, say 
most observers, though it may gradually be- 
come more importantthanitis now. The Sin- 
gaporean Chinese themselves, who see the 
importance of English as a commercial lan- 
guage, will not want to turn their back onitto 
any significant degree, they say. 

The policy changes being proposed by 
the Ministry of Education to promote 
Chinese are minimal. The ministry has pro- 
posed increasing the number of schools 
teaching Chinese according to demand. It 
has also proposed strengthening the 
Chinese language department of the Na- 
tional University of Singapore and has pro- 
posed “immersion” schemes in association 
with Chinese clan associations for those 
wanting to learn Chinese. 


The ministry has been careful to say that 
“parity of treatment” will be given to all lan- 
guages and has said it may even consider the 
setting up of a Tamil studies department, but 
the emphasis is clearly on improving the 
standard of Chinese. 

One of the common reasons given by the 
Singaporean Chinese professionals for emi- 
grating to Australia is that they are doing so 
for the sake of their children, because they 
think the emphasis on learning Mandarin is 
hindering their children's educational deve- 
lopment. Most Singaporean parents object 
to the government's language policy not be- 
cause of ideology or nationalism, but be- 
cause it has undergone too many changes in 
too short a time or that it may be placing an 
extraordinary burden on the children, who 
also devote very long hours for studying the 
other subjects in the rigorous schools of Sin- 
gapore. 

The revival of Chinese language now, in 
the context of a national ideology, is a * 
different phenomenon from the upsurg 
Chinese-language nationalism in the 195us, 
when it was inextricably tied up with the 
anti-colonial struggle and therefore did not 
threaten the non-Chinese groups. Now, 
with the PAP in charge and the party losing a 
considerable amount of Malay support, the 
Chinese language policy is often perceived to 
be Chinese chauvinism by the minority 
groups. n N. Balakrishnan 
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The catch in caution 





The Elite and the Economy in Siam gi 
c 1890-1920 by lan Brown. Oxford 
University Press, Singapore. No price given. 





A hackneyed explanation of things and 
ways Thai is that by some aberration of his- 
tory the country was never colonised and 
abused by the imperial Europeans. Knowing 
where their best interests lay, the Thais ac- 
commodated the foreign presence so flexibly 
that they obviated any need for the intruders 
to annex their country. 

Their critics see this as a lack of pride and 
even as spinelessness. But the evidence of 
history, reinforced by contemporary obser- 
vations, points to the Thais as having only a 
deep streak of caution, coupled with a confi- 
dence in their social system which prevails 
over any xenophobia, as well as an acute 
awareness of their own interests and 
abilities, and, perhaps more importantly, 
their shortcomings. 

These qualities, lan Brown shows in his 
book, often resulted in inertia, as they made 
for a lack of sureness in the country's deci- 
sion-makers. But they also resulted in Thai- 
land having far fewer political and economic 
disasters than other Asian countries. All this 
made Thailand the odd-man-out in the colo- 
nial era. 

The issue is important because without a 
European colonial master to dictate develop- 
ment policies, especially those on exploiting 
primary resources, Thailand has had to do 
things alone. During the watershed period 
covered by the book, neighbouring colonial 
regimes presented serious challenges to 
Thailand's competitiveness. 

Brown describes the debates that went on 
among the decision-makers on several cru- 
cial issues: modernising and expanding 
rice production, managing 
tin and teak resources, the 
conception of indigenous bank- 
ing, and industrial diversifica- 
tion. 

At the turn of the century the 
major question was whether 
the government, unhappy with 
the results of private irrigation 
development in previous dec- 
ades, should undertake to cut 
canal networks itself. Although 
the leadership had a clear grasp 
of the problems, the debate 
wore through two decades and 
several expensive foreign advis- 
ers. Meanwhile, the country's 
competitiveness in interna- 
tional rice markets began to de- 
cline seriously. Similarly, the is- 
sues involved in the tin and 
teakwood sectors, especially 


that of foreign investment, were argued over 
for decades. 

Brown’s sifting of period documents 
yields a fascinating picture of why Thailand 
fumbled on for so long. The picture is all the 
more fascinating for the similarity it bears to 
that presented by Thailand today, as it con- 
templates the prospect of becoming a newly 
industrialised country (NIC). 

Asin any country, the arena of policy dis- 
cussion in Thailand in the early 1900s was in- 
fested with players interested in only per- 
sonal financial and political gains, with un- 
selfish liberal and conservative technocrats, 
and with well-meaning but misguided lead- 
ers and advisers. Technical issues were re- 
viewed again and again, the review often 
starting with the opinions of foreign experts 
which were then cross-checked against 
those of Thais sent to Europe to study. As 
Brown shows, though, neither the foreign- 
ers nor the Thai experts were fully trusted, 
because as often as not they were more in- 
terested in increasing private industry's 
benefits. 

The concern over foreign investment vs 
national benefits is also understandable. The 
government knew it could not be overly pro- 
tective and risk scaring away private capital. 
Nevertheless it wanted adequate income 
from the extractive industries. 

The matter impinged on fiscal policy. The 
government was very aware that it could 
and should not undertake all development 
by itself. The conclusion that canal develop- 
ment should be handled by the government 
came after extensive study. But financ- 
ing it was then at issue because of the 
simultaneous need for a railway to the 
north. The government was neither pre- 
pared to print more money nor go out on a 
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Nineteenth-century Bangkok: confidence over xenophobia. 


shaky limb by borrowing heavily in Europe. 

Brown's condusion that the decisions 
closely imitated the policies of Siam's colonial 
neighbours is not borne out by his own evi- 
dence. The country was well aware of the 
need to lower production costs and improve 
yields and to keep up exports. The answers 
it arrived at understandably resembled 
those of its successful competitors. If it 
had merely imitated its neighbours, the de- 
bates would not have raged on and onincon- 
clusively. 

In fact, the debates which Brown reviews, 
whether they were on rice and canal deve- 
lopment, or on the foreign role in banking 
and the teak and tin industries, sound much 
like what one hears in Bangkok today. The 
questions are the same: financing responsi- 
bility, reliability of advisers and investors, 
risk of the foreign control of assets. Especially 
similar is the still-unanswered question of 
whether Thailand should expand its foreign 
borrowings to finance these deve’ 
ments. 

The question remains, however, that if 
Thailand has been so awake to economic op- 
portunity and need, why is it not a NIC al- 
ready? Why does it lack the industrial might 
of China, or the plantation strength of 
Malaysia? What hobbles the country is cau- 
tion and economic conservatism. The net re- 
sult, as Brown pointed out for tin and teak 70 
years ago, is that regulation becomes the sub- 
stitute for restructuring. The debates can 
then continue. 

Commenting on the same phenomenon 
in 1987, former senior finance official 
Phaichitr Uathavikul wrote: “If we are to take 
full advantage of opportunities that will 
come about as a result of past achievement 
. .. we Shall simply have to start implement- 
ing some of the measures which have been 
endlessly discussed and debated. Otherwise 
we shall be in danger of missing the boat 
once again." 

Yet even Phaichitr, a strong critic of ; 
ernment decision-making, acknowledge 
one case that, "in spite of in- 
tense lobbying, the final out- 
come was based on economic 
rationality and financial pru- 
dence rather than political ex- 
pediencies. This augurs well for 
the future of prudent invest- 
ment management in Thai- 
land." 

It also means that Thailand is 
not a great NIC candidate. 
Brown’s conclusion that the 
final external constraint is the 
perception and horizons of the 
Siamese administrative elite still 
holds true. But considering the 
stable progress of the Thai econ- 
omy over the past decades, and 
the contrast this poses to the 
volatility in much of Asia, it is 
more of an asset than a liability. 

u Paul Handley 
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Renditions Special Issue: Hongkong, 
Nos. 29 & 30. Chinese University Press of 
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which will make men condemn me." 

This anthology of writings on Hongkong 
stirs a dusty memory of that ambiguous 
classic, for it is associated with two interpre- 
tations of Confucius’ ideal of the Great Har- 
mony (Da Tong). One is of a future Utopia. 
The other is of a lost Eden. It is clear from the 
wonderful, though qualitatively patchy, 

ety of the contributions to this collection 

culturally, socially, and politically Hong- 
kong is similarly torn. This collection will 
help us know Hongkong. One hopes that it 
will not, though one fears that it will, make 
some condemn it. 

The contributors hover undecided, both 
between Utopia and Eden, and on the loca- 
tion of whichever the ideal might turn out to 
be. The reviewer may well jot down these 
words as he reads: "Loneliness, rootless- 
ness, evanescence, yearning, fatalism, exile, 
frustration, ancient imagery, modernity half- 
embraced half-rejected . . .” In short, Hong- 
kong's unhappy cultural soul seems cap- 
tured and placed on display in the collection 
under review. 

The ultimate ambiguity which is pro- 
jected is over Hongkong itself. Is it sui 


generis? And if it is, in what lies the genus 
and its genius? The writers, with but few ex- 
ceptions, seem distanced from simply ac- 
cepting Hongkong for the exciting hotch- 
potch it is. The options seem reduced to 
either nostalgic idealism or rancorous prag- 
matism. There is little joyous realism. Part of 
the problem is evidently the shadow of 1997. 
But itis a small part. The larger part is well ex- 
pressed in the lines of one of the characters in 
a play within P. K. Leung's play Jasmin: "I 
have never loved you. What 1 have loved 
was the shadow of the motherland . . . But 
now, I have returned to the embrace of my 
motherland . . . I’ve left my shadow in Shum 
Shui Po. . ." | 

The unfitting bathos not just of 1997, but 
of the entire Hongkong episode, is there ex- 
pressed, even if the return to the mother- 
land's embrace is still eight years hence. In an 
interplay between the two central characters 
of the play, one symbolising China (though 
not the People's Republic thereof) and the 
other Hongkong, Hongkong cries angrily to 
China: “Why . . . why do you always make 
me feel as if l've done something wrong? As 
if it's wrong to have friends, wrong to have a 
happy family, as if I have no right to be 
happy? What have! done to make you so un- 
happy?" 

And the answer seems to this reviewer 
to be that Hongkong has committed the 
worst of Confucian sins — it has been, 
deep in its cultural heart, unfilial. It has gone 
its own way. But in so going it has accumu- 
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You will read this first novel by Philip 
Jeyaretnam with the mounting excitement of 
one on whom it dawns that he isin the hands 
of an accomplished storyteller. You may, if 
you knew his earlier collection of short 
stories, First Loves, fear for the effect of their 
jubilant reviews on whatever came next. You 
need not worry on that particular account. 

Jeyaretnam has a gleeful way with lan- 
guage: dismantle any of his splendid vignet- 
tes and they are clearly composed of the 
same 26-letter alphabet the rest of us are sad- 
dled with; on the page, however, every 
word earns its place and noneis a passenger. 

Raffles Place is a comedy of deceptions 
and misunderstandings, chiefly practis- 
ed on each other and themselves by the 


awdaaringhk: humble (and hiomnbine) Vin. 


cent and his tantalising fiancée, Connie. 

As a particularly odious chum from his 
university days reassures him: “You have 
rung up the jackpot, Vincent. A Taiwanese 
film star — jet black eyes, long lashes, long 
fingers. Don't waste time. Dig in’.” 

Jeyaretnam continues: "It was the 
jackpot. But the payoff was deferred." And 
therein lies the rub: Connie prefers to be 
caressed "like a priceless Ming vase," and 
Vincent being a red-blooded sort has been 
finding solace with the cuddly, secretarial 
Veronica. However, with the engagement 
official, itis time for marching orders and, as 
so often on love's parade ground, the lady 
proves less easily dismissed. 

Adding further to the mirth of Vincent's 
botched love life are his equally pressing 
problems at work, and here the author is at 
his funniest, watchful best. Singapore yup- 
piedom writhes on the page; indeed, this 


reviewer nredicts that Tevaretmam will one 


lated a burden of guilt which the creative ar- 
tists in this collection cannot shrug off. 

But perhaps that is too pessimistic a view, 
for the collection covers Hongkong from the 
19th century to the present day. Inevitably 
the voice of what is now in the process of 
maturing is overwhelmed. So the hope 
which is expressed now and then, that 
Hongkong may yet achieve a genuine syn- _ 
thesis of East and West, past and present, 
should not be too quickly dismissed. It is 
clear that cultural life in Hongkong is alive 


and well and has been for years. The idea of _ a 


Hongkong as a cultural desert was probably 
only ever entertained by non-Chinese read- 
ing and non-Cantonese speaking expat- 
riates, and by traditional Chinese (elitist, 
northern-dominated) culture vultures. 

This edition of Renditions is beautifully 
produced, with many charming illustrations 
and, in a section on painters, excellent repro- 
ductions. The styles and quality of the va- 
rious contributions as translated are high. 
But there is one exception. The Cantonese 
love songs translated by Sir Cecil Clementi, a 
previous governor of Hongkong, are a disas- 
ter. They read like minutes from an amorous 
sitting of Legco. 

Hongkong's present Governor Sir David 
Wilson, who wrote the Foreword, put well 
one's hopes of this edition: "[That] it will 
serve to build a consciousness of Hong- 
kong’s unique cultural heritage, and unique 
cultural role...” 

In the final contribution to the collection, 
1997 Rhapsody, a prophetic documentary 
film, Yau Ma Tei voices this reviewer's fears. 
But then as one laughs at the sense of the 
ridiculous and the portrait of real Hongkong 
opportunism therein, a cautious optimism 
returns. a Stephen Davies 


day perform such a wicked demolition job 
on Singapore Inc. and its boardroom jungle 
that they will even have to smuggle the 
paper in from trees felled well outside 
the state border. Even in this short work 
(125 pages), the country is tellingly observed 
but with such cunning feints that no serious 
objection could be raised without running 
the risk of a severely embarrassing own- 
goal. 

With writing as intelligent as this, the re- 
viewer's task often boils down to the envi- 
able simplicity of quote or gloat. This one will 
do neither, but instead, in a spray of rancid 
grape pips, content himself with a grumpy 
caveat: leyaretnam is not only absurdly 
young to be writing with such humour and 
aplomb but his biographical details fill 
one with the deepest gloom. It seems he 
is “married, a graduate of Corpus Christi 
College, Cambridge, and a lawyer by pro- 
fession." What possible chance does his stal- 
wart Muse stand against the combined lure 
of Mammon and the wily love of a good 
woman? Read him while you can. 

ai Christonher Hoimes 
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Government yields the lead in Indonesia s development 


The private pus 





By Michael Vatikiotis in Jakarta 





ndonesia launched its fifth five-year na- 
tional development plan (Repelita V — 
1989-93) in January, paving the way for 
a greater role for the private sectorin the 
country’s economic development. There 
was a surprising lack of detail, however. 

Nevertheless, it has now become clear 
that the country's economic planners, eager 
to reduce reliance on oil as the major source 
of export earnings and national revenue, and 
to cut the size of the cumbersome state sec- 
tor, have placed greater stress on the partici- 
pation of the private sector in economic deve- 
lopment. 

Private-sector investment is earmarked to 
contribute Rps 131.6 trillion (US$82.25 bil- 
lion), or 55% of the Rps 239.1 trillion propos- 
ed investment (including foreign aid and in- 
vestment) over the plan period. Of the total 
investment from domestic sources, only 44% 
will come from government revenues and 
the remainder from private domestic sav- 
ings. One unofficial source estimates pro- 
jected investment growth at 18% 
a year over the next five 
years. 

"We are not the main players 
anymore," said National Deve- 
lopment Minister Saleh Afiff, of 
the government's role in Repelita 
V. Finance Minister]. B. Sumarlin, 
who stressed the resource con- 
straints on the government, told 
the REVIEW: "There isa clear recog- 
nition that public-sector resources 
are limited, so we have to rely on 
the private sector to sustain our 
development." 

The shift in development focus 
comes after three painful years of 
adjustment to a massive decline in 
oil revenues which followed the 
crash in oil prices in early 1986, 
during which the government has 
tried to expand non-oil exports 
and increase its domestic non-petroleum tax 
revenues. Signs of success in these efforts 
tend to bear out the observation of Ali War- 
dhana, Indonesia’s chief economic minis- 
ter until 1987, who is said to have called 
the collapse of oil prices a “blessing in dis- 
guise.” 

Jakarta’s unambiguous signals to the pri- 
vate sector are timely, if the governmentis to 
take advantage of this blessing to fulfilits am- 
bitious development plan. To encourage the 


Indonesian private sector, and to entice more 
foreign investors, the government will 
shortly unveil the first of its deregulation 
packages for this year. 

Official sources say the next deregulation 
package will include moves to invite more 
private-sector participation in state enter- 
prises, possibly by encouraging the enter- 
prises to list on the Jakarta Stock Exchange. 
But Sumarlin makes it clear that, while the 
government intends to streamline state en- 
terprises in the interests of efficiency, it will 
not be tantamount to privatisation — “[the 
word privatisation] has bad connotations,” 
he said. 

The list of priority-investment projects 
will also be streamlined to show only those 
for which foreign investors should not 
apply. This presumably will increase the 
number of areas open to private foreign in- 
vestment. 

Clearly the government is anxious to 
create a better investment climate to support 
the 5% annual growth rate projected for the 
plan. But is 5% growth a realistic target? The 





Jakarta commodities exchange: shift in focus. 


plan’s development scenario depends on 
growth in three main areas: non-oil exports, 
projected to grow by at least 15% a year; 
domestic revenues, specifically tax revenues 
that are targeted to grow at least 16% a year; 
and private investment. While the govern- 
ment believes that with “determination, 
good policies and a bit of luck” these targets 
can be achieved, a majority of economists 
polled here are less optimistic. 

The primary concern is the vulnerability 





of the plan’s linchpin — growth in non-oil ex- 
ports. Economist Anwar Nasution believes 
the performance of some key exports, such 
as plywood, may already be levelling off, be- 
cause of a diminishing supply of timber. 
While admitting that some "traditional" 
commodities have been growing more 
slowly lately, Sumarlin argues that “the key 
is how to encourage the emergence of new 
commodities.” 

Some of these are highlighted in the pre- 
liminary base-data for Repelita V. Paln 
production is slated to increase 137% « 
the plan period. Much of this increase will be 
a result of the intensive planting programme 
conducted in Repelita IV. But recent moves 
by the Ministry of Agriculture toimprove the 
performance of the state-owned plantation 
sector will also play a role. In the industrial 
sector, the shoe and textile industries are en- 
visaged as a growth area. 

Along with the government's drive to 
diversify Indonesia's industrial output, 
economists point to the efforts to improve 
the performance of state enterprises which 
could also significantly boost non- 
oil revenues. With improved 
management, analysts say, the 
government could reap greater di- 
vidends from state enterprises 
which have estimated assets of 
USS80 billion. 
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axation is clearly a kew 
element in the driv 
raise domestic revenues. 
But Djisman Simanjun- 
tak, economist at the Centre of 
Strategic and International 
Studies in Jakarta, asks: “Is it 
realistic to expect improvement in 
tax collection without a change of 
political attitudes?” Indonesia’s 
tax base is very narrow. Despite 
five years of tax reforms, the 
bureaucracy has yet to demon- 
strate its capacity to enforce new 
regulations and collect taxes. Tax revenues 
currently account for a mere 9% of GDP — a 
figure the government wants to see increase 
to 15% by 1993. 

This drive to increase tax compliance, if 
successful, may impose some constraint on 
progress in the non-oil sector. The govern- 
ment seems to be unconcerned about the in- 
flationary effects of value-added taxes, 
though some businessmen argue that prices 
will rise. The government has just an- 





nounced a 1095 tax on domestic services, in- 
duding telecommunications and air fares, 
and has increased sales tax on luxury cars 
from 20% to 30%. 

The balance-of-payments projections in 
Repelita V are conservative. Sumarlin says 
the figures on official borrowing reflect the 
government's intention "to be prudent." 
The aim is to reduce Indonesia's debt-service 
ratio from its current level of more than 35% 
to around 25% by 1993. 

Sumarlin revealed that the forecast yen to 
US dollar rate used for the plan is lower than 
that now prevailing — this would seem de- 
signed to cushion repayments on yen-de- 
nominated loans where most foreign earn- 
ings are in US dollars. Overall, the govern- 
ment has made its calculations based on a 
constant depreciation of the rupiah at 
around 4% a year. Economist Mari Pangestu 
says that while this may keep real exchange 
rates competitive for the country's exports, it 

inhibit private capital inflow. "There 
_....18 to be a mentality shift, away from the 
expectation of devaluation, to one ot con- 
stant depreciation," she told the REVIEW. 

The Repelita V development strategy rec- 
ognises that Indonesia's massive external 
debt has severely constrained government 
resources. "We have to rely more on the 
business community," said Afiff. One ob- 
server even suggests that Indonesia is shift- 
ing course from a state-run economy to à 
mixed economy. 

A consequence of this shift is that govern- 
ment spending will be more carefully chan- 
nelled. The two key areas selected by the 
planners for public investment are develop- 
ment of infrastructure and employment. 
Emphasis on these, says Afiff, will bring 
about the "structural transformation neces- 
sary to prepare the nation for an accelerated 
growth in the future." 

The largest allocation of public spending 

' Yfrastructure will go to the transport and 

munications sectors which will receive 
Kps 20.5 trillion — 19% of government public 
spending or just under 1076 of the total plan 
investment. Half of the infrastructure spend- 
ing will go to building roads. The road-build- 
ing programme is also the first to be com- 
pletely devolved to the regions, a move Afiff 
regards as an important step for financial de- 
centralisation. 

With almost half of the government's de- 
velopment budget destined for the regions, 
Afiff is confident the provinces are receiving 
a fair share of the pie. Employment is seen as 
the major headache, and is reflected in the 
plan (REVIEW, 13 Oct. '88). The labour force 
is expected to increase from 74.5 million to 
86.4 million. The majority of the new job- 
seekers will be voung, partly educated and 
concentrated in urban areas, and they are 
regarded as a threat to security unless jobs 
can be created for them. Nasution questions, 
though, whether the stress on operation and 
management in regional spending will gen- 
aridihemal — imeectmont 
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to give a boost to regional employment. 


The employment dilemma highlights 
one of the fundamental questions of the new 


plan — is a 5% growth target sufficient to ad- 


dress the major social and economic chal- 
lenges that lie ahead? Sumarlin openly ad- 
mits “5% [growth] is not enough to deal with 
the backlog of problems, it is only sufficient 


Bigger role for Indonesia's 
private sector 


Government, 
of which: domestic 
torsion (offici 





to cope with problems arising during the 


" 


coming five-year period. 

Economists here believe that a GDP 
growth rate closer to 7% might begin to ad- 
dress problems raised by an estimated 376 
growth a year of the labour force — some- 
thing Indonesia could only achieve by re- 
scheduling its debt. Afiff is adamant this will 
not happen. "The risk of bringing all conces- 





sionary aid to a halt if we reschedule the debt 
is very high," he said. 

With the foreign aid component of expen- 
diture in the plan not set to level off until 
1991-92, thegovernment has come under fire 
in discussions with the parliament over the 
high degree of external aid dependency 
built into Repelita V — foreign aid ac- 
counts for 56% of government-planned 
spending. 

The overall picture suggests that In- 
donesia's targeted growth over the next five 
years may neither be achievable nor suffi- 
cient. But there are positive indicators which 
could modify this prospect. Chief among 
them is the level of foreign investment which 
looks set to climb. Foreign investment for 
1988 was US$4.46 billion, triple the value of 
investments in 1987. Moves to reduce the 
number of sectors closed to foreign invest- 
ment are likely to help still further. 

Even so, both Sumarlin and Afiff stress 
that the success of Repelita V hinges on the 
government's continued deregulation of the 
economy. In this respect, never has a Re- 
pelita plan been so laden with policy implica- 
tions. But given the coyness of the govern- 
ment in even using privatisation to describe 
the dismantling of part of its state sector, it 
would be a mistake to assume that Indonesia 
is set for a private-sector free-for-all. n 





AVIATION 


Bangkok finds growth brings airline problems 


Thai in turmoil 


By Paul Handley in Bangkok 


n a year that should have been Thai Air- 

ways International's finest, the airline's 

performance and reputation are plum- 
meting fast. 

An unanticipated boom in passenger de- 
mand, coupled with a messy takeover of 
domestic carrier Thai Airways Co. (TAC), has 
forced Thai to step up the workrate of its 41 
aircraft, to the point where the extra flying 
time leaves little room to absorb the disrup- 
tions inevitable in air travel. Partly because 
the more heavily utilised aircraft tend to need 
more servicing, there is an extremely high 
frequency of departure delays, as even the 
airline agrees. 

Exacerbating the problems have been the 
moves by the new president, Veera Kitch- 
athorn, to break up the management team 
that had won the airline top international 
status over the past decade (REVIEW, 29 Dec. 
/88). New chief executives always like to 
build their own team, but Veera's efforts 
have been marked by an unedifying back- 
stabbing of the old guard. 


The recilt has heen the disintegration of 


the airline's morale, with heavy overtime 
work demands and paranoia about job sec- 
urity resulting in deliberate work slow- 
downs. These are not Veera's only problems 
— heisalso under pressure from the govern- 
ment. 

One government group has already veto- 
ed Thai's plan to join the Abacus regional 
computer reservations system. Another 
group is pressuring Veera, and his sponsors 
from the Royal Thai Air Force (RTAF), to 
accept a public flotation of the airline's shares 
(REVIEW, 2 Feb.) to help finance the purchase 
of new aircraft. Thai has long been a valuable 
source of jobs, services and contracts for 
serving and retired air force officers. Most of 
its pilots are from the RTAF. 

"Veera is hiding now. He did not know 
how much trouble he was causing," one 
senior government official said. The retired 
air force marshal is said to be pressing the 
old management group to get flights back 
on schedule and restore morale by his 
stated deadline of September. This should 
be possible given the normal slowdown in 
tourist traffic from April. Improvement is 
crucial if Thai’s shares are to be floated 





this year, as the finance technocrats plan. 

Thai officials attribute the current mess to 
an unhappy convergence of several factors 
— unpredicted demand growth, the bumpy 
management change, and a lot of bad luck. 
The first is undeniable. The whole air trans- 
port industry has found it difficult to cope 
with the massive demand for airline seats 
and aircraft. Thai had 5.1 million passengers 
in the year to end September 1988, a rise of 
21%, and total traffic in passengers, cargo 
and mail grew 20%. 

Financially, this gave Thai its finest year, 
with pre-tax profits of Baht 6.5 billion 
(US$256.9 million). Even stripping out the 
Baht 1.26 billion extraordinary item for the 
sale of two aircraft, this is still 140% higher 
than the previous year. 

The merger with TAC also generated an 
unexpectedly high number of extra passen- 
gers. Before the merger, Thai and TAC 
schedules were not coordinated, and trans- 
fers from international to domestic flights 
were difficult. After the merger, schedules 
were coordinated to allow foreign passen- 
gers to connect promptly with 
flights to popular tourist sites. - 

Thai was also caught by sur- 
prise by the increase in domes- 
tic travel by increasingly 
affluent Thais flying more often 
to holiday and business desti- 
nations — passenger demand 
grew by roughly 30%. 

But booking of seats often 
months in advance for foreign 
tourists has made it difficult for 
Thais to get seats at short notice, 
leading to inevitable public dis- 
content. 

Despite criticism that Thai 
has tried to squeeze too much 
out of its fleet and staff, a senior 
Thai executive argues that the 
airline is a victim of circumstance. “We have 
notused the aircraft more than we planned." 


e argues that planning for the peak 
H season, heralded by the annual 

winter schedule change on 2 Nov- 
ember, was completed well in advance and 
could not be faulted. But because mainte- 
nance scheduling for many aircraft coincided 
with that period, the availability of standby 
aircraft was tight, leaving little room to man- 
oeuvre in the event that several aircraft had 
tobe grounded. Although this was predicted 
as being unlikely, that was the actual situa- 
tion in December. 

In that month, business hit a peak, 4095 
higher than the previous year. But in the 
middle of the month a 747 on the Sydney- 
Bangkok route was structurally damaged by 
shifting cargo, and put out of service for three 
weeks. At the same time, an Airbus 310 fly- 
ing the busy Chiang Mai-Bangkok and 
Bangkok-Phuket-Haatyai routes more fre- 
quently than had been expected, reached a 
mandatory overhaul point two months ear- 
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Thai maintenance hanger: victim of circumstance. 


lier than planned. This meant three weeks 
out of service. 

The resulting loss of capacity was a public 
relations disaster, souring the season. Be- 
cause of near-full booking on major routes, 
passengers from one cancelled flight often 
cannot be moved on to other flights, and 
extra aircraft are not available. 

Thai executives complain that service 
standards at TAC were low as well, forcing 
them to do a lot of work on the TAC fleet to 
bring it up to international standards. This, 
they insist, contributed to the low availability 
of extra aircraft after the merger. 

Also, inspections ordered by interna- 
tional authorities on Boeing 737 short-haul 
aircraft in the wake of a series of mishaps 
overseas have added to unplanned mainte- 
nance stops. Thai executives say that dis- 
patch reliability as related to technical prob- 
lems is within the industry average of 97-98% 
for Airbus and DC-10 aircraft. But for B-747s, 
itis a low 93-94%. 

Domestically, Thai's fleet of 737s and 
Shorts aircraftis too inflexible to allow aircraft 
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substitutions in the event of a technical hitch. 
The Shorts, which lack full instrument land- 
ing capability and pressurisation, can serve 
only certain cities, while 737s are confined to 
airports with longer runways. This exacer- 
bates yearly high-season problems of fog- 
shrouded airports in northern Thailand. 

Critics argue that Thai has expanded its 
route network beyond whatit could reasona- 
bly expect to accommodate. In fiscal 1988, the 
number of scheduled regional and intercon- 
tinental flights grew 13% to 17,756. Intercon- 
tinental flights were up 26% over the pre- 
vious year, with routes added to Auckland, 
Madrid, Ho Chi Minh City, Vienna, Cairns 
and Toronto. 

During the year six aircraft were added: 
three DC10-30-ERS, two 747-300s and one 
A300-600. Two were sold. One of the new 
aircraft replaced a TAC Airbus which crashed 
in the sea off Phuket in August 1987. 

TAC already had too few aircraft for its 
needs, and sometimes borrowed Thai Air- 
buses for some of its 20-odd domestic routes. 
Yet after the April 1988 merger, domestic 





flights grew 22%, from 436 a week to 543. In- 
tercontinental aircraft were often turned 
around after arrival to fly local trunk routes. 

Thai executives say they were pushed by 
government authorities to meet growing 
tourist demand, and to diversify the coun- 
try’s tourist flow away from the best-known 
destinations. They accuse politicians of 
pushing them to add more flights to upcoun- 
try destinations. One points out that 
Nakhon Ratchasima, 250 km by road from 
Bangkok, is now served by nine flights a 
week — many operating at low capacity — 
up from three, despite the town being 
neither a business nor tourism centre. 
Nakhon Ratchasima is represented by 
numerous members of Chart Thai, the lead- 
ing party in the governing coalition. 


hai is tackling the problems initially 
i with some short-term aircraft acquisi- 
tions. It has acquired an old DC-10 
and two smaller planes from the RTA 
domestic hauls. In mid-January Thai ...... 
mitted to lease two Airbus A-300-100s for 
service from this month, and 
began looking for another DC- 
10. Two BAE-146s are to be 
leased in Britain for April or 
May. 

Beyond that, the airline has 
an approved programme to re- 
place old DC-10s with four MD- 
11s over 1990-91, and take one 
B747-400 and one Airbus A300- 
600 late this year. It is also in 
the final stages of deciding on 
four 50-seater aircraft that can 
provide greater flexibility on 
domestic routes, replacing the 
Shorts from mid-1990. 

Longer term, the company 
is trying to win approval for a 
plan to buy six A300-600s, four 
as replacements for existing A300-B4s hv 
1992. This plan is being used as a lever b 
government to float Thai shares, which tne 
RTAF has resisted for years (REVIEW, 
2 Feb.). 

Pilots are being borrowed from Scandina- 
vian airline SAS to fly the new aircraft. (SAS 
helped found Thai and formerly was a large 
shareholder.) Other personnel problems 
cannot be solved as quickly. Morale is still a 
problem. But Veera is having to lean increas- 
ingly on the old guard, informally led by 
executive vice-president Chatrachai Bunya- 
ananta, to help sort out problems. Chat- 
rachai himself is thought to be on his way 
out, but currently he is still active. 

Veera still needs to negotiate both the 
share flotation issue and the computer reser- 
vation project. Both will continue to generate 
tensions between the airline, its RTAF back- 
ers, and the government. Thus, notes an ob- 
server, Veera will continue to have to rely on 
the old guard. “Why get rid of a team which 
has five-six more goods years in it?” asks one 
of them. w 


TRADE 


Seoul's new policymakers try to head off trade conflicts 


Just-in-time policies 





By Mark Clifford in Seoul 
f : eoul has a new team of economic 





policymakers trying to come up with 

some innovative solutions to nagging 
trade and policy problems. The pressure for 
reform is building, partly because of the 
threat of retaliation under new US trade 
legislation. At the same time, well-en- 
trenched bureaucrats in several key eco- 
nomic ministries are resisting change. 

Twelve task forces were set up at the end 
of December to streamline economic 
policymaking and allow the new ministerial 

, installed after a sweeping cabinet re- 
snuule at the start of the month, to get a grip 
on what has become an increasingly inde- 
pendent bureaucracy. The task forces cover a 
variety of domestic and international issues, 
ranging from intellectual property rights and 
telecommunications to domestic poverty 
and the elimination of forced political dona- 
tions. 

Western diplomats in Seoul see the task 
forces, and the recent report of the presiden- 
tial commission on economic restructuring, 
as evidence that South Korea is moving in 
the direction of liberalisation, at least at the 
policy level, on a number of contentious 
trade issues. The report on economic restruc- 
turing clearly pointed the way towards great- 
er economic liberalisation and internationali- 
sation (REVIEW, 22 Sept.'88). 

Newly appointed Deputy Prime Minister 
and minister of the powerful Economic Plan- 
ning Board (EPB) Cho Soon underscores that 

' t. "The need to liberalise imports of 

ufactured goods is very urgent," he told 
foreign journalists recently. ^There do exista 
number of non-tariff barriers and tariffs are 
high for many manufactured articles." Cho 
emphasised that liberalising imports as a 
way of reducing the country's surging trade 
and current-account surpluses was prefera- 
ble to rapid revaluation of the won. 

Cho pointed to the task forces as evidence 
that the government is accelerating liberali- 
sation. In addition to the issues of intellectual 
property rights and telecommunications, 
Western negotiators are keeping a keen eye 
on the groups dealing with a schedule for 
agricultural import liberalisation and reform 
of overall import restrictions and specialised 
trade laws. 

At the same time as Cho, a former Seoul 
National University economics professor 
and political novice, joined the cabinet, 
another former academic and a relative new- 
comer to politics, Han Seung Soo, was ap- 
pointed minister of trade and industry. Eco- 


nomic Ministry officials say the two have 
formed a tacit alliance to work together to 
step up the pace of change and to secure their 
base of power within the skilled bureau- 
cracies which surround them. 

While both Cho and Han are firmly 
within establishment circles, they have been 
consistent critics of past government 
policies. Cho is an expert on income distribu- 
tion and has urged the government to pay 
more attention to the politically sensitive 
problem of economic inequality. 

The new US trade act is giving added 
urgency to the policy review in Seoul. For the 
South Koreans, one of the most worrisome 
provisions of the law is a so-called "Super 
301" section singling out for priority treat- 
ment nations which have what the US con- 
siders to be a broad pattern of unfair trade 
practices. US trade negotiators are required 
to begin wide-ranging, fast-track negotia- 
tions with priority countries. If agreement is 
not reached, the US administration is re- 
quired to impose punitive sanctions. 

As thelate April deadline for the selection 
of priority nations approaches, debate is 
sharpening in Seoul over how to respond to 
the pressure. The most senior policymakers, 
notably Cho and Han, believe that South 
Korea should liberalise quickly. The minis- 
ters, and much of the EPB staff, are concerned 
not only about pressure to liberalise imports, 
but also about the impact that the country's 
huge current-account surplus is having on 
the domestic economy. 

The current-account surplus last year was 
an estimated US$14 billion, up from just 
under US$10 billion in 1987. It was only in 
1986 that South Korea ran its first meaningful 
current-account surplus and the resulting 
surge in liquidity is blamed for an increasing 
inflation rate. 

But while Cho and Han may be hoping to 
use the task forces to push liberalisation, 
there are signs they do not have the bureau- 
cratic ranks behind them. There are many of- 
ficials who believe thatitis likely South Korea 
will end up on the priority list, no matter 
what steps it takes over the next few months. 
They are arguing that Seoul would do better 
to liberalise its markets at a slower pace, even 
if it means the country pays a higher price in 
terms of protectionism in the long run. 
Moreover, South Korean officials are uncer- 
tain whether being designated as a priority 
nation would in fact hurt them. Some offi- 
cials say that the provision could turn out to 
be an impotent weapon. 

The agricultural and health ministries 
have been notably obstructionist in recent 


years. But there is also resistance to change 
within the Ministry of Trade and Industry 
(MTI), except at senior levels. While EPB offi- 
cials figure there is an even chance that a pac- 
kage of trade liberalisation measures will be 
announced within the next two months, 
most MTI officials apparently oppose such a 
conciliatory approach. 

“The problem is that when we accept US 
demands, we never know if it will satisfy the 
US or not," says an official involved with the 
task forces. "We'd like to stave off the Super 
301, but we don’t know what we have to do. 
It’s very hard to judge.” 

In some areas, such as intellectual prop- 
erty rights, it seems likely that the South Ko- 
reans will go a long way towards satisfying 
foreign pressure simply by stepping up en- 
forcement of existing laws. But in the case of 
the 39 “special laws” that the task forces are 
looking at, and which Cho singled out as a 
source of non-tariff barriers, interviews with 
numerous Officials involved with the review 
indicate that there is not yet a consensus for 
change. 

US congressmen visiting Seoul recently 
have let it be known that they will take the 
new trade bill seriously, whatever its imper- 
fections. To some extent, the continuing 
pressure is the price Washington is extract- 
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Pusan port: resistance to change. 

ing for Seoul's foot-dragging on a number of 
small, but politically potent trade issues such 
as beef and cigarette imports and insurance 
during 1987 and the first half of 1988. While 
those issues have largely been settled, they 
have left a lingering bitterness among Wash- 
ington politicians. 

The irony is that while great progress has 
been made on trade issues in recent negotia- 
tions, the hardliners on both sides may win 
out. South Koreans warn that placing them 
on the 301 list may fan anti-Americanism, 
while some in Washington say that few 
countries are more deserving of being 
singled out for trade pressure than South 
Korea. a 
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Not all Australians want Japanese investment 





| posse of senior Australian ministers 
A spent several days in Tokyo at the end 
. ML of January soliciting Japanese invest- 
ment, which is seen as vitally important for 
. Australian development. 

|. But much of what was being said came 
against a background of rising resentment 
 andnervousnessin Australia about just such 
Japanese involvement, especially in land, 

timber, beef and the tourist industry. 

With an eye on this public feeling — and 
its possible political implications for the rul- 
ing Labor government, which faces the pros- 
pect of an election this year — Australian For- 
eign and Trade Minister Gareth Evans 
sought and received an assurance from 
Japan's Foreign Minister Sosuke Uno, that 

v Japanese investment would be "orderly." 

|. - Uno agreed that Japanese investors should 

. >not: be disruptive and should remember 
their responsibilities as "good citizens" 
overseas. 

Evans made it clear that having opted fora 
deregulated economy, withas few barriersas 

. possible to investment, it would be inconsis- 
tent for Australia to start thinking in terms of 
controls, except in especially sensitive areas 

-— suchas the acquisition of residential land. In 
... any case, the government already has the 
|; power to veto any project through the For- 
(o eign Investment Review Board, and has un- 
-.-. dertaken to prevent the feared "vertical inte- 
- c, gration” of any sector by foreign interests. 
— Such fears — of a whole industry being 
controlled by foreign interests from top to 
. bottom, with little benefit to the host country 
 — have been expressed particularly over the 
_ beef industry and to a lesser extent tourism, 
: where Japanese airlines are involved in 
“hotels and duty free shops in Australia and 
„stand to take the majority of the profit from 
Japanese visitors. 
_ The assurances from both governments 
over "orderly" investment, however sincere, 
failed to impress those Australians outraged 
by the latest Japanese acquisition in Austra- 
la's northeastern state of Queensland, 
where developers Daikyo (Australia) have 
paid A$23 million (US$20.1 million) for a 243- 
ha cane farm valued at A$1.2 million as 
agricultural land, and intend to divide it into 
1,500 housing blocks. 
It is the latest of many development pro- 
jects Japanese companies have undertaken 
in Queensland and has given rise not only to 
anger over the effect it will have on land 
prices, but to accusations that Japan is "buy- 
ing Australia." 





















serious enough for Prime Minister Bob 
Hawke to state on 27 January that discrimi- 
nation against overseas investors on the 
grounds of race would never happen and 
was anathema to the government on moral 
and economic grounds. 

Hawke pointed out that it would seri- 
ously damage Australian interests now and 
in the future if it were to jeopardise the re- 
lationship with Japan — its premier trading 
partner. 

But while the Australian ministers were 
actively seeking investment from Japanese 
pulp and paper manufacturers in the timber 
industry — particularly in projects involving 
processing rather than merely exporting 
woodchips — bitter opposition on the 
ground to such schemes must tend to make 
just such commitments unattractive. 

Government nervousness about the en- 
vironmental lobby — which some analysts 
believe hold the key to marginal constituen- 


cies — nas caused a six-week moratorium on 
logging by the Australian-Japanese Harris 
Daishowa joint venture in southem New 
South Wales (NSW). The moratorium lasts 
while the government undertakes further 
study before issuing a 20-year renewal of a 
woodchips export licence. Environmen- 
talists have complained that promised plans 
for a pulp mill rather than woodchipping 
have not materialised. 

Ironically, in Tasmania, plans for a North 
Broken  Hill-Peko — Australian-Canadian 
A51.3 billion pulp mill — just the sort of pro- 
ject the government wants to increase the 
value of its primary exports — is stalled and 
possibly in danger of cancellation, again be- 
cause of political sensitivity. 

With a state election in prospect, Liberal 
party state premier Robin Gray took an unex- 
pectedly hard line over environmental re- 
quirements for the planned mill. The com- 
pany immediately labelled the requirements 
unrealistic and threatened to cancel the 
whole project. | 

Most observers believe Gray may me..., 
be posturing for his environmentally aware 
electorate prior to calling a poll. Neverthe- 
less, this row, likethe one in NSW, has given 
rise to serious concern in some quarters in 
Canberra that foreign investors will avoid 
any country where a development project 
is likely to become a domestic political foot- 
ball. | E 
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Pakistan cotton exporters linked to corruption scandal 






spiriting “millions of dollars” into foreign 
bank accounts and of handling export sales 
ineptly. The corporation says private busi- 
nessmen have been siphoning off large 
amounts of money abroad by under-invoic- 
ing for sales and making false declarations on 
shipments. 

The increasingly bitter row poses a 
prickly problem for the new government of 
Benazir Bhutto which is keen to reduce 
Pakistan's growing current-account imba- 
lance and boost foreign-exchange earnings 
by capturing a larger slice of the world mar- 
ket for raw cotton and cotton goods. Its ex- 
port-promotion efforts, however, are likely 
to be stymied by the feud between the public 
and private sectors. 





cause of a bad start to the 1988-89 crop ^7 
The government's target of 8.2 million | 

is unlikely to be reached because drought 
and unusuallate-summer flooding damaged 
the crop in some areas. Minister for Food 
and Agriculture Rao Sikander Iqbal said he 
feared that production would drop to nearly 
7.8 million bales, against 8.6 million last 
year. 

Despite this year's feared setback, cotton 
output in Pakistan has been growing stead- 
ily. Over the past two years average yields 
have reached about 590 kg per ha against a 
world average of 536 kg per ha. The increase 
has been attributed to more intensive farm- 
ing methods — including better quality 
seeds — and a rise in the government sup- 
port price paid to farmers. 

But while the steady increase in output 
has been encouraging for the government, 
private exporters have been at logger- 
heads with the CEC ever since former 
prime minister Zulfikar Ali Bhutto bann- 
ed cotton exports by private companies 


in the mid-1970s and created the CEC. 

The CEC enjoyed a monopoly over cotton 
exports until 1985, when in face of persistent 
pressure, the government agreed to allow 
private businesses to act as agents for CEC, ar- 
ranging deals and exporting the commodity 
through the corporation. That concession 
failed to appease the private sector which 
continued to agitate for the right to export 
cotton without the CEC's tutelage. In 1988, 
the government finally relented and fixed 
minimum export prices for private exporting 
businesses. 

There was trouble from the word go, 
however. Private businessmen were ac- 


cused of exporting large quantities of the 
new crop at reduced prices by claiming it was 
old cotton. Through under-invoicing and 
false declaration, private exporters were al- 
leged to have pocketed the difference in price 
between the old and new crops, amassing 
huge sums in overseas bank accounts. 
Bhutto's government has launched an in- 
vestigation into the charges and moved to 
stop the malpractices. After discovering that 
some 40% of shipments by private exporters 
consisted of new cotton labelled as old crop, 
Islamabad enforced pre-shipment inspec- 
tion of cotton consignments. Under pressure 
from the private sector, which claimed it was 
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Malaysia splits gas pipeline project 


ower pact 





By Nick Seaward in Kuala Lumpur 
T he second phase of Malaysia's enorm- 





ous peninsular gas utilisation project 

(PGU) is expected to start in August, 
some three years behind schedule, it was dis- 
closed at the signing ceremony in Kuala 
Lumpur on 27 January for the contract to 
supply the 726 km of steel pipe needed for 
the project. 

The project is expected to be completed 
before the end of 1991, provided agreements 
can be reached soon with Esso Malaysia on 
the pricing of gas from its offshore 
Trengganu fields. But delays in reaching an 
agreement would mean Malaysia will be un- 
able to fulfil its promise to begin supplying 
gas to Singapore by 1991, perhaps endanger- 
ing prospects for downstream projects. 

The M$325 million (US$119.2 million) 

contract was the second-largest 
single item on the M$1.4 billion shop- 
ping list of Petronas Gas, the sub- 
sidiary of the state-owned oil com- 
pany that is overseeing the project. 
The pipe contract was split 40:60 be- 
tween a Malaysian-Brazilian consor- 
tium, offering pipe from Confab In- 
dustrial, and a Malaysian-Japanese 
consortium, offering pipe from 
Kawasaki Steel, Nippon Steel, NKK 
Corp. and Sumitomo Metal Indus- 
tries. 

Petronas president Tan Sri Azizan 
Zainul Abidin said the split supply 
contract would ensure security of 
supply. The pipe will be able to carry 
up to 500 million standard ft? a day at 
up to 1,000 Ib/in?. The contract is de- 
nominated in multiple currencies, on 
cif terms. But the contract also 
specified that Malaysian-flag ships 
must carry the pipes. The pipes will 







Qs Industrial estates 


be landed at Kuantan, Port Klang and Pasir 
Gudang, where a special interior coating will 
be applied by MMC Gas, the Malaysian- 
French-British joinf venture that won the sec- 
ond phase M$379 million engineering, pro- 
curement and construction contract. 

Only the suppliers of the compression 
equipment, the supervisory control and data 
acquisition system, and the operational and 
regional centres have yet to be decided. Azi- 
zan said that the compressor contract is ex- 
pected to be announced within two months; 
nine companies submitted bids. 

Azizan said gas-price negotiations are 
continuing with Esso, which will supply gas 
to the PGU pipeline under a 20-year contract. 
The negotiations are critical to Petronas’ ef- 
forts to keep the second phase to its revised 
completion schedule. Last October, Esso 
Malaysia chairman Charles Roxburgh was 


Malaysia's gas pipeline project 


THAILAND 





being unfairly treated, the government also 
decided to subject CEC consignments to in- 
spection. 

Close contacts between private exporters 
and prospective buyers would clearly help 
the country’s export-promotion efforts. The 
corruption charges, however, are likely to 
slow moves to shift more of the business into 
private hands. With total world output rising 
from 80 million bales in 1987-88 to an esti- 
mated 90 million by 1992-93 and consump- 
tion growth slowing from 3.5% in 1980-81 to 
2.3% a year over the next five years, Pakistan 
may find it harder than ever to hang on to its 
slice of the world market. a 


quoted as warning that if gas-price negotia- 
tions were not completed by end-1988, Esso 
would have insufficient time to build its 
offshore production platform and pipeline 
by the intended start-up date. 

Esso Production Malaysia Inc. (EPMI), has 
spent an estimated M$400 million on the first 
phase of the project, which involved mainly 
the supply of gas to the Paka power station, 
the Perwaja steel mill and Petronas’ own 
township in Kerteh. Under the second 
phase, EPMI is reckoning on a total invest- 
ment of M$9 billion spread over 20 years. 

Azizan said that he hoped an agreement 
on pricing would be signed soon, adding 
that “all the major issues have been over- 
come.” Roxburgh was unavailable to con- 
firm whether a signing was imminent, but 
on 19 January, he was quoted saying that "I 
believe we can close the deal before the mid- 
dle of this year." 

This statement would seem to raise the 
possibility of the pipeline being ready by 
1991 but there being no gas with which to fill 
it. Last year, Petronas promised Singapore 
that it would be able to supply 150 million ft?a 
day by 1991, based on the pipeline being 
ready by 1990. Even at a fast laying rate of 1 
km a day, Malaysia cannot now meet that 
schedule. 

More than just the sale of gas to 
Singapore is resting on completion of 
the Esso negotiations. Petronas is 
planning two petrochemical plants in 
Kuantan to produce methyl tertiary 
butyl ether and polypropylene, in 
joint ventures with Idemitsu of Japan 
and Neste Oy of Finland. These de- 
pend on the expansion of the gas-pro- 
cessing plant at Kerteh to supply 
sufficient butane and propane feed- 
stock. 

In addition, the PGU calls for the 
processing plant to be expanded to 
produce ethane, as the feedstock for a 
proposed ethylene plant which a 
number of foreign companies are 
keen to build in Trengganu. Without 
a swift agreement that will enable the 
gas to be brought onshore, these po- 
tential investors may decide to look 
elsewhere. * 
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P hilippine Long Distance Telephone 


Philippine telecommunications in- 
dustry, is proving a tough competitor de- 
spite government attempts to reduce its near 
monopoly. 

PLDT has come under fire because it has a 
dismal public-service record, even though it 
 isanimmensely profitable private company. 
It has been unable to meet the public's de- 
mand for telephones, and, at the last count, 
there were some 400,000 applications out- 
- Standing. 
ovo. But despite PLDT's inefficiencies and a 
- c new willingness on the part of government 
^... toincrease competition in the industry, pros- 
.... pective rivals still face a number of hurdles. 
Cen For instance, Eastern Telecommunica- 
_ tions Philippines Inc. (ETP), which is 40% 
(| owned by Cable & Wireless (Cw), along with 
. - Several other telecommunications firms, 
|. s wants. a government licence to operate 
~ . another international gateway that would 
. . enable it to handle voice communications be- 
tween the Philippines and the rest of the 
world. The aim would be to connect the gate- 
way with PLDT's telephone network. 
PLDT, which already operates three such 
gateways and is set to launch a fourth this 
-- . year, is opposed to ETPI's proposal. It insists 
. that franchises for rival firms should be re- 
stricted to the provision of data-only com- 
munications. Undaunted, ETP! has sought 
the help of the courts in its efforts to open up 
the long-distance telephone business. 
a The two companies are also locked in bat- 
(s tle over the division of tolls on telephone calls 






















network between Manila and Hongkong, 
Taiwan and Singapore. The dispute has 
been referred to the courts. On 4 January, the 
Makati regional court instructed the two 
firms to adopta revenue-sharing scheme put 
. forward by the government regulatory 
agency, National  Telecommunications 
Commission (NTC). Under the NTC 
schedules, ETP! is entitled to 30% of the rev- 
enues of these calls. 
The court order slashed ETPI’s revenue 
_ Share by in effect reversing a formula decreed 
. in 1982 by then president Ferdinand Marcos. 
That decree had given ETPI a 62.5% share of 
the tolls. Documents indicate that the rates 
set by Marcos were actually proposed by the 
president of ETPI at the time, Manuel Nieto. It 
appears that the revenue-sharing formula 
was put forward by Marcos in the form of 
notes in the margin of one of Nieto's own let- 
ters to the then president — a practice that 


carried by ETPís existing submarine cable - 


PLDT resists moves to curb its monopoly 


Wrangle over revenue 


was used widely by Marcos' associates. 

Shortly after Marcos was ousted in 1986, 
PLDT sought a revision of the revenue-shar- 
ing system with ETPI. PLDT stopped making 
payments in November 1986 after failing to 
reach an agreement with the cable-system 
operator. 

Ironically, Marcos has always been sus- 
pected of owning a stake in PLDT, which is 
controlled by the family of the late Ramon 
Cojuangco, a cousin of President Corazon 
Aquino. Marcos' interest in PLDT is thought 
to have been held through Prime Holdings 
Inc., which accounted for 46% of holding 
company Philippine Telecommunications 
Investment Corp. which in turn owned 
24.9% of PLDT in February 1986. 

The discovery of the cw affiliate’s links 
with Marcos — so far unreported in the 
Manila press — could now make things dif- 
ficult for ETPI and Digitel, a joint venture be- 
tween ETP! and Cw, according to industry in- 
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favourable revenue-sharing terms were 
granted was Roberto Benedicto, a known 
Marcos crony. 

The Digitel domestic-telephone venture 
is now coming under closer scrutiny in the 
Philippine Congress. ETPI is among the com- 
panies sequestered by the Aquino adminis- 
tration's Presidential Commission on Good 
Government (PCGG) which was set up to re- 
trieve the “ill-gotten gains" of Marcos offi- 
cials. 

The present ETP! president, Eduardo Vil- 


: lanueva, is a PCGG nominee. It was during 


Villanueva's term that ETP! linked up with Cw 
to form Digitel. Some senators fear that the 
joint venture might actually hurt ETP's own 
business. 

Although the wrangle over revenue- 
sharing is still raging, the NTC has ordered an 
expansion of capacity on the Manila-Hong- 
kong route. That order has prompted 
another row between the two rivals. ETP 
says that 46 additional circuits are nee 
while PLDT claims that nine will be suffk 
to handle the increased volume. 

A prolonged debate over the rates that 


should apply to these calls is expected to fur- 


ther delay moves to ease the traffic conges- 
tion between the two cities. = 





Mobi blocks New Zealand state asset sale 
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By Colin James in Wellington 
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Under the deal, announced on 8 De- 
cember, the government was to sell Pet- 
rocorp its 75% shareholding in the plant for 
NZ$236 million (US$143 million) in return for 
a payment of NZ$585 million to Petrocorp to 
take over the government's contracts to sup- 
ply gas to the plant (REVIEW, 22 Dec. ^88). 
Petrocorp wants to sell methanol, an inter- 
mediate product, and reduce petrol output. 
At present the government owns the 
feedstock and the output from the plant. 

The deal required the consentof the Shell- 
BP-Todd consortium, half-owners of the gas- 
field with Petrocorp, and Mobil, which has 
the right to buy the government's share in 


5ynfuels. Pryor said Petrocorp rejected a 
Mobil suggestion that Mobil should take 
over the plant completely. 

If the deadlock continues, the govern- 
ment will be forced to bring forward other 
state-asset sales to reach its target of NZ$? hil- 
lion total sales in the 15 months to 30 Jun 

Including the Synfuels disposal, the guv- 
ernment has made sales just NZ$200 million 
short of the target. Finance Minister David 
Caygill has said he is committed to meeting 
that target and the broader debt-reduction 
target of NZ$14 billion by 1993. 

The gas-to-petrol operation has been 
costing the government more than NZ$300 
million a year. It has supplied gas to the plant 
and serviced the operation's debt. 

But both it and Mobil, as owners of the 
plant, receive a variable rate of return on the 
plant's capital cost. The rate varies around a 
base of 16% when target output is achieved. 
(Neither owner is guaranteed a profit.) The 
rate of return is independent of the price of 
petrol, which has fallen dramatically along 
with the world oil price since the agreement 
was originally made. The government, as a 
result, has been left with a deficit based on 
the return from the petrol and what it pays 
for the gas under a 1973 agreement. a 
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Why is tax a dirty word? 


sobering realisation is dawning 

upon economists at the Organisa- 

tion for Economic Cooperation and 

Development (OECD) that the US 
may be destined to suffer major external def- 
icits (and Japan surpluses) for a very long 
time unless conventional economic wisdom 
is overturned. 

They hesitate to voice their thoughts 
openly because to do so would be to admit 
the bankruptcy of the contemporary notion 
that governments should get off people’s 
backs (and out of their pockets) and leave 
supply and demand to the market place. So, 
ı resorts to untypically obscure language 

blique hints. 

Thus in its most recent Economic Outlook, 
OECD notes that exchange-rate shifts have 
made US exports internationally competitive 
again, but at the same time makes the cryptic 
suggestion that the US, Japan and other 
countries are “moving into an area where 
historical relationships may no longer 
apply.” 

This means, according to OECD insiders, 
that while exports may respond predictably to 
exchange-rate changes, imports do not. US 
import demand continued strong through- 
out 1988 despite the weakness of the dollar 
and the consequent rise in import prices. 

We might dismiss this as nothing more 
than a classic case of the price-elasticity of de- 
mand in action, but demand itself has be- 
come shifting sand nowadays. Time was 
when governments used fiscal and mone- 
tary means to control demand, but the anti- 





government and pro free-market ethos of the 
1980s has all but paralysed fiscal policy in 
many Western economies. 

Monetary policy is used instead to 
mediate demand. If the economy happens to 
be overheating, interest rates are raised to 
damp it down. The exchange rate then firms 
— as weare seeing now in the US and Britain 
— and export competitiveness declines. 
Worse still, import demand is stimulated fur- 
ther by the strengthening currency. 


Where does it all end? In tears if one is to 
judge from OECD’s trade and current-account 
predictions for the next year or so. These 
show the US external deficit declining rela- 
tive to GNP up to 1990 but "only marginal- 
ly" thereafter. Meanwhile, the Japanese 
surpluses decine only marginally while 
West Germany's surplus stays about where 
itis. 

The prognosis is either that fiscal policy 
will have to become more restrictive again in 
the deficit countries (via higher taxes) or that 
floating exchange rates will have to be out- 
lawed. Unthinkable yes, as of now, but 
sooner or later the unthinkable has to be 
thought. Probably before that happens, the 
dollar's present little Indian summer will 
have to give way toa winter of savage discon- 
tent in the foreign-exchange market. 


What progress has been made so far in re- 
ducing the US deficit is thanks partly to the 
fall in oil prices and partly to the US$10 billion 
reduction of current-account surplus of 
Taiwan in 1988. 

The OECD expects the combined current- 
account surplus of Taiwan, South Korea, 
Singapore and Hongkong to more than 
halve by 1990 from its 1987 high of US$31 bil- 
lion. Exchange-rate shifts play a part, of 
course, but OECD is also assuming that East 
Asian governments will be prepared to 
bump up their own domestic demand in 
order to suck in imports. To ask them to do 
that is to invite them to court the sort of fiscal 
and monetary profligacy whose conse- 
quences their would-be mentors in the West 
are now unable to escape from. 


Any policy pursued without regard to its 
full consequences is bound to end in trouble 
and today's short-sighted concentration on 
monetarist methods is only one example. 
Another is the way banks are being compel- 
led by regulators to clean up their balance- 
sheets, in a way which positively discrimi- 
nates against lending to the Third World. 

A review published by IBCA Banking 
Analysis dealing with the effective way in 
which major banks have insulated them- 
selves from the effects of possible default by 
principal less-developed country (LDC) bor- 
rowers, shows that, over the past six years, 
"capital has grown, reserves have increased 
and exposure as a percentage of capital has 
fallen dramatically." 

Now all this clearly looks good from the 
regulators' point of view. But how does it all 
look when viewed from a LDC perspective? 
For that we have to turn to another source: 
Moeen Qureshi, senior vice-president for 


operations at the World Bank and a speech 
he gave recently to a private seminar on debt 
in London. 

Commercial banks, he pointed out, are 
not going to heed injunctions to go on lend- 
ing to developing countries when all the reg- 
ulatory pressures militate against it. They 
will chop their sovereign-loan exposure 
wherever possible in order to reduce assets 
and bring them into line with capital require- 
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ments, and will seek to replace them with 
higher yielding and higher quality assets. 

With so much emphasis now on debt re- 
duction by commercial banks, and the World 
Bank itself unwilling to step into the breach 
for fear of compromising its own loan 
portfolios, the likelihood of some new official 
agency emerging — to buy up Third World 
debt from the commercial banks at a heavy 
discount and to provide new money, too — 
is increasing daily. Watch this space. 


It often seems that Japan is becoming 
number one in just about everything, 
whether in terms of having the biggest exter- 
nal surpluses, the biggest GNP per capita, the 
biggest stockmarket capitalisation or what- 
ever. No fewer than eight of the world's 10 
largest commercial banks, ranked by assets, 
are Japanese, too. But whenit comes to bank- 
ing profitability, it is a different story. 

In the league table of real (inflation-ad- 
justed) profitability (net income as a propor- 
tion of equity) no Japanese bank is to be seen 
in the top 10 nor even in the top 20. Toyo 
Trust and Banking Co. creeps in at number 
23 and Sumitomo Bank has to be content 
with the 27th position. OtherJapanese banks 
are much lower still. 

It is the EC and Scandinavian banks that 
really shine in the profitability stakes. Maybe 
all the asset muscle the Japanese banks have 
acquired in recent years does not mean that 
they are necessarily all that fit. 

E Anthony Rowley 
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No more NICs 


or more than a decade, the most 
common policy advice to develop- 
ing countries the world over has 
: been a simple formula — copy the 
| export-oriented path of the newly indus- 
| trialised countries (NICs). 

| . These countries — South Korea, Taiwan, 
j Singapore, Hongkong, Brazil and Mexico — 


‘+ burst into world markets for manufactured 


] goods in the late 1960s and the 1970s. By 

| 1978, these six economies plus India ac- 

| counted for fully 70% of the developing 

| world's manufactured exports. Their growth 

| rates — of both GNP and exports — were un- 
equalled in the world. 

.| No wonder the call was sounded for 


| others to follow. Dozens have tried. But with 


the possible exceptions of Thailand and 
Malaysia, no other nation has come close. 


Dx Why not? The answer lies in the far-reaching 


changes in the global economy which have 
left the world mired in a glut offering little 
room for new entrants. 

Despite this glut, the major international 


: : * |. development institutions continue to coun- 
^ ' .] sel many countries to attempt to fill the NIC 


mould. This is seen in the advice of the 


n -.| foremost of these institutions, the World 
| Bank, which along with the IMF, now offers 


the vision of becoming a NIC as the way for 
the heavily indebted developing countries to 
escape the debt crisis. 

Through a variety of IMF facilities and 


ae | World Bank structural-adjustment loans, 


| dozensofcountries have been encouraged to 
|. open their economies to international mar- 
| ket forces. The prescriptions are by now 
familiar: privatise, liberalise, and offer more 
incentives to exporters and foreign invest- 
. ment. In short, become even more depen- 
| dentonthe world economy. 

Yet in 1989, nine years into a period of 
vastly reduced growth in world markets, the 
bankruptcy of this approach should beall too 

apparent. 

| A review of the world economy in the 
| 20th century pinpoints the 1950s and 1960s 
| as the glory years — world export volume 
| registered average annual growth rates of 
| 8%. During the 1970s, annual rates slowed to 
| 45%. In the 1980s, the average rate has drop- 
ped to just under 3%. 

The global stagnation of the 1980s is likely 
to prove harder to shake off than most would 
like to believe. Aside from growing protec- 
tionist pressures, a series of corporate deve- 
lopments has stunted global demand, leav- 
2 | ing increasing numbers of people at the mar- 
| gins of market activity. Prominent among 
| these developments are: the commercial 
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banks' handling of the Third World debt 
crisis, corporate substitution for Third World 
raw materials, and labour-saving technologi- 
cal innovation in the developed world. 

The debt crisis arose inevitably from the 
export-oriented strategies of previous dec- 
ades, strategies dependent on borrowing for 
infrastructure development. In the early 
1980s, as oil prices and interest rates rose and 
primary commodity prices fell, country after 
country declared its inability to service its 
debts. 

In rapid succession, the creditor banks 
sent these countries through IMF austerity 
programmes which prescribed shock treat- 
ment to bring countries' balance of payments 
out of deficit. Wage freezes, currency devalu- 
ations and government spending cuts re- 
duced imports into the Third World, con- 
tributing to global economic stagnation. 

For the developing world, the debt crisis 
coincided with another corporate develop- 
ment that fed the stagnation: technological 


Nine years into a — of vastly 
reduced growth in world 
markets, the bankruptcy of the 
IMF-World Bank approach 
should be all too apparent. 


breakthroughs in substitutes for Third 
World raw materials. A single anecdote 
typifies the impact of longer-term corporate 
development on commodity markets. 

Until 1981, the largest consumer of the 
world's sugar was Coca-Cola. That year, ina 
move rapidly emulated by other soft-drink 
giants, Coke began to shift its sweetener 
from sugar to corn syrup. Western consum- 
ers might not have viewed this change as 
significant, but it displaced millions of Third 
World sugar workers. Advances in plastics, 
synthetic fibres, food chemistry and 
biotechnology are bringing similar far-reach- 
ing changes to other commodity markets. 
The cumulative impact of these substitutions 
is to toss tens of millions of Third World 
workers into the margins of the marketplace, 
further curbing effective demand. 

New corporate technologies are like- 
wise transforming developed country 
economies. The major technological change 
of the past two decades — the computer rev- 
olution based on microprocessor technology 


— is different to previous technical break- 
throughs. The advent of electricity and the 
car, for example, generated millions of jobs 
in related industries and sparked economic 
booms in the leading nations. 

The microprocessor revolution has also 
created millions of jobs. But, the use of micro- 
processors in almost every manufacturing 
and service sector has resulted in labour sav- 
ings. Bank tellers, supermarket checkout 
clerks and assembly-line workers are all now 
joining the ranks of the unemployed. 

The result of these three changes is clear 
— all over the world industry now turn: 
more than consumers can buy. The 
world economy — a glut economy — 
coexists with billions of people who have 
enormous needs and wants but little ability 
to buy. 

Economic change has created a desperate 
need for a fundamental rethinking of the 
kind of adjustment policies that could fulfil 
the promises of growth and development. 
New strategies of adjustment must be built 
on realistic assumptions. The NICs were the 
product of a radically different world econ- 
omy. That they cannot be replicated in the 
1980s is an indication of how much things 
have changed. 


ather than increasing their reliance 

on a hostile world environment, 

developing countries must now 

look to diversify and to reduce this 
dependence. This implies a restructuring of 
trade and financial linkages in order to estab- 
lish a development logic that is internally 
ven, not one that caters to the whims o. ... 
world market. In short, developing coun- 
tries should not assume that exports can 
launch them into "NIC-dom." 

If economies can no longer be pulled 
along primarily by external growth, 
stronger internal buying power must be 
generated. This is the great challenge — 
how to transform crushing social needs 
into effective demand, and then how to 
meet that demand by turning first to 
domestically produced goods and services. 
In most developing countries this implies 
vast internal adjustment quite different 
from the World Bank's export-oriented 
policies. Most of the Third World's popula- 
tion cannot afford to purchase many goods 
and services. Wages are locked into rock-bot- 
tom subsistence rates; wealth and income 
are heavily skewed towards a numerically 
small elite. As a result, spreading income 
more evenly requires (among other changes) 
extensive land reform, progressive taxation 


;olicies, and guarantees of worker rights. 

To offer more specifics on development 
strategies based on boosting internal de- 
nand is a risky undertaking. Vastly differ- 
ənt resource bases and social strata among 
sountries suggest that beyond general prin- 
ciples, a country-specific approach is essen- 
jal. Indeed, the sin of universality in deve- 
opment strategies is perhaps the central 
weakness of IMF and World Bank's adjust- 
nent programmes. Further, the successful 
mplementation of any developmentstrategy 
depends on its acceptance by entrenched in- 
terests in that country. However desirable 
comprehensive agrarian reform may be in 
the Philippines, for example, a powerful 
land-owning group is likely to block such ef- 
forts. 

These caveats noted, a few general princi- 
ples for developmentin a hostile world econ- 
omy can be sketched out. Most would-be 
NICs remain predominantly agricultural 
* tes. Hence the starting point of internal 
« . md-led development must be in agri- 
culture. To increase buying power in the 
countryside, two undertakings are central — 
raising productivity and redistributing 
wealth. 

Agrarian reform remains the major 
means of redistributing wealth and income 
and increasing the purchasing power of the 
rural population. The people in Third World 
rural areas are either poor tenants or agricul- 
tural workers who earn subsistence wages. 
Only agrarian reform could begin to provide 
the surpluses required for consumption. In 
economic terms, small farmers have a higher 
“marginal propensity” to consume than 
larger ones, and much of their consumption 
could be satisfied by locally produced pro- 
ducts. 

Raising productivity depends in large 
part on upgrading infrastructure — irriga- 
tion, roads, credit institutions and marketing 
channels. Here, the World Bank could play a 

ive role by providing loans and techni- 
u .Sistance. In many ways, this returns the 
bank to its original purposes as a develop- 
ment bank. 

From this starting point in the coun- 
tryside, industrialisation based on maximis- 
ing links with agriculture makes enormous 
sense. In particular, three industries could be 
encouraged: 
> Agricultural inputs. An agricultural sec- 
tor with rising productivity will need locally 
produced fertiliser, pesticides, water pumps 
and a wide range of tools. 

9 Processing farm products. From cocoa 
and coffee to sugar and cotton, increased 
domestic processing offers more foodstuffs 
for local consumption and increases the 
value added of exports. 
> Consumer goods. As purchasing power 
ws in the countryside, so does the market 
for locally produced textiles, clothing, shoes, 
bicycles, refrigerators and other consumer 
goods. Here too World Bank loans could 
help by upgrading the technology of indus- 
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try. The cycle of agriculture-linked indus- 
trialisation does not stop there. As industry 
grows, the increased buying power of indus- 
trial workers could provide an expanding 
market for farm goods. 

This strategy should not be confused 
with import-substitution policies. These are 
more capital- and import-intensive, often de- 
pendent on protecting inefficiencies. They 
are less sensitive to creating markets for new 
production. Nor does agriculture-linked in- 
dustrialisation shun exports. Rather it fo- 
cuses on exporting higher value-added pro- 
ducts. 

In a highly interdependent world, such 
demand-centred development does not and 
cannot imply economic self-sufficiency. 
What cannot be produced locally is pro- 
duced nationally. What cannot be produced 
nationally is purchased from regional 
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partners. Only those products which region- 
al neighbours cannot provide need to be 
purchased from the developed world. 

Beyond domestic market policies in 
agriculture and industry, development 
strategies should seek to curtail wasteful eco- 
nomic activities. These range from large, un- 
productive landholdings to capital flight, 
from production and export monopolies to 
cronyism. Rooting out these practices is a 
monumental task, threatening as it does en- 
trenched groups. Clearly, the struggle for 
new development strategies becomes a poli- 
tical as well as an economic task. 

One factor that must condition all deve- 
lopment thinking is the need to maintain 
fragile natural resource bases around the 
world. The disappearance of rainforests, 
plant and animal species, clean rivers and 
clean air has become the dominant trend in 
too many countries. 

A fundamental rethinking is therefore in 
order. Most developing countries continue 
to look to the Asian NICs as a role model. 
However, a more realistic assessment of 
their options is needed. It is time to reopen 
the debate on adjustment and development, 
and to question strategies that would raise a 
country's dependence on an increasingly 
hostile and turbulent world economy. z 


Robin Broad is à former US Treasury official, 
now undertaking research at the University of 
the Philippines and John Cavanagh is a fellow 
at the Institute for Policy Studies, Washington 
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CURRENCIES 


Official blessing for rise in Singapore dollar 
New lease of life 


By N. Balakrishnan 


he Singapore dollar, long thought of 
| as a more stable substitute for the US 


dollar, is assuming a life of its own. 
Singapore authorities seem increasingly 
willing to let market forces play a bigger 
role in determining the value of the local 
unit. 

The shift appears to be in response to 
pressure from the US for a revaluation of the 
Singapore dollar — pressure which springs 
from Washington's determination to reduce 
the republic's growing trade surplus. 

Asaresult, the Singapore unitis expected 
to strengthen further against the US cur- 
rency this year. The last quarter of 1988 saw 
the Singapore dollar rise by about 5% against 
the US unit. A similar movement is expected 
against other major currencies, such as the 
yen and Deutschemark. An even greater up- 
ward movement is expected against the 


Malaysian dollar, which Kuala Lumpur 
seems intent on lowering in value. 

The Singapore dollar has been remarka- 
bly stable against the US unit for several 
years. But over that same period the yen and 
NT dollar have gained about 50% against the 
US currency. In 1985, the year which saw 
central banks starting to take coordinated ac- 
tion to lower the value of the US dollar, the 
Singapore currency averaged US$2.2002. By 
1987, the average value of the Singapore unit 
had risen just 5% to US$2.1060, even though 
currencies such as the yen and Deut- 
schemark had strengthened substantial- 
ly against the US dollar. 

Last year, the Singapore dollar opened at 
US$2.0253 and remained remarkably stable 
until late October when it was still 
US$2.0214. But in November, it took on a 
new lease of life, jumping to a monthly aver- 
age of US$1.9606. 

Market analysts thought at first that the 


strength of the Singapore dollar was 
merely reflection of the general weak- 
ness of the US unit. In December, the 
US dollar declined to about X122. 
Since then it has recovered to about 
Y128. However, against the Singa- 
pore dollar, the US unit has actually 
weakened further and now generally 
trades at about S$1.9350. On 26 Janu- 
ary, the Singapore dollar jumped to a 
record high when it was briefly 
quoted at about US$1:S$1.9290. 

Assuming the US unit does not 
begin a sharp ascent against the 
other currencies, foreign-exchange 
dealers in Singapore expect the local 
currency to touch US$1.90 within 
the next few weeks. The more op- 
timistic among them even expect it to 
move to about US$1.80 by the end of the 
year. 

Although US dollar to Singapore dollar 
rates are the most closely watched and the 
most traded, the Singapore dollar has been 
strengthening against other currencies as 
well. In some cases, such as the Malaysian 
dollar and the yen, the rise has been greater 
than against the US dollar. 

In November, the Singapore dollar aver- 
aged S$1.5929:¥100. By late January, it 
had risen to S$1.5178: 100. Against Ma- 
laysia's currency, it rose from an average of 
M$1:73.28 S cents in November to M$1:71.35 
S cents. It also jumped from DM 1:5$1.1220 
in late 1988 to DM 1:S$1.0507 in January. 

The Singapore dollar is a thinly traded 
currency and the republic’s central bank, the 
Monetary Authority of Singapore (MAS), has 
resources far in excess of the entire market. 
As aresult, the Singapore unit can only move 
with the blessing of MAS. 

. In September 1985, a period of US dol- 
lar strength, some US banks in Singapore 
thought they could short the Singapore 
dollar against the US dollar — and get away 
with it. But the MAS, after issuing a public 
statement against "speculators" trying to 
lower the value of theSingapore dollar, tight- 
ened the domestic money market so much 
that overnight rates for Singapore dollars 
jumped from 5% to 105%. The banks were 
forced to cover their positions and sustained 
massive losses. Since then, no trader has 
been tempted to go against the MAS' wishes. 

Even though the Mas has not been pre- 
sent in the market in a big way recently, it can 
be safely assumed that the Singapore unit's 
movements over the past few months have 
taken place with its blessing. 

A shift in the republic's trading pattern 
appears to underlie Mas’ decision to let the 
Singapore dollar strengthen. Last year, Sin- 
gapore's total trade rose 30.4% to S$167.2 bil- 
lion. Its surplus with the US, its largest trad- 
ing partner, increased by 10.6% to S$5.1 bil- 
lion. Further pressure for a reduction of that 
surplus can be expected from the US. How- 
ever, Singapore's decision to allow the local 
unit to appreciate against the US dollar may 





help blunt some of Washington's critic- 
isms. 

In the case of Japan, Singapore had a mas- 
sive trade deficit of 5$12.5 billion last year — 
an increase of 46.1% over the 1987 deficit. A 
large portion of Japan's exports to Singapore 
were said to be due to the relocation of Japan- 
ese companies seeking to escape increasing 
costs brought about by the sharp apprecia- 
tion of the yen. Part of the yen's recent weak- 
ness against the Singapore dollar can be attri- 
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buted to Japanese investors selling 
yen to acquire Singapore dollars, ac- 
cording to market sources in Singa- 
pore. 

The decline of the Malaysian ring- 
git appears to be a result of the Malay- 
sian Government's decision to allow 
the local currency to weaken in order 
to boost exports and ensure that Ma- 
laysian wage costs are attractive to for- 
eigninvestors. Capital flows from Ma- 
laysia to Singapore, a shift away from 
the weakening currency and into 
slightly higher Singapore dollar in- 
terestrates, havereinforced thetrend. 

Singapore authorities clearly seem 
unworried that the strengthening 
Singapore dollar will affect either its 
exports or cost competitiveness. Since Singa- 
pore is trying to attract investments into 
higher value-added industries, it regards 
Taiwan and South Korea, not Malaysia, as its 
chief rivals. The currencies of both: | 
countries have appreciated much more | 
Singapore’s. It is estimated that despite a re- 
cent spate of increased levies and the 
stronger Singapore dollar, the republic stil] 
has lower unit labour costs than either South 
Korea or Taiwan. 5 
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ECONOMIC RELATIONS 


OECD seeks dialogue with Asta s NICs 


Clubbing together 


By Anthony Rowley in Paris 





he first steps towards bringing Asia's 

newly industrialised countries (NICS) 

— South Korea, Taiwan, Singapore 
and Hongkong — into the Western eco- 
nomic community were taken at an OECD 
seminar in Paris on 24-25 January. The NICs 
attitude towards the "rich-man's club," how- 
ever, was highly ambivalent. 

Only Taiwan showed any enthusiasm for 
the idea of becoming a member of the OECD. 
That could be seen as part of a stratagem by 
Taipei to end Taiwan's diplomatic isolation 
from the international economic commu- 
nity. 
South Korea is still unwilling to accept the 
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obligations that OECD membership entails, as 
is Singapore. Hongkong's position is as 
tricky, politically, as that of Taiwan. 

Neither philanthropy nor any sense of in- 
ternational community drove the 24 Western 
nations of the OECD to seek a dialogue 
the four Asian NICS; rather, the motiv 
was a growing fear of their economic poten- 
tial as exporters and "new Japans" in the 
making. 

The Western response had been limited 
to Washington's aggressive coercion of the 
NICS to open their markets to US exports and 
threats of protectionism from the EC in Brus- 
sels. Then Japan, which joined the OECD in 
1964, intervened. 

Tokyo managed to persuade other OECD 
members that the NICs are still at an em- 
bryonic stage in developing their political 
and social institutions, despite the apparent 
robustness of their economies. To attack 
them over their economic policies might 
court destabilisation of the NICs and East 
Asia. 

With the support of OECD economists, 
Tokyo was further able to suggest that the 
key to reducing the NICs current-account 
surpluses — mainly those of Taiwan and 
South Korea — was not simply to force them 
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w sevaiuet CAUIdlipe tales Or IIDCTalSe mM- 
ports. The NICs had to be taught to do things 
the Japanese way: to increase domestic de- 
mand and consumption. 

This set the stage for an attempt at 
dialogue with the Nics. Japan again 
suggested that the right forum would not be 
a formal meeting with the OECD but an infor- 
mal seminar, co-hosted in the event by 
France’s Institut Francais des Relations In- 
ternationales. Canada warmly supported 
Japan’s plan, the US was more or less neutral 
and countries like Britain and West Germany 
somewhat hostile. 

The OECD, guided largely by Japanese 
diplomacy, leaned over backwards to avoid 
the impression that the meeting was de- 
signed to arraign the NICs over their aggres- 
sive export policies. It was even given the 
anodyne title of “Seminar on sustaining the 
development of the global economy.” 

Another constraint was the need to avoid 
offending China by any reference to Taiwan 
or Hongkong as countries rather than pro- 
vinces of China. The term “entity” was used 
and OECD officials studiously avoided the 
term NIC — using instead the label Newly 
Industralising Economy (NIE). NIE has found 
its way into international economic parlance, 
though OECD officials are said to be unhappy 
with the term, preferring NEE — newly ex- 
porting economy. 

This pantomime-like performance, try- 
ing to avoid scaring away the NICs or offend- 
ing Peking, meant that everyone attending 
the Paris seminar was there in a “personal 
capacity” and paid their own expenses. 

Representation from the NICs was mainly 
at ambassador or junior foreign-ministry 
level — again designed to avoid the impres- 
sion of an official, government-to-govern- 
ment meeting. 

South Korea’s team was led by Economic 
Planning Board assistant minister, You 
Kwan Park; Taiwan’s by director-general of 
the Board of Foreign Trade, P. K. Chiang; 
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oingapore S by permanent secretary tor the 
Ministry of Trade and Industry Chuan 
Leong Lam, and Hongkong's by Director of 
Trade Michael Tse. From the OECD came 
dozens of (relatively junior) government offi- 
cials and representatives of private-sector 
business and academia, making up a total of 
around 150. 

No specific policy suggestions or recom- 
mendations involving any of the NICs came 
out of the seminar, though it did result in 
what OECD senior officials described as a de- 
sire for more specific and focused follow-up 
meetings “without delay,” after a “period of 
reflection." 

OECD secretariat sources told the REVIEW 
these would probably concentrate on struc- 
tural adjustment in the NICs to liberalise their 


economies. 
S the issue of the NICs trade surpluses by 
the latest OECD statistics which project 
the combined current-account surpluses of 
Taiwan and South Korea (primarily with the 
US, though also with Europe) declining from 
US$28 billion in 1987, to nearer US$13 billion 
by 1990. 

Hongkong's surplus will also have more 
than halved by then to US$1 billion and Sin- 
gapore's modest surplus will have disap- 
peared altogether. 

Thisisa majorturnaround. As recently as 
last year, the OECD was suggesting that the 
combined US$30 billion surplus of the four 
Asian NICs would barely be dented by 1990 
and that, as the US deficit remained high and 
those in Europe rose, the scope for trade 
friction with East Asia could only in- 
crease. 

OECD's econometric models now suggest 
more modest surpluses in East Asia, largely 
as a result of continuing exchange-rate ad- 
justments and also because of changing pat- 
terns in domestic demand in the NICs. It is 
hoped that the dialogue with OECD will fur- 
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ther this process, though it may be at the ex- 
pense of some of the Asian virtues of ^work- 
ing hard, saving hard and investing." Asone 
OECD official put it, the NICs "are recognising 
the charms of consumption too." 

According to OECD secretary-general 
Jean-Claude Paye, there was no mention of 
institutionalising OECD's relationship with 
the Asian NICs. Officials pointed out, how- 
ever, that both Taiwan and Hongkong could 
only expect to attain some sort of associate 
status, given that OECD (unlike, say, Gatt) is 
an "inter-governmental" organisation and, 
as economic "entities" rather than countries, 
neither Hongkong nor Taiwan, in diploma- 
tic terms, qualify. 

Taipei is understood, nevertheless, to 
have canvassed the idea that if it cannot be 
admitted to full membership of OECD it might 
at least sit on committees such as the deve- 
lopment-assistance committee, which ad- 
ministers OECD aid to the Third World. Some 
officials saw this as a move to achieve 1 
door admission" to the OECD. 

South Korea is the most obvious candi- 
date for membership. Sources close to the 
OECD told the REVIEW that Seoul will proba- 
bly wish to avoid joining until 1991 at least, 
when it feels able to accept OECD strictures on 
matters such as fully opening its capital mar- 
kets to outside investment and freeing-up 
foreign-exchange flows. 

Singapore, and probably Hongkong, too, 
are wary of what OECD membership would 
entail by way of ceasing to qualify for prefer- 
ential access for their exports under the 
generalised system of preferences (GSP) of- 
fered by developed countries. 

The US has withdrawn GSP concessions 
from the four Asian NICs, and they would not 
wish to see Europe and Japan remove them, 
too, once they enter the rich-man's club. The 
OECD, meanwhile, is seeking to project a new 
self-image as a "club for market economies" 
and a forum for political and cultural ex- 
change. 

The Latin American NICs — such as E 
and Mexico — were not invited to the Paris 
seminar ostensibly because their sovereign 
debt is so huge that it would have dominated 
the discussion, which would have been 
largely irrelevant to East Asia. 

OECD Officials said in private that the 
Asian countries are becoming market 
economies “more like us” than those in Latin 
America. The dialogue may be extended to 
Latin American and other NICs later. 

The major disappointment in Paris was 
the absence of Malaysia and Thailand. Hav- 
ing initially accepted the invitation to partici- 
pate, Kuala Lumpur later said that it did not 
feel it had yet reached NIC status and should 
not take part. 

Bangkok made a similar decision though 
it sent an observer. Officials said the absence 
of these "second-tier" NICs was regretted. 
They suggested that the fear of losing trade 
concessions through association with the 
NICs might have been a factor. a 
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China's science reform 


hina has about 18 million scientists, 

engineers and technicians, less 

than 18 per thousand of its popula- 

tion. To make matters worse, these 
scant resources are often not applied where 
they are most needed. 

More than a third of the nation's trained 
scientific manpoweris idle for lack of suitable 
work, according to a paper delivered in Janu- 
ary in San Francisco by Gao Xiaosu of 
China's National Research Centre for Sci- 
ence and Technology for Development. 
^What a waste of human resources," Gao 
commented tersely at the annual conference 
(^ ^e American Association for the Ad- 
' ment of Science (AAAS). 

In particular, manufacturing industry has 
suffered from a severe shortage of qualified 
technical personnel. As China's market 
economy develops, he said, demand is 
growing for more mobility of engineers and 
technicians. 

The problem, explained Yang Anxian, 
chief engineer at the Chinese Academy of 
Sciences’ bureau of science and technology 
policy, results from China's centralised sys- 
tem of science and technology planning, 
which was established in the 1950s, on the 
Soviet model. The system's weak point, 
Yang said, is that it kept science and 
technology at arm's length from the eco- 
nomy. 

A rigid structure allowed institutes con- 
trolled by the system to become isolated from 
the rest of society, rendering them "totally in- 
capable" of doing leading-edge research or 
contributing to the growth of the Chinese 

omy. Reform was just beginning, how- 
which had the potential to ultimately 
“change China completely," Yang said. 

An example of reform quoted by Gan 
Xin, of the National Research Centre for Sci- 
ence and Technology for Development, was 
the introduction during the past three years 
of competition between institutes for gov- 
ernment-research funds. 

Another positive step was the introduc- 
tion by the State Science and Technology 
Commission last year of the "torch program- 
me," which is intended to accelerate the 
commercialisation of research results gener- 
ated by nationalinstitutes. Thisis a follow-up 
to the "spark programme," which was in- 
itiated in 1986 to kindle local industries. 


Undoubtedly the industry the Chinese 
would most like to see catch fire is elec- 
tronics. Speaker after speaker at the confer- 
ence reiterated that microelectronics was the 
key technology for the development of 
China's industrial productivity. 


At the end of 1987, according to Yong 
Ningjiang of the China Academy of Elec- 
tronics and Information Technology, the na- 
tion’s electronics industry consisted of some 
2,300 companies, employing between them 
about 1.4 million workers. Output of the in- 
dustry in 1987 was worth Rmb 28.6 billion 
(US$7.7 billion), up 40% from the previous 
year. 

Despite such rapid growth, the situation 
was grim, said Chen Rushu, a senior en- 
gineer at the Ministry of Machinery and Elec- 
tronics Industry. China’s microelectronics 
industry is currently “far behind” its counter- 
parts in advanced countries. Butitis attempt- 
ing to catch up: in microchips, for example, it 
has developed the technology to produce 64 
kilobit memories. By 1990, China’s goal is to 
reach the international level of the late 1970s 
and early 1980s. 

Chen predicted that demand in China for 
microchips would increase from 600 million 
in 1990 to 3 billion in 2000; demand for per- 
sonal computers, would increase from 
200,000 in 1990 to 500,000 in 1995. Since 
China would not be able to meet all this de- 
mand domestically, some products would 
have to be imported. 

Between 1990 and 2000, demand for con- 
sumer electronics products would increase 
from US$6.8 billion to US$27.4 billion; indus- 
trial electronics, from US$3.2 billion to 
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US$8.5 billion; and information services, 
from US$2.2 billion to US$10 billion. 

In the expectation that by the turn of the 
century, all Chinese households would have 
TV sets, 90% of them radio-cassette players 
and 60% video-tape recorders, planners will 
initially emphasise development of the con- 
sumer sector of the electronics industry, 
Chen said. Thereafter, the industry could 
target the computer and communications 
sectors as well. 

But before China can achieve such ambiti- 
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ous goals, many problems must be over- 
come. The most serious is that investment in 
the industry is too small. In the future, new 
methods of funding must be found, such as 
establishing development and venture capi- 
tal banks, and attracting more foreign capi- 
tal. Individual companies also are too small. 
The output of the largest microchip factory is 
only 30 million chips a year; of personal com- 
puters, only 8,000. 

In the transition from a state-controlled to 
an open market, production and demand 
are often mismatched. Two other handicaps 
were insufficient development of supporting 
industries and an inability to digest imported 
technology. If China can overcome these 
problems, then the future for its electronics 
industry is bright, Chen concluded. 


What are China’s most recent achieve- 
ments in science and technology? According 
to Lu Jiaxi, chairman of the Chinese 
Academy of Sciences and leader of a large 
Chinese delegation to AAAS, the most impor- 
tant was the completion last October of a 
large particle collider at the Institute of High 
Energy Physics in Peking. Both it and 
another accelerator which recently began op- 
erations were designed and built in China. 

Of more immediate practical application, 
a genetically engineered enzyme developed 
by Chinese scientists has been applied to the 
production of penicillin antibiotics. This is a 
breakthrough because previously, China 
has had to import all the enzymes used in 
penicillin production. 

Lu, achemist who earned his doctorate at 
London University before World War II, was 
proud of a new type of crystal produced only 
at his own institute in southeast China. 
Made from the compound lithium triborate, 
the crystal shortens the wavelength of light 
which passes through it, a useful property 
which can be used to alter the output of las- 
ers. China currently exports the crystals to 
the US and Europe. 

Other developments that Lu listed are a 
new type of radar used in prospecting, an 
improved catalytic process for the extraction 
of gold from ore, and a powerful computer 
work station developed at the Institute of 
Computer Science in Peking for use in com- 
puter-aided engineering. 

Despite the advances, there are still prob- 
lems which Lu said would hinder the further 
development of science and technology in 
China. Of these, the most serious is illiteracy. 
Top priority must be given to education — 
“without a sound education programme,” 
Lu said, “rapid [scientific] progress is impos- 
sible.” u Bob Johnstone 

















The Tokyo shuffle 


he Japanese Government con- 

tinues to insist it is sticking to its 

basic policy of shifting the weight of 

the economy from one foot (export- 
led growth) to the other (domestic demand). 
But doubts are growing that this will work 
and that the government's resolve will re- 
main strong. | 

One fear expressed by officials is that in- 
flation may rise. Domestic demand has 
grown a lot more rapidly than initial projec- 
tions for the past two years — by 6.2% in fis- 
cal 1987 and an expected 6.6% in fiscal 1988 
(ending 31 March). Sources at the Economic 
Planning Agency (EPA) say that if the domes- 
tic economy was to grow at a similar rate in 
1989, inflation would certainly rise from 0.7% 
in the current year. Business is running at full 
capacity and wage pressure is building. 

In fact, the government is assuming that 
almost the full effect of the 3% consumption 
tax will be passed onto consumers. This will 
help lift inflation to 2% next year. The EPA is 
concerned about the effect this will have on 
next year’s spring wage offensive. It would 
like to see inflation nearing zero by then. This 
will be much less likely, it reckons, if domes- 
tic demand continues to boom. 

To make sure that it does not, the govern- 
ment proposed a budget that is broadly neu- 
tral in its macroeconomic effect, with general 
expenditure in 1989 exceeding revenues (in- 
cluding the sale of shares in telecommunica- 
tions giant NTT) by ¥7.1 trillion (US$55.62 bil- 
lion), compared with a budgeted deficit of 
¥8.8 trillion in 1988, A supplementary 





budget of an extra ¥5 trillion in fiscal 1988 
was also formulated to use some of the unex- 
pected increase in tax revenue to fund pen- 
sions and subsidise local authorities. 

Although the government is worried 
about prices, it is still prepared to forecast 
that domestic demand will grow by 4.7% in 
fiscal 1989, the same as its original estimate 
for this fiscal year. And even this may not be 
enough to calm Japan’s other fear — that the 
external sector (exports minus imports) is not 
contracting fast enough. 

The paradox for Prime Minister Noboru 
Takeshita is a particularly cruel one. The for- 
eign balance has actually applied a bigger 
brake on the economy over the past three 
years than the government expected. And 
yet, in US dollar terms (the values the rest of 
the world looks at), the trade surplus refuses 
to shrink. December's trade surplus of 
US$9.65 billion was the largest ever. The 
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surplus for this fiscal year may only fall US$1 
billion to US$93 billion. 

By contrast, the current-account surplus 
as a ratio of GNP may well halve from 4.596 to 
2.2% between 1986 and 1989. The trend in 
the current-account surplus looks accept- 
able, because tourism is booming and in- 
terest receipts from overseas investments are 
not rising as rapidly as some expected. But 
the trade surplus is only likely to fall, on the 
EPA'S most optimistic estimates, from 
US$101.6 billion to US$88 billion over the 
same period. 

One arithmetical reason for this is that be- 
cause imports are so much smaller tha- 
ports in absolute terms, they havetoris — 
faster rate than exports to make much impact 
on the trade surplus. In volume terms, im- 
ports rose by 16.675 last year. But exports 
grew by 5.176, thanks to strong worldwide 
growth, particularly in demand for capital 
goods. 

Another reason is that many Japanese ex- 
porters have only recently been passing on 
the effects of the rise in the yen to their cus- 
tomers, even though the local currency 
began to appreciate in 1985. David Pike of 
UBS-Phillips & Drew says that this may be 
the result of sharp competition from coun- 
tries such as South Korea and Taiwan, until 
their own currencies began rising belatedly 
against the US dollar in 1987. As a result, we 
may only now be seeing the effects of the 
J-curve, where export values rise faster than 
volumes and the trade surplus rises rather 
than falls. u Nigel Holloway 
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Takeover of Thailand's national line sparks protests 


Not all shipshape 


By Paul Handley in Bangkok 


pposition is growing to two projects 

in Thailand associated with Bruce 

Rappaport, a Swiss financier and 
shipper with a colourful career. Influential 
Thais in government and the private sector 
have begun to question the wisdom of grant- 
ing Rappaport control over the state ship- 
ping line Thai Maritime Navigation Co. 
(TMNC) and a huge plot of land on Phuket Is- 
land in south Thailand. 

The opposition could become an embar- 
I^^ ent for the government of Prime Minis- 
| hatichai Choonhavan, who has long 
counted Rappaport, the Thai honorary con- 
sul in Geneva, as a close friend. In recent 
weeks, Thai newspapers have focused on 
Rappaport's involvementin scandals such as 
the 1975 Pertamina tanker fiasco in Indonesia 
(REVIEW, 11 Mar.’77) and the 1986-88 US con- 
troversy over an oil pipeline planned for Iraq, 
which forced the resignation of US attorney- 
general Edwin Meese last year. 

The newspapers have pointed out how 
easily Rappaport has moved towards control 
of both Thai projects. After being mulled 
over for two years, the TMNC takeover began 
to speed up following Chatichai's appoint- 
ment as prime minister in August 1988. Dep- 
uty Prime Minister Thienchai Sirisamphan 
pushed the proposal to begin final negotia- 
tions with Rappaport’s Geneva-based Inter- 
Maritime Management (IMM) through a 10 
January cabinet meeting, against the objec- 
tions of Anek Tubsawan, the deputy minis- 
| f communications and transport in 
( e of shipping. 

"This thing came up to the cabinet with- 
out anyone's knowledge," said Viroj Na 
Bangchang, an aide to Anek. Viroj ques- 
tioned why a national line should be turned 
over to a foreigner. 

Rappaport's proposal involves taking a 
49% shareholding and complete manage- 
ment control of TMNC. The takeover would 
involve TMNC repaying Baht 286 million 
(US$11.3 million) in debt over 10 years. Most 
of the debt is owed to the state-controlled 
Siam Commercial Bank, Krung Thai Bank 
and the Petroleum Authority of Thailand 
(PAT), as well as the Ministry of Finance. 
About Baht 36 million is owed to private con- 
tractors. 

IMM still has to negotiate a price for its 49% 
share. Currently, the Ministry of Transport 
and Communications holds about 70% of 
the shares, and the Finance Ministry the rest. 
Traditionally, however, the Thai navy has 
controlled the line. 


The basic agreement says that some of the 
shares would be paid for in cash, and the rest 
given to IMM based on goodwill. TMNC is 
capitalised at only Baht 117 million, so a 49% 
stake paid for in cash at book value would 
not cover much in the way of setting up 
TMNC with its own vessels. However, Rap- 
paport controls a well-established fleet of 
tankers that could be put into service. 

TMNC currently has one 2,100 dwt vessel, 
and earns most of its money by leasing ves- 
sels or space on vessels for government car- 
goes. Government cargoes must go on Thai- 
flag vessels, and TMNC gets the business on 
routes, such as North America, that are not 
served by Thai-flag vessels. 

IMM has set four requirements for its 
takeover of TMNC: that the line would have 
rights to carry all Thai foreign military ship- 
ments; all government and state-enterprise 
cargo, and all oil imported by PAT. Finally, it 
insists on 100% management control of 
TMNC. 

Critics point out that the government will 
still be liable for new and old debts, as IMM 
apparently will only attempt to pay them off 
over the 10-year contract. It is also under- 
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Thienchai; Bangkok's Klong Toey port. 


stood that PATis not inclined to accept TMNC's 
proposed monopoly over oil cargoes; oil is 
now shipped under competitive bids. 

But the fundamental issue — bailing out 
an indebted TMNC and establishing a strong 
Thai national line — rests on flimsy ground. 
The proposal sent to the cabinet showed 
losses of Baht 30 million in 1987, Baht 65 mil- 
lion last year and a projected loss of Baht 32 
million this year. 

But according to Taveesak Leemekanont, 


a senior TMNC official, the line earned a net 
profit of Baht 24.2 million in 1988, and is pro- 
jecting a profit of Baht 38.2 million this year. 
The line paid about Baht 25 million in debt 
service over the first nine months of 1987 out 
of funds from the sale of two vessels, 
Taveesak said. In projections for 1989, TMNC 
plans to pay Baht 30 million in debts, and can 
halve debts within five years. But as a ship- 
ping industry source said: "With a 
monopoly, anyone can make money on 
TMNC." 

In late January, Chatichai appointed a 
working committee to negotiate with Rap- 
paport, made up of his close advisers Van 
Chan Sue and Dej Boonlong, and Thien- 
chai, Minister of Agriculture Sanan 
Kachornprasart, and Anek. Dej is said to be 
in charge. 

Anek's aide said the minister wants to 
handle this through his own department, 
opening up the field for only Thai companies 
to take over and operate TMNC. 

But after Anek formed a committeee to 
process new bids, on 31 January the cabinet 
ordered the committee disbanded, accord- 
ing to a government statement. Anek, how- 
ever, was quoted as saying that the matter 
was not even discussed at the cabinet meet- 
ing 


Despite all that, Anek’s critics say he is 
only jockeying to ensure benefits for his 
party, the Democrats, in fighting the current 
deal. 

Informed observers predict that Anek 
and Thienchai are likely to come to terms that 





would eventually open the way for an IMM 
takeover. 

Meanwhile, objections have also been 
raised to the way a parcel of land of 450 haon 
the north end of Phuket, and 80 ha on the ad- 
jacent mainland province of Phang Nga, is 
falling into Rappaport’s hands. He plans a 
project involving seven hotels and several 
golf courses, and an exclusive resort and 
marina, originally to be named Prem Resort, 
after former prime minister Prem Tin- 


sulanond who was in office when the project 
was formulated. 

Rappaport plans to invest US$400-600 
million in the project. But according to re- 
ports, he would also require the government 
to build a new road and bridge connecting 
the island and the mainland, and shift the 
course of high-tension power cables supply- 
ing the island's electricity. 

After some public objections early last 
year, the Treasury, the owner of the land, 
put the 30-year lease for the land up for pub- 
lic bidding. 


But by November all of the Thai bidders 
had withdrawn, leaving the project back in 
the Swiss financier's hands. According to 
press reports, the State Railway Authority 
succumbed to pressure to allow its scenic 
Phang Nga waterfront land to be included in 
the project. 

To advance the project, according to reli- 
able sources, Rappaport has now recruited 
retired Air Chief Marshal Prayad Didyasa- 
rin, former president of Thai Airways inter- 
national, to chair the development com- 
pany. Certain well-known Thai property 
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Angst over reissue of Tauvan trust-fund units 


|I russed and tied 


By Jonathan Moore in Taipei 


T he recent refusal by Taiwan's central 
bank to allow domestic securities in- 


vestment trusts to reissue units of for- 
eign-listed funds that were redeemed when 
the market slumped last summer, has fo- 
cused attention on the trusts and their role in 
managing Taiwan's billions. 

Despite limitations set by regulators at the 
Securities and Exchange Commission (SEC) 
and, now, at the central bank, the funds ap- 
pear to have great potential for chan- 
nelling outward investment and for 
furthering the internationalisation of 
Taiwan’s financial sector. 

The central bank’s refusal came on 
the heels of the four trust-manage- 
ment companies’ staggered launch, 
beginning last November, of four 
new funds, each worth US$40 mil- 
lion, which give local investors 
access to overseas markets for the first 
time. 

The central bank blocked the reis- ™ 
sue of units to foreign investors by 
three of the four funds: the Formosa 
Fund, the Taiwan (ROC) Fund, and 
the Taipei Fund. Reselling the units 
could have brought as much as 
US$450 million into the country. The 
fourth fund, the Taiwan Fund, is 
closed-ended and so had not been re- 
deemed. 

Although the amount of the money the 
sales would have potentially raised might 
seem trivial compared with Taiwan’s money 
supply of around US$168 billion (in terms of 
M2), analysts said the central bank's prevail- 
ing nervousness about growth in the money 
supply explained the reluctance to allow 
funds to flow back in. 

The four firms were set up as pilot ven- 
tures for what is intended to become, even- 
tually, a competitive industry. International 
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Investment Trust (IIT) was first in 1983: the 
other companies are Kwang Hwa Securities 
Investment & Trust; China Securities Invest- 
ment Trust, and National Investment Trust. 
Each has foreign investors but is majority- 
owned locally. 

The four funds, which are listed on New 
York and London exchanges, are still the 
only way foreigners can participate in the 
Taiwan market. 

The Ministry of Finance recently stated its 
intention to issue licences for new trust com- 
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The Ministry of Finance: new licences. 


panies. Although it did not mention a date, it 
said that they could come possibly by the end 
of this year. 

Meanwhile, as it would seem that out- 
ward investment is becoming more impor- 
tant, the SECis allowing the trusts to capitalise 
their new, outward funds at only US$40 mil- 
lion each to begin with. 

Three of the companies have sold all their 
units already, but the SEC says that not all 
funds have sold all their units — IT's launch- 
ing coincided with a round of currency ap- 
preciation which unsettled investors — and 





speculators are already linked to the project. 
However, at the same time, a reputed 
Bangkok lawyer has quietly been asked to 
look into Rappaport's background by senior 
officials concerned about the project. 
Objections to the project have surfaced 
from environmentalists and Thai activists 
who cite laws restricting access to the coun- 
trys beaches for private developments. 
However, some are concerned about Rap- 
paport's reputation and willingness to sink 
his own money into the project. No informa- 
tion has been made available on this aspect. m 


this shows there may not be enough de- 
mand for new funds. 

"Thereis no planat this moment [to allow 
a second tranche],” said Chen Chung-hsing, 
ofthe SEC. "We are proceeding step by step." 
Nevertheless managers are optimistic. "In a 
few years' time [the overseas fund] could be 
quite big,” said Steve Champion, pres ' t 
of IT. "We hopetobehelpingforeignm — *' 
come in and local money goout. The foreign- 
local joint venture is ideal for that," he said. 

“I think we are going to grow as Taiwan 
grows," said Benjamin Feng, president of 
Kwang Hwa, which manages the Formosa 
Fund. “We can channel the money out over 
time and invest internationally, but I feel that 
we could grow faster if we were given per- 
mission to issue more funds.” 

Foreign investment firms, some fly-by- 
night and others with well-known names, 
are arriving in droves to try to tap some of the 
massive savings, but the four home- 
grown firms are in an enviable posi- 
tion. 

First, the market is still highly pro- 
tected. Foreign competition is re- 
stricted so far to six licensed foreign- 
fund management companies which 
are permitted to promote and sell 
units of offshore funds, as long as the 
investor first remits his money ` 
self. Other firms may provide 
sulting services only. 

Having been here for several years 
already, the four joint-venture com- 
panies have established track records 
and are known in the local market. 
Prospectuses are in Chinese and in- 
vestors pay over the counter for units 
of the foreign funds which are de- 
nominated in NT dollars. 

The attraction of the local companies was 
demonstrated when Kwang Hwa’s US$40 
million overseas fund sold all its units in a 
single day. Between them, the six foreign 
firms offering mutual trusts have managed 
to sell an estimated US$200 million since Jar- 
dine Fleming’s licence, the first, was ap- 
proved in early 1987. 

Altogether, the four joint-venture firms 
control about NT$38.6 billion invested in the 
local stockmarket through local closed and 
open-ended funds and their foreign-listed 
funds. si 
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Crossing the Causeway 


hroff would like to bid a warm wel- 

come to Hoare Govett, OUB Sec- 

urities and G. K. Goh — all of whom 

— are making the trek north from Sin- 
zapore to join W. I. Carr and Crosby as for- 
sign observers of the exciting world of 
Malaysian broking. 

The move by these firms is long overdue. 
ít was obvious three years ago that the in- 
creasingly youthful Singapore-based brok- 
ers were becoming unable to service their 
clients satisfactorily with Malaysian research 
and company visits. During the period ot 
racial tension in 1987, for instance, Shroff re- 
cpomhers being asked by one Singaporean 
h of research: "What were these '69 riots 
wou are talking about?” 

With a bit of luck, the impending pre- 
sence of so many Singapore-based brokers 
here will also put an end to some of the wild- 
er rumours that seem to emanate with 
monotonous regularity from south of the 
Causeway. Recently, the Singapore houses 
avere spreading it about that Deputy Prime 
Minister Ghafar Baba had been sworn in as 
prime minister and that Datuk Musa Hitam 

ad been appointed his deputy. 

Mercifully, the foreign funds are getting 
Ked up with this nonsense and are doing in- 
;reasing amounts of business with Kuala 
(Lumpur brokers. Hence the move north by 
Khe Singaporeans, who are uneasily aware 
that the majority of stocks on their own ex- 
ichange are actually Malaysian. 

There is, of course, one other major un- 
iderlying reason for this sudden migration. A 
«splitting of the Kuala Lumpur and Singapore 
se ' nges seems like a distinct possibility. 
M —nonth, Kuala Lumpur brokers voted 
Ifor the second time against following Singa- 
iipore's example on graduated commissions, 
and the Kuala Lumpur Stock Exchange 
MKLSE) is planning to introduce a com- 
E trading support system and a cen- 





al scrip depository later this year. 


“The KLSE has also launched a second 
"board for smaller companies in a bid to add 
isdepth to the market. Companies seeking a 
isting on the second board need a minimum 
»paid-up capital of M$5 million (US$1.83 mil- 
lion), compared with M$20 million for com- 
anies on the main board, and they will 
not have to advertise their full prospectus. So 
far, however, the response has been muted 

— only one company has applied for a list- 














The reasons are not hard to find. The KLSE 

— and the Treasury, Capital Issues Commit- 
tee (CIC), and central bank, which seem to be 
“vying with one another for control of the ex- 


change — seems intent on shooting itself in 
the foot. Not content with making a mess of 
the re-organisation of its committee (REVIEW, 
29 Dec. '88), the KLsE is now confusing every- 
body by proposing bizarre listing rules for 
the second board which seem to imply that 
takovers of one publicly listed company by 
another would be banned and that publicly 
listed companies would not be allowed to 
float off their subsidiaries. 

Nobody knows what is really going on — 
least of all the CIC, which is supposed to ap- 
prove all new share offers. When first drafted 
late last year, the KLSE second board listing 
manual forbade so-called chain listings and 
cross-holdings. When published in Novem- 
ber, the revised manual contained no men- 
tion of these prohibitions, leading brokers to 
believe that they had been dropped. Now it 
has been revealed that the CIC is polling mer- 
chant banks and auditors in Malaysia on 
whether they should be included again. 

If the KLSE is sincere in its declaration that 
the second board does not denote second- 
class status, then it should abandon its at- 
tempt to establish less favourable rules for 





second-board stocks. If applied to the main 


board, a chain-listing prohibition would 


have brought about the immediate delisting 
of Sime Darby's subsidiaries Tractors 
Malaysia, United Estate Projects, Consoli- 
dated Plantations and Dunlop Malaysian In- 
dustries as these companies all account for a 
substantial portion of Sime’s consolidated 
net tangible assets and/or profits. 

Similarly, if companies on the main board 
were not allowed cross-holdings of more 
than 20% (as is proposed for the second 
board), Roxy would have to sell its control- 
ling stake in Development and Commercial 
Bank and TV3 its 22.5% stake in Cold Storage 
(Malaysia). Incompetent directors of publicly 
listed companies could rest easy, knowing 
that hostile takeover bids by other listed 
firms would be very difficult. ` 
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Such a rule would also scupper Genting s | 


restructuring plan, which was announced 
without much fanfare on 30 January. The 


casino and resort giant is planning to transfer | 


its resort, gaming and hotel operations to its 
subsidiary, Resorts World, which will be 
"pumified" with a 30% shareholding alloca- 
tion to Malay investors and then floated off 
for a separate listing. Genting will become a 
holding company with 77% of the plantation 
company, Asiatic Development (publicly 
listed), 54% in Resorts World (seeking a list- 
ing) and 14.8% in Genting International (un- 
listed and unloved). 

The publication of the plan goes some 
way towards confirming rumours last year 
that Genting was slipping into Kuala Lum- 
pur's Black Hole, that loose coalition of pub- 
licly listed companies and prominent busi- 
ness personalities that seems to have uncan- 
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nily close connections with Malaysia's ruling | 
politicians. Genting's statement made no | 


mention of the identity of the lucky 
bumiputra shareholder but it is unlikely that 
the company will give up 30% of its money- 
making machine to anyone without the poli- 
tical clout to ensure that its casino licence is 
renewed like clockwork. 


Certainly, the bumi shareholder is getting | 
a lovely bargain. The assets being sold to Re- | 


sorts World account for more than 75% of 
Genting’s pre-tax earnings, so on the pre-an- 
nouncement share price of M$8.90 and 
Genting’s paid-up of 230.5 million M$1 
shares, the assets have a market valuation of 
M$1.54 billion. Resorts World's bumi share- 
holders are getting M$460 million worth of 
assets for M$142.5 million. 
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Given this sort of “friendship price," it | 


was scarcely surprising, therefore, that Gent- 
ing’s share was marked down 45 M cents on 
the day aftertheannouncement. Crosby Sec- 
urities reckons the price should fall a further 
55-65 M cents to reflect the potential earnings 
loss. Perhaps the new KLSE rules should be 
applied to the main board after all. 


Talking of the Black Hole, Shroff would 
like to inform all astronomers that Vincent 
Tan Chee Yioun's Berjaya Corp. is now back 
on the charts, following the announcement 
recently that Uniphone is selling Berjaya a 
17% stake in TV3. Readers will recall Ber- 
jaya’s miraculous escape from the gravita- 


tional pull of the hole when the Kampong | 


Lanjut Tin Dredging/Ayer Hitam Tin Dredg- 
ing deal was aborted last vear. The TV3 deal 
reaffirms the astronomical principle that 
once two heavenly bodies fall within the 
same orbit, they can never really be free of 
one another. u Nick Seaward 
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Bond's Hongkong subsidiary Bond 

Corp. International Ltd (BCIL) has had 
to postpone the shareholders' meeting to 
ratify BCIL's privatisation by way of a buy- 
back of the 3476 of the equity in public hands. 
The delay was again caused by a bid for BCIL 
assets which highlighted the inadequacy of 
Bond's HK$2.20 (28 US cents) a share offer to 
minorities. 

Underlying the latest setback is the anger 
of Hongkong's Chinese business commun- 
ity at Bond's cavalier treatment of BCIL 
minorities. The result has been a guerrilla 
campaign to harry BCIL's privatisation. Prece- 
dent-setting ground is also being broken on 
the fairness of offers to minorities. 

The first delay came from BCIL’s sale of its 

30% stake in HK-TVB, the territory's largest 
TV broadcasting company. The latest move 
saw Payson Cha, managing director of 
Hongkong-listed HKR Properties, on 28 Jan- 
uary offer HK$3 a share for BCIL, less its 
Rome, Chile, Bell Resources and US Trea- 
sury bond assets — all of which probably 
boost BCIL's net asset value to HK$4 a share. 
Bond hastily rejected Cha's offer to bargain, 
but refuses to improve his own terms to BCIL 
minorities. 


Another snag for Bond's privatisation ploy 


Predator or prey? 


However, Bond's position is badly 
weakened. If HK$3 a share is not good 
enough for Bond, why is HK$2.20 good 
enough for minorities? HKR's proposal indi- 
cates that a third party is willing to pay con- 
siderably more to minorities. But even HKR's 
offer is hardly generous, and an improved 
offer is likely. The market worth of Bond 
Centre and BCIL’s cash (excluding any value 
on the non-Hongkong assets) is equal to 
about HK$3.30 a share. 

Bond and his adviser Wardley Corporate 
Finance now appear to have run out of ideas. 
Managing director Keith Holman has left 
Hongkong on a four-week "work and vaca- 
tion" sojourn, and hopes for success are pin- 
ned on the shareholders meeting. 

But BCIL managing director Peter Lucas is 
talking bravely of accepting the sharehold- 
ers' verdict. Wardleys spokesman Nicholas 
Bryant Brown says "there is no intention to 
privatise by other means. BCIL won't try to 
privatise by going over 75% through open 
market purchases.” 

That, of course, leaves Bond back at 
square one. He needs to privatise BCIL at a 
bargain to sell assets to defray group debt. 

Bond’s alternatives are to hold a rights 
issue at higher market prices (with Bond 
Australia stumping up 66%), drain BCIL of its 
cash through asset injections, make an im- 


proved otter, or sell BCI. Bond Australia’ 
cash needs and BCIL's angry minorities mak 
an improved offer or the sale of BCIL the onl 
practical courses. Either course would enta 
Bond paying more to BCIL minorities. 

For his part, Bond has fallen victim to hi 
impulsive personality. Believing that bette 
terms would not be forthcoming, he hastil 
accepted Malaysian magnate Robert Kuok’ 
HK$15.80 a share offer for his HK-TVI 
shares. Had Bond waited, he would probe 
bly have got offers at HK$18 a share. 

The result was a crucial delay in BCIL’ 
privatisation and growing opposition to th 
parsimony of Bond's offer. Bond would stil 
have got BCIL’s cash for a song, had he giver 
minorities a little more. Instead, perhap 
prompted by the Hongkong legal authori 
ties’ previous benevolence towards him 
Bond thought he could get away with it. 

After the ratifying shareholders' meetin; 
planned for 30 January was again post 
poned, BCIL’s share price moved ebr- 
HK$2.20 for the first time since the priv 
tion effort was announced. The share pria 
appears unlikely to show a strong advance 
until clearer trends emerge. Downside ris} 
exists if the talks with HKR fizzle out. Bu 
BCIL is so underpriced at HK$2.20 that the 
risk must be slight. 

The tragedy is that Bond turned potentia 
allies into enemies. His Hongkong backer: 
consisted mainly of wealthy families. anc 
punters who liked the panache with whict 
he traded property in Hongkong. Bond, 
however, opted to privatise. Despite Lucas 
denials, this move was logical only in terms 
of getting out of Hongkong. Bond’s with 
drawal now looks akin to Napolean's retreat 
from Moscow. a 








calculation 


5 Hongkong Bank-owned Wardley Corporate Finance, Bond's fi- 
. nancial adviser, appears to be the other big loser in BCIL’s 


.A mis 


. privatisation. saga. Wardley's latest setback follows the 


. amateurish style of last year's Wardley-inspired bid by Lo Yuk- 
~ sui for Hongkong & Shanghai Hotels. 

. This time, Wardley miscalculated the depth of opposition 
. among Hongkong Chinese businessmen and small investors to 
. the inequitable terms. 

- . Wardleys spokesman Nicholas Bryan-Brown defends 
. Wardleys' advice to Bond. “At the time, an offer pitched at a 
. 50% premium to the market seemed quite a generous price. In 
. the light ofa 25% advance in share prices, it may not seem quite 
so generous,” he says. 
— . Bryan-Brown blames the TVB sale for stalling the privatisa- 
— tion. He refuses to say how Wardleys advised Bond on the sale. 
If, however, Bond acted without reference to Wardleys, it 
^ would be the second time Bond cuckolded the merchant bank. 
. Connoisseurs will recall how Bond paid HK$1.9 billion 
... (U5$249.59 million) for the Bond Centre back in February 1987, 
_ without bothering to inform Wardleys. 


Wardleys had provisionally agreed to underwrite BCIL’s 
HK$1 billion rights issue, but withdrew after Bond Centre was 
bought. Indosuez Asia subsequently underwrote. Its merchant 
bank was appointed adviser to BCIL minorities in the privatis 
tion. After initially supporting the terms, even Indosuez turn 
against the proposals. pe eke i RU 

Bryan-Brown resolutely refuses to say if Wardleys has cour- 
selled Bond to compromise with BCIL minorities at HK$3 a 
share. But the danger for Wardleys is that if shareholders reject ` 
the scheme of arrangement, BCIL may go its own way and try to - 
take its stake to 75% through market purchases. In this situa- | 
tion, BCIL could then seek the delisting of its shares, with possi- 
bly grave implications for minorities. Ae cepe 

Citing previous policy with companies which do not meet 
the listings criteria, the stock exchange could refuse to grant - 
a delisting on the grounds of minority shareholder pro- - 
tection — and give BCIL six months to put its affairs in 
order. 

Alan Bond, however, mustact quickly to fulfil his promise to 
raise cash to cut debt. His best course would be to settle with the 
minorities. Bryan-Brown says BCIL’s enhanced share rating 
would be an adequate outcome from the privatisation debacle. 
The present market rally, however, could have achieved the 
same result without the damage to Bond’s and Wardley'srepu- - 
tation. B Christopher Marchand _ 
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Equiticorp collapse 
brings down more firms 
» The New Zealand Government on 26 
January put into receivership another 33 
New Zealand companies linked with the 
failed Equiticorp group and 14 associated 
foreign companies with assets in New 
Zealand. Most were subsidiaries of the 
Ararimu Holdings Group, the investment 
vehicle of Equiticorp chairman Allan 
Hawkins and his family. On 20 January, 94 
companies in the group were put into 
receivership (REVIEW, 2 Feb.), The group's 
financial position will not be known for 
several weeks, but New Zealand press 
reports suggest that the deficit could be 
NZ$500 million-1.5 billion (US$304-912 
million). It was also revealed that Wardlev 
tment, which is listed as the third- 

_ 3t Equiticorp shareholder, is a private 
company controlled by Hawkins. The New 
Zealand Securities Commission is 
investigating possible insider trading in 
Equiticorp shares immediately before the 
collapse. 


High prices paid for 

Thai exchange seats 

P Siam City Bank affiliates won two of the 
three brokerage seats auctioned by the 
Securities Exchange of Thailand on 27 
January. The third went to First Pacific Asia 
Securities, owned by the Bank of Asia and 
Hongkong’s First Pacific group. The high 
bids at the auction surprised the industry: 
Siam City Credit Finance and Securities bid 
Baht 62.3 million (US$2.5 million), First 
Pacific Asia Baht 55.5 million, and Siam City 
Finance and Securities Baht 47.4 million. 


- onesia plans new 
aircraft purchases 
> Indonesia’s state airline, Garuda 
Indonesia, has announced plans to buy 12 
wide-bodied passenger aircraft in a deal 
worth US$2 billion. Six MD-11 aircraft will be 
bought from McDonnell Douglas for 
delivery by 1991, and six Boeing 747-400 
series aircraft for delivery after 1994. Garuda 
is also said to be interested in the European 
Airbus consortium’s A320 and A340 aircraft 
and may order six of the aircraft. The Boeing 
and MD deals involve offset production for 
up to 35% of the order value. 


Japanese banks expand 
dealings in London 

> The Industrial Bank of Japan (18]) has 
become the first Japanese bank to begin 
dealing in equities more or less in its own 
name in London. On 18 January, IB] 
International, a British-registered bank 


which handles IB's activities in the 
international capital markets, became a 
member of the London Stock Exchange. IB] 
International is also joining SEAQ 
International, London's automated stock- 
price quotation system. The move seems to 
mark a softening of Japan's Article 65 which 
bars banks from securities business, though 
itdoes notextend to overseas business. Also, 
Sumitomo Bank has obtained a listing, 
which means Japan's five largest banks are 
now quoted in London. 


Taiwan and the US agree 


to new copyright rules 

> Taiwan and the US on 27 January 
concluded copyright talks with an 
agreement that Taiwan negotiators hope will 
improve relations with the US. Under the 
agreement, Taiwan will extend the protected 
period for published works from 30 to 50 
years, and it won extension of free- 
translation rights for educational works until 
2005. Taiwan also agreed to protect US 
works published after 1965. But they failed 
to resolve the most contentious issue, the 
public showing of video tapes. 


Business indicators 





Australia's risi 


Casino magnate Ho 
bids for Singer brand 


> Macau casino magnate Stanley Ho on 2 
February made a HK$1.72 billion (US$220.5 
million) offer to acquire the Singer sewing 
machine brand name from the US Delaware- 
based SSMC Inc. The offer, made through 
Semi-Tech Microelectronics (Far East), 
would give Ho's manufacturing companies 
access to a global distribution system as well 
as a known international trademark. SSMC, 
which was floated on the New York Stock 
Exchange in 1986 to allow its former parent 
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Singer to concentrate on aerospace, is 
involved in a Chinese joint venture with Hua 
Nan Sewing Machine Industrial Co. SSMC’s 
current management is expected to contest 
the Semi-Tech offer. 


South Korean banks 

post big profits 

> South Korea's commercial banks 
recorded sharply increased profits last year, 
thanks to asurging economy and hefty 
profits from their securities holdings. The 
seven commercial city banks increased their 
net earnings by 13875. The 10 provincial 
banks posted a combined 145% increase in 
net earnings. The banks are expected to 
further bolster their capital positions with 
large increases in capital, which local 
analysts estimate will bein the range of Won 
1.6-1.8 billion (US$2.4-2.7 million). 


New bourse opens 
in Indonesia 


> Indonesia's parallel bourse began 
operating 1 February with the issue of 2.5 
million shares in a Surabaya-based taxi 
company, Zebra Taxi, the only company to 
float shares on the new over-the-counter 
(OTC) section of the Jakarta exchange so far. 
The new market will allow foreign investors 
for the first time to buy OTC shares. 


Hongkong's Regent group 
plans New York hotel 


> Hongkong-based Regent International 
Hotels announced plans on 31 January for its 
second New York hotel, which will be built 
in association with EIE International of 
Japan, a part owner of Regent. The 400- 
room, US$300 million luxury hotel, which 
will be designed by I. M. Pei, is to open in 
1992. Regent now has 11 hotels under 
management, with three others to open this 
year and next in Taipei, Kuala Lumpur and 
Jakarta. 


Malaysia expands 

state car marker 

> Malaysia's state-owned car maker, 
Proton, is increasing the capacity of its plant 
to produce 112,000 units a yearon two shifts, 
compared with the current capacity of 
80,000. The increase was announced at the 
31 January launch of exports of the Proton 
Saga to Britain, which are hoped to total 
10,000 units over the next vear. A few days 
earlier, Proton admitted that its plans to 
export up to 30,000 cars a year to North 
America had failed because it was unable to 
meet US safety standards by last 
November's deadline. Production last year 
rose by 71% to 42,500. 
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STOCKMARKETS 








The possibility of interest-rate increases 
failed to dampen demand and shares 
continued to rise to new highs in trading 
that averaged 1.1b shares a day worth 







chief gainers with Tokyu Store Chain up 
¥130 to ¥1,260 and Daimaru up ¥100 at 
x1,270. Shipping companies fell, along 
with steels and shipbuilders. 





The market took a day to decide to like the 
prices fetched at the period's government 
land auction. Hectic trading ensued — 
turnover averaged 1.02b shares worth 
HK$1.71b ( Us$219.2m) — and led by 
properties, the market reached a post- 
crashnigh. Cheung Kong rose 70 HK cents 
to HK$9.90, and Jardine Matheson put on 
HK$1.20 to HK$18.40. 


Hongkong 








Prices continued to climb steadily 


Singapore p | 
throughout the period amid extremely 


: -MI Shares index, 310.88 ———5— 





of 65.5m shares, valued at s$110.9m 
(US$57.4m) was higher than during the 
October 1987 crash. Blue chips benefited 
the most from the bull run, with SIA 


Singapore Land up 25 s cents to s$9.05. 


With the prime minister’s medical 
condition stabilised and his political 
position reaffirmed by a crucial by- 


averaged 21.9m shares a day, worth 
M$45.2m (US$16.6m). Sports Toto closed 
M$2.40 up to M$15.40 and Rothmans put 
on 40 M cents to M$10.30. 


The climb continued, but not at New 
York's pace. Turnover was an 
exceptionally heavy 507.9m shares worth 
A$1.09b (US$951.9m). Resource stocks, 
initially favoured, fell victim to the sharp 
drop in gold and oil prices and indifferent 
performances by commodities, and 
investors turned to selected industrials. 
Adsteam finished higher at A$6.10. 


A peak for the year was reached before 
profit-taking and worries about the 
Equiticorp fallout intervened. Fletcher 


5 NZ cents to NZ$1.49. Volume for the 
period was the highest since early July 
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worth NZ$81.3m. 


x 1.3t (U5$10.1b). Retailers were among the Xx 


heavy trading. The average daily volume | ———— 


election, investors pushed blue-chip prices | 
to levels not seen since the crash. Volume | 


Challenge rose 20 NZ cents (12 US cents) to | veep 
NZ$5.10 and Brierley Investments wasup | ~ 


(despite a day's holiday) at 85.78m shares, | 


uum /okyo cruises on w a a New Year nerves slow 
Taipetaan H ongkong properties don't disappoint a a a New York 
| Jumps ahead in period ending 30 January s m u 





Bears ruled in the absence of market- 
shifting news. A slight decline in the peso 
~~ value against the Us dollar wasalsoa _ 

— factor. Traditional favourites San Miguel- 
and PLDT were unchanged at P235 (Us$11 
and P252.50, respectively. Average daily 
turnover was 755.37m shares, valued at 
P55.57m. Brokers expect the torpor to 
continue. 


Manila 
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| Mcd the index's 18-point gain came on 
m SS best, with the car and mained seci 
-both advancing. Investors shunned : 
term finance companies and construction 
sectors. Ssangyong Motors gained 8.7% 
and Daewoo Heavy Industries rose 6.4%. 
- Volume averaged 9m shares worth Won 
jt. 209.6b (us$310.5m) daily. 


d 
i 


Expectations of volatility in the run-up to 
" theChinese New Year kept volumes lower 
and prices steady as investors watched 
from the sidelines. Turnover averaged 
NT$21.76b (US$786m). A surge of buy 
orders arrived late in the period. Chemical 
firm Lien Hwa Industrial leaped 14%, 
from NT$61 to NT$69.50. Eagle Food rose 
NT $3.90 to NT$46.90, a 9% increase. 





Prices were mixed as investors looked for 
. trends. Daily volume fell to 6.5m shares, 
worth Baht 607.2m (Us$24m). Thai 
President Food rose Baht 24.50 to Baht 118 
L . onrumours of high earnings, and Royal 
Garden Resortrose Baht 48 toBaht33 —..: 
Inter Far East Engineering fell Baht 4... 
Baht 32, and Ayudhya Insurance was 
down Baht 22 to Baht 243. 





x^ 





MAMJJIASONODAJISÉ 





Equities rebounded in hectictrading when 
officials announced a doubling of carry- 
forward limits on brokers to Rs 20m 
7 (Us$1.3m). Tata Steel gained Rs 85 to Rs 

j 1,232.50 on news that the Rs 100 paid-up 
shares would be split into Rs 10 shares. 
Tata Engineering rose in sympathetic 
expectation. Reliance Industries climbed 
Rs 19 to Rs 143.50. 


Bombay 
Stock Exchange index, 674.47 —— 
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Evidence of sustainable growth, lower 
inflation, and tough talking from Alan 
Greenspan all bolstered the dollar, which 
in turn boosted bond and equity markets 
to produce the sharpest rally for three 
months. Turnover averaged 202.2m 
shares a day. The Dow Jones Industrial 
Average, and the Morgan Stanley Capital 
International both jumped sharply. 
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IMAGINATION AND INGENUITY — 
FREE TO SOAR 


We're not just a steel company any more. 

NIPPON STEEL is taking off in new directions 

to meet the needs of a changing world. 

Building on our strong foundation of research 

ability, human resources, market knowhow, 

and the wealth of experience we have 

developed in designing. building, and operat- 

ing our major steel facilities, we are currently 

advancing into new areas of promising and 
expanding enterprises and technologies. 

Steelmaking and Steel-related engineering and 

construction will remain our mainstay, but you 

will see us as a full-range supplier of industrial 

t * materials, and a corporation involved in 

io Nk wide spectrum of new businesses, including 

, ^. such fields as electronic equipment, informa- 

T gion processing. and telecommunications. 

f FWE are the new NIPPON STEEL — and we 

~ plan to be part of your future — whatever your 

requirements are and wherever'you may be. 


NIPPON STEEL 
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Education & Courses 


YOU WANT TO SPEAK 
GERMAN, 








«/ HARVARD UNIVERSITY 


Harvard Institute for International Development 





Sixth Annual Course On Banking 
And Monetary Policy In 
Developing Countries 


To be held in Singapore, 
May 14 to June 24, 1989 


This six-week course is designed for officers from central 
banks, commercial banks, and financial regulatory agen- 
cies who hold important policy-making positions or will. 
sume such positions soon. Participants will explore the c 
ical policy problems of monetary authorities, regulators, 
and bank managers, review the recent experience of many 
countries, and weigh the solutions most appropriate for de- 
veloping countries. The course combines lectures, case 
analysis, computer simulations, and visits to major finan- 
cial institutions. 


Information about the course and applications can be 
obtained by contacting: Course on Banking and Mone- 
tary Policy, One Eliot Street, Room 310, Cambridge, Ma 
02138, U.S.A. Tel: (617) 495-9773; Telex: RCA 275276 
(HIID CAM); Fax: (617) 495-0527; TWX 7103200315. 
Deadline for applications is March 15, 1989. 





149 CULTURAL INSTITUTES IN 67 COUNTRIES. 
16 INSTITUTES IN THE FEDERAL REPUBLIC 


OF GERMANY AND BERLIN (WEST) | EES 
100.000 STUDENTS PER YEAR. ! ! 
e imeen “athe tees M M—À— M MÀ ——— M M MÀ e M——— MM MM —— aai S aA pamper smit SS l 
PLEASE SEND ME FREE DETAILS OF YOUR COPYRIGHT REPRIN TS 
LANGUAGE COURSES IN GERMANY. The combined efforts of the Far Eastern E: 


OR IN (COUNTRY) ~ nomic Review's large and highly skilled editor 
team have made it the premier source of informa- 

| tion for those who do business, or have an in- 
NAME | terest, in or with Asia. 


As a testimony to the publication’s editorial 
ADDRESS 
GOETHE- 














quality, many Review articles have, over the 
years, been reprinted in newspapers, magazines, 
educational textbooks, newsletters etc through- 









| N ST TUT out the world. 
LENBACHPLATZ 3 Should you as an editor, publisher or on behalf of 
D-8000 MUNCHEN 2 an organisation, educational establishment etc 
TEL: 089 - 5999-200 wish to enquire about our reprint and copyright 
i: charges, please address your correspondence to: 
Managing Director 
This space is reserved for Review Publishing Company Limited 
Classified Advertisements GPO Box 160, Hong Kong 






Tel: 5-8328300 Fax: 5-8656197 
Telex: 82804 REVMD HX 


We welcome enquiries from all interested parties 
and assure you of our prompt, individual atten- 
tion. 


. Reservations should be addressed to: 
International Classified Manager 
Far Eastern Economic Review, 

GPO Box 160, Hongkong 
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The Heview Publishing 
Company Limitedis now 
publishing a quarterly 
index which details by 
country, subject and date 
everything that has ap- 
peared in the Review. 


. The index is available on 
a quarterly basis. Sub- 

ibe now and each 
quarterly index will be 
sent to you automatically 
as soon as it becomes 
available. A vital research 
ool, the Heview index 
will save hours of need- 
less searching for infor- 
mation. ORDER YOURS 
TODAY! Only HK$290 
(US$37.50) for 4 quar- 
terly issues. Just complete 
the coupon below and 
send with your payment. 
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TheCirculation Depart- 
ment, Review Publish- 
j Company Limited, 
uro BOX 160, Hong- 
kong. 
Please send my order for 
the Review Publishing 
Company Limited QUAR- 
TERLY INDEX. / enclose 
HK$290/US$37.50 (or its 
equivalent in local cur- 
rency) in payment. 
(Please print in block letters) 


Name: 
Address 
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X SYDNEY SINGAPORE HONG KONG TOKYO 

O 2&3 March 9 & 10 March 
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X For: Forex dealors, currency traders and hedgers, brokers, fund managers, X 
O investment advisors and all other investors or traders, with or without O 
prior experience of technical analysis. | | X 


oå few comments from recent tours: 
“Great, fantastic, inspirational and “Very good - I found this seminar most inter- 
gave me a different and obviously esting and educational. It has certainly 
Q successful approach to chart analy- been beneficial to me, towards better under- O 
sis, strategic position-taking, profit standing and application of the charts. I 
preservation and minimizing losses.” would definitely recommend the course.” 
Investment Manager, Singapore Trader, Hong Kong O 
“The most simplified and logical common- X 
sense approach to a highly complex and Q 
technical subject. Thank you very much." 
Financial Analyst, Sydney 


X “Most enjoyable and productive, with 

Q much practical insight into behav- 
ioural psychology. Both content and 
speaker highly recommended." 
Corporate Treasurer, Tokyo 


X On the stockmarket crash of 1987: 
O “David Fuller got it right all the way up and correctly anticipated the downturn 
X several weeks in advance." - Ivan Fallon, The Sunday Times, 10/4/88 

"Maybe David Fuller is right after all, and we have already seen the sharpest 
O shortest bear market on record.” - Ivan Fallon, The Sunday Times, 1/11/87 
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X “Fuller is a revisionist - a Deng Xiaoping among technical analysts." - James 
O Bartholomew, Far East Economie Review, 22/9/88 
For further information and a brochure, conta: == = mT T m m mm mm Ee ee SPARE 

a Sue Faulkner, Chart Analysis Ltd, 7 Swallow Street, London W1R 7HD, UK ME ined X 
QD Telephone: 01-439 4961 Telex: 269884 CHARTS G Fax: 01-439 4966 O 
X [] Please also send me details of FullerMoney, the international investment letter. IX 
Qs (BLOCK LETTERS PLEASE! (FIMBRA) jO 

| Firm |X 
OJ Address jO 
A a __|X 
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Readers are recommended 


to make appropriate enquiries and take appropriate advice 
before sending any money, incurring any expense or enter- 
ing into a binding commitment in relation to an advertise- 
ment. The Far Eastern Economic Review shall not be liable 
to any person for loss or damage incurred or suffered as a re- 
sult of his/her accepting or offering to accept an invitation 
contained in any advertisement published in the Review. 




















Hising from the clashes 


The proverbial "phoenix" is usually no- 
thing more than a journalistic cliche. But in 
the colourful, wide-screen world. of Tamil 
Nadu politics it has been almost a literal term 
for Jayalalitha Jayaram, 38. Last February, 
she wanted to immolate herself on the fun- 
eral pyre of her lover, M. G. Ramachandran 
(MGR), the film star-turned—chief minister of 
heroic proportions in the southern Indian 
state. Butshe was pull- 
ed down and kicked by 
a supporter of MGR’s 
widow, Janaki, then 
rivalling her for the 
leadership of the politi- 
cal party the heart- 
- throb of Tamil movies 
; had left behind. 

In the state elec- 
tions just ended how- 
ever, the buxom mis- 
tress tasted sweet victory over her arch foe: 
Jayalalitha’s faction won 27 seats while 
Janaki’s was routed, the widow losing her 
own seat as well. Jayalalitha’s faith that nine 
is her lucky number was borne out: while 
campaigning, she rode vehicles with 
number plates displaying multiples of nine. 
Jayalalitha had co-starred with MGR in 
many films: videos showing her in his arms 
with a voice-over declaring that MGR had 
designated her his heir were used in her elec- 
tion campaign. Itis no mean achievement for 
a Brahmin (from neighbouring Karnataka) to 
emerge as leader of the biggest single politi- 
cal group in the legislature of an anti- 
Brahmin state. 





 Broker's firm takes wing 


From mythological fliers to real ones — at 
least in name. Prominent Hongkong 
stockbroker Philip Tose — long of Vickers da 
Costa — has chosen Peregrine International 
Holdings as the name of his new boutique 
and merchant banking concern. 
For those uninitiated in English medieval 
history, the peregrine is a kind of falcon, or 
hunting bird. This is not so surprising, 
| though some might see Tose as a poacher 
turned gamekeeper. Anyway, he is a sur- 
vivor. 
Long the closest gweilo associate of Hong- 
kong's premier entrepreneur, Li Ka-shing, 
Tose was exonerated by an insider dealing 
tribunal report into share dealings at the time 
| the Hongkong Bank sold control of Hutchi- 
son Whampoa to Li. Li was later found culp- 
able by another insider dealing tribunal, but 
Tose was appointed to the Hay Davison 
committee which examined the stockmarket 
and futures market debacles of 1987. 

It had long been rumoured that Tose, 
with the backing of Li and others, would go 
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his own way. But it was hire-and-fire 
Citicorp, the owners of Vickers since 1984, 
who precipitated Tose's move when it deci- 
mated its London-based brokerage arm. 


Back from the wilderness 

After five years in Malaysia's political wil- 
derness, Ghazali Shafie, 66, re-emerged on 
19 January as chairman of the National Eco- 
nomic Consultative Committee, which is 
tasked with drawing up the country's post- 
1990 economic blueprint. 

"The best man we could have chosen 
under the circumstances," said Abdullah 
Ahmad, a deputy minister in the Prime 
Minister's Department, of the man who, as 
home minister, had ordered his political de- 
tention in 1976. 

Ghazali rose from the civil service to be- 
come Malaysia's most unorthodox foreign 
minister, flying off at the drop of a hat to meet 
one or other foreign dignitary and expecting 
the same of his officers. Subordinates found 
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“King Ghaz” acerbic and brusque. He had 
once aspired to be prime minister but was 
never a serious contender as he was unable 


_ to find sufficient UMNO grassroots support. 


After he retired from politics — having 
survived a crash in a private aircraft in 1982 
which killed his pilot and bodyguard — 
Ghazali became involved in a Papua New 
Guinea logging scandal and still faces a 
US$1.8 million claim resulting from it from 
the Bank of Credit and Commerce (HK). 


Zen and the yen diplomat 


It is accepted as inevitable in Tokyo that 
Makoto Utsumi, 54, will take over from 
Toyoo Gyohten as vice-minister of finance 
(international affairs) in the next few 
months. Utsumi has established himself as 


the country’s key yen diplomat — even more 
indispensable, perhaps, than Gyohten him 
self. Currently the director-general of the in 
ternational finance bureau, Utsumi spen 
much of his career in the tax department. 
He moved to Washington as the Finana 
Ministry's man in the Japanese Embassy ir 
1983 — justas Japan was beginning to flex it 
financial muscle, while the US was pushing 
Tokyo to liberalise its financial markets arx 
open them up to for- 
eign competition. As 
chief intermediary be- 
tween the former US 
treasury secretary, 
(now secretary of 
state) James Baker, 
and the Nakasone gov- 
ernment he became a 
"Washingtoninsider." 
Utsumi's contacts. 
place him inan unrival- 
led position to advance Japan’s cause in the fi 
nancial world: as personal secretary to No 
boru Takeshita in the mid-1970s, he becam: 
a confidant of the future prime minister. 
Utsumi’s command of English is good 
but he professes to feel more comfortabl 
speaking French. He is a Zen Buddhis 
priest, receiving his qualifications som 
years ago from Daitoku Temple in Kyoto 
where he occasionally returns for cere 
monies. Asked about his taking over fron 
Gyohten, he replied: "Buddha knows.” 


Chief's comeback bid 


Another bounceback story for early 198 
is that of Robert Ng Chee-siong, 36, th 
flashy, good-looking chief of Sino Land. C 
25 January, he — in conjuction with i 
Hung Kai Properties — put in a winni: 
cord bid of HK$3.35 billion (US$429..- 
lion) for a prime Hongkong island lot. 

Ng's limelight-grabbing offer represent 
a change from his behaviour over most of thí 
past 15 months. At a 14 October 1987 dinne 
party, the eldest son of Singapore property 
magnate Ng Teng Fong had boasted: “I havı 
so much money, I don't know what to dc 
with it." The implosion of the Hang Sen; 
Index Futures market a few days later turnec 
Ng into the single largest loser. 

Faced with losses totalling an estimatec 
HK$1.07 billion on 12,000 long futures con 
tracts, Ng agreed in March 1988 to repa 
what amounts to 60 HK cents on the dollar tc 
the Futures Guarantee Corp. The brokerag 
community was not pleased. 

Presumably, brokers now like Ng a lo 
more. While the purchase of the Wancha 
site was not at the peak of market expecta 
tions, it acted as validation of widespreac 





brokerage efforts to revalue upwards Hong 


kong-listed property companies. 


AND FOR A MOMENT YOU HELD YOUR 
BREATH, IN THE PROMISE OF ENDLESS BIRTHDAYS TO 
COME. OMEGA. FOR ALL YOUR SIGNIFICANT MOMENT S. 





OMEGA ALWAYS MARKS SIGNIFICANT MOMENTS 
AT THE OLYMPICS. IN THE SPACE PROGRAM 

IN SIGNIFICANT LIVES LIKE YOURS 

THE OMEGA CONSTELLATION. FOR YOU BOTH 
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OVER 200 YEARS OF CAREFUL BREEDING 
PRODUCED THIS CHAMPION 


ENT MI 





Every once in a while, a truly great 
horse is born. A horse destined to become 
a supreme champion on the racecourse 
and to pass into legend. A Nijinsky or 
an Arkle,a Red Rum or a Shirgar — superb 


animals who remain unchallenged in their lifetimes. 
But perfection does not come about by chance. Such 
a horse is the result of the careful breeding of the bluest 
of bloodlines that can be traced for generations. And from 
the day of its birth, the young horse will be lovingly 
nurtured and cared for, meticulously shaped into a 
champion. 
So it is with Hine X.O., the champion of fine 
cognacs, the choice of connoisseurs. 
Established in the heart of the Cognac region 
of France in 1763, the house of Hine 
has remained unswervingly 

















Leaves nothing to be desired. 





Tbe fine lines of tbe thoroughbred denote an impeccable pedigree Hine cognac has been lo- 
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faithful to the standards of quality set 

down by its founder, Thomas Hine. 
Since the eighteenth 

century, every drop of 











vingly matured under the watchful eye of 
one man, the cellarmaster, whose senses 
are his birthright and whose extraordinary 
talents can be traced back through 
six generations of the Hine family. 

Hine X.O.— a thoroughbred champion 
of maturity, delicacy and 
finesse. A cognac of 
incomparable quality, 
to be savoured with 
respect and infinite \ 
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Madey the most hospitable financial climate 


may not be close to home. 


Yesterday, globalization was a word. 

Today, it’s a reality. 

As the world’s markets have become unified, so should 
a bank’s ability to take advantage of them for you. 

Today, Bankers Trust can move effortlessly to wherever 
the climate is most favorable to each element of your transaction. 

A swap in London, a private placement in New York, 
yen from Sydney, dollars from Zurich — we can put the pieces 
together swiftly and efficiently. 

Long ago, perfecting our ability to take advantage of the 
global market became an important part of our merchant 
banking strategy. Today, we run a single, integrated book of 
worldwide business that encompasses New York, London, Tokyo, 
Hong Kong, Sydney and Zurich. 

Yesterday, many markets. Today, just one. That dramatic 
change is exactly reflected in the way merchant banking goes 


about its clients’ business. 


Bankers Irust Company 
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Riddled with fiction 

In the article Singapore sets a riddle [SHROFF, 
19Jan.] onthe stock exchange, N. Balakrish- 
nan has created his own riddles galore. The 
Kuwait Investment Office and J. M. Sassoon 
partnership was concluded in 1986. It could 
not possibly therefore be subject to the 
criteria of a scheme introduced in 1987. 


To put the events in perspective, the For- . 


eign Participation Scheme was formulated in 
March 1987 as a part of the effort, after the 
Pan Electric incident, to revamp the indus- 
try. The article demonstrates Balakrishnan's 
failure to understand the differencein criteria 
for admission of joint-venture foreign par- 
ticipants in Singapore stockbroking during 
different phases. 

The criteria for admission of joint-venture 
foreign participants in the first round in 1987 
and the second round in 1988 were different. 
In the first exercise, priority was given to 
admit foreign participants in joint ventures 
where the local partner was financially weak 
and needed to be strengthened. Bankers 
Trust was thus admitted in the first round 
though it had no significant equity experi- 
ence. 

The twin objectives of the foreign partici- 
pation exercise announced in May 1988 
were: 
> To internationalise the stockbroking in- 
dustry, thereby expanding the volume of 
foreign business. 

»> To upgrade the industry through transfer 
of expertise in marketing, dealing and re- 
search. 

When announcing the opening of appli- 
cations for the second exercise in May 1988, 
we included among the guidelines that for- 
eign institutions wishing to participate in the 
equity of member companies were expected 
to be reputable securities companies with a 
presence in major financial markets. 
Guidelines were, therefore, stated before the 
application process began. 

Of the three unsuccessful applicants, two 
were turned down because they chose to 
buy up defunct firms instead of going into 
joint venture with existing member com- 
panies of the exchange. Although it is a 
major financial institution, the third appli- 
cant was judged by the exchange not to have 
met the criteria because it is not a continuing 
securities company. 

Balakrishnan is incorrect in saying that 
"the MAS [Monetary Authority of Singapore] 
vetoed a James Capel proposal to maintain a 
separate outfit while taking a stake in Kay 
Hian." 

The fact that James Capel could not 
maintain a separate outfit while taking a 
stake in Kay Hian had already been clearly 
spelled out in our May 1988 press release, 
which said "the foreign investor will not be 
allowed to set up, or to continue operating a 
separate brokerage service in Singapore in 





The Hotel Royal Taipei. 
Old World refinement and 
sophistication that's 
reminiscent of southern 
France. Along with 
uniquely personalized 
service that helps 
make a stay memorable. 
Experience it. 





hotel royal taipe! 


37-1, Section 2, Chung Shan North Road, Taipei, Taiwan 


Tel.: 542-3266 Telex: 23915 
Cable: ROYAL HTL Fax: 543-4897 


nikko hotels international 
For reservations, call your travel agent, 
the nearest LRI office, Japan Air Lines office 
or Nikko Hotels International. 
Hong Kong 5-234318, Tokyo (03) 281-4321, 
Toll free in U.S. and Canada 
1-800-NIKKO-US-(645-5687) 
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PROFESSIONALS 
Our geologists have been engaged in uranium exploration 
throughout the world for over 40 years. Their most recent disco- 
very is the rich Cigar Lake ore body in Canada. | M 
-Our miners workin both underground and open-pit mines 
on every y continent, making Cogema a leading supplier of uran- 
ium concentrate. | 
. The achievement of the world's larges enrichment plant 
| demonstrates the quality of our teams, est pecially i in the o opera- 
tions, process development, and engineering sectors. And they 
have been working on laser enrichment from the very b eginning. 
Our broad nuclear fuel experience led us to invest in large 























nuclear fuel fabrication and assembly plants. In fact, we wo 


already building facilities for the fabrication of recycled fuels. 

Our La Hague plant has reprocessed its 2,000 th tonne of 
spent fuel in 1987. This achievement proves our expertise in com- 
mercial reprocessing. 

For us, professionalism is the key toa reliable and profitable 
nuclear industry, anda prerequisite for ensuring the go good perfor 
mance of our customers'reactors. - | 
|  — This professionalism i is present i in | every step of the fuel 

cycle, E both in products and services we provide. We apply this 
professionalism | to a fully integrated company so our customers 
benefit from economies of scale, the only way to guarantee lower 
power generating costs. Today ; and tomorrow. 








The nuclear fick major company. 
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any form without the approval of the ex- 
change." 
. Furthermore, it is a fiction that the au- 
thorities were desperate to get top brokers 
from the USand Japan to apply to participate 
in the equity of exchange member firms, or 
that the Mas had bulldozed some foreign 
brokers into making such applications. 
PETER CHIA 
Public Affairs Manager 
Stock Exchange of Singapore 











Singapore 


In SHROFF [19 fan.] itis stated that Baring Sec- 
urities were "none too keen to apply" for a 
seat on the Stock Exchange of Singapore and 
implied that the application was only made 
because of pressure from the Singapore au- 
thorities. This is totally untrue. 

_ Baring Securities holds a dealer licence in 
Singapore which was granted in December 
1987. Membership of the Stock Exchange of 
Singapore is a natural step towards expand- 
. . ing the Singapore operations of Baring Sec- 
* .. urities and at no time was any pressure put 
|... on Baring Securities to apply for member- 


Un ship, nor were any “hints” made regarding. 


oe the chances of gaining membership at any 


future date. JAMES BAX 
Singapore Baring Securities 
Stirring the melting pot 


-> Jn supporting Harun Idris’ candidature in 
..; the Ampang Jaya by-election, Tunku Abdul 
= Rahman claimed that Harun was not the 
cause of the 13 May 1969 race riots. Accord- 
ing to the Tunku, it was engineered by the 
communists. 
There is no doubt that the communists 
^ had posed a grave threat to the peace, har- 
. mony, security and stability of Malaysia. But 
¿=> there is no basis for claiming that the events 
--. of May 1969 were of their making. 
They were the making of the delinquent 
55 leadership of the Alliance, then under the 
control of the Tunku. That race riots occurred 
12 years after independence speaks 
eloquently of the omission and commission 
ofthe government and the leadership. 
. .Fears and misunderstandings among the 
Malaysians were exploited by unscrupulous 
politicians who felt that their positions were 
threatened. The nation knows who the cul- 
prits were. But it is sad that our Bapa 
Malaysia does not. 




















M. SINGAPERUMAL 


Who's been talking? 

We refer to the article under the heading 
Bank on the run [19 Jan.]. We categorically 
state that the Oriental Bank's management, 
that is, the chief executive, general manager 
and divisional managers, have not given in- 
terviews or talked to your correspondent 
Nick Seaward or to any of your reporters 
which could have given rise to the above 
mentioned article. 

_ We strongly object to your irresponsible 


attempts to attribute the views expressed in 
the article on various aspects of the Bank 
Negara Malaysia "takeover" of the Oriental 
Bank to the bank's management: The views 
expressed definitely are not the manage- 
ment's views and attempts by your corres- 
pondent to give such views authority and 
credibility by attributing them to "well- 
placed sources" in the bank can only be con- 
strued as mischievous journalism designed 
to embarrass the bank's management. 

MEI CHEONG 
Kuala Lumpur The Oriental Bank 
> The REVIEWStands by the authenticity of its at- 
tribution. 


Advantage, Moscow 
Vladimir Ivanov could have better served the 
realisation of arms control in East Asia [THE 
5TH COLUMN, 12 Jan.]. Soviet proposals have 
all lacked the recognition of one factor con- 
cerning the military presence of both super- 
powers in East Asia: while the US is 
thousands of miles away and has to rely on 
bases on foreign soil and task forces centred 
around aircraft carriers, the Soviet Union is 
geographically present in the region. 

To call the US strategy resulting from this 


geographical disadvantage an advantage isa _ 


rather curious logic even if the US has done 
well to offset its disadvantage, albeit at con- 
siderable risk of nuclear escalation. If the 
Soviets continue to ignore this geographical 
difference and, instead, try toweaken the US 
strategy in an unbalanced way, they make it 
easy for the Pentagon to reject Soviet pro- 
posals as propaganda. 

This impression is enhanced by Ivanov’s 
proposal to disclose the presence of nuclear 
weapons on board warships. It is obvious 
that this alone would deprive the US of ac- 
cess to all Asia-Pacific harbours because op- 
position in the region to nuclear weapons 
would become irresistible for the govern- 
ments of all host nations. 

Newcastle upon Tyne, 
England PROF. REINHARD DRIFTE 


A wigging for Wee 

The sight of Wee Chong Jin, chief justice of 
Singapore, parading with his Supreme 
Court colleagues in the garb of 18th-century 
English gentlemen might be thought good 
for a laugh. 

But Wee cannot be laughed out of court, 
it seems, even by the Privy Council in Lon- 
don, whose condemnation of his role in the 
conviction and attempted disbarment of J. B. 
Jeyaretnam amounted, surely, to the sever- 
est castigation of a senior judicial figure ever 
made by that august body. 

The full-bottomed wig is an absurd ana- 
chronism even in the land of its birth. Yet, 
paradoxically, it has a more important pur- 
pose to serve in Singapore than in London. 
This is as a symbol of the inherited traditions 


in jurisprudence, among these being the 
strict exclusion of political considerations 
from the administration of justice. 

How hollow a symbol the trappings of 
the Supreme Court have become was con- 
firmed in the Singapore parliament in Janu- 
ary. Instead of announcing the removal of 
Wee, the government's Jesuitical response to 
the Privy Council — in its wisdom, scholar- 
ship, and, above all, disinterestedness, a tri- 
bunal which comes as close to the Confucian 
ideal as is possible on this earth — was to ac- 
cuse it of violating natural justice. And, as a 
final crushing retort, to declare its unsuitabil- 
ity as a court of appeal in cases affecting legal 
discipline. 

The Legal Profession (Amendment) Bill 
to discontinue appeals to the Privy Councilin 
such cases has already been denounced by 
the Law Society of Singapore as “contrary to 
the interest of justice.” 


Singapore 


Hungary’s active role 

I was interested in your correspondent's re- 
ports on the Gatt ministerial meeting in 
Montreal [22 Dec. '88]. One minor quibble. 


Czechoslovakia and South Africa are full 


members of the Gatt and have been since 
1948. While Hungary did not join until 1973, 

of these three countries, it may be considered 
to be playing the most active role in the cur- 
rent Uruguay Round. Hungary is also a 
member of the Cairns Group (of agricultural 
exporting nations) and part of the informal 
‘De la Paix’ group of 14 developing and de- 


veloped countries. ANN WESTON 
Ottawa North-South Institute 
Averting the apocalypse 


lan Buruma's obituary of the emperor 
Hirohito [REVIEW, 19 Jan.] was an en- 
lightened offering. 

At noon on 15 August 1945, Land adc 
anti-Nazis were gathered round the rad... ... 
the only concentration camp for Germans in 
Japan in Tokyo's Denenchofu ward, when 
the faint voice of a broadcaster exhorted 
every listener to "endure the unendurable," 
prompting me into a desperate escape at- 
tempt the same night. 

After my lucky escape and arrival in 
Niigata's countryside, I found soldiers con- 
cealing weapons in preparation for a pro- 
tracted fight on Japanese soil. Without the 
emperors appeal to lay down arms, 
kamikaze tactics could have forced any Al- 
lied forces off the land and left the total de- 
struction of the archipelago by atomic bomb- 
ing as the only alternative. 
iiid RUDOLF VOLL 
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Pseudonyms are accepted, but letters intended for 
publication in these columns must bear the writer's 
signature and address. 


TEES; SIDE 





A remarkable corridor of 
opportunity is now opened up 
along the River Tees in the 
North East of England. A 
remarkable opportunity for 
industrialists, developers and 
investors to become part of 
one of the most dynamic 
trading and manufacturing 
mmunities in Europe. 
1eesside - largest of the 
new UK Urban Development 
Corporations, with nearly 50 
square kilometres of land for 
new factories, houses, offices 
and leisure developments. 


Teesside - ideally placed on 
the North Sea coast between 
the South of England and 
Scotland, operating the UK's 
second largest port, providing 
a major gateway to Europe, 
Scandinavia and the world. 
With excellent road and rail 
links to all parts of the UK, and 
an international airport. 


sside - an international 
centre of chemical and 
petrochemicals production, 
offshore oil technology, iron 
and steel manufacture, metals 
development, and engineering 
design and construction; a 
major focus of food and drinks 
development and of the 
clothing industry 
Teesside - with a labour force 
skilled in manufacturing 
operations, with education and 
training centres producing the 
technicians for today's 
industries, and research and 
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OPPORTUNITY 














' where you have 
initiative, talent and ability, 
the money follows... 


the Rt Hon Margaret Thatcher, Prime Minister, 
Teesside, 16 September 1987 
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development facilities at the 
forefront of technology. 


Teesside - where Government 
financial assistance is the 
highest in Britain, where 
additional aid can be provided 
by Teesside Development 


Corporation, where substantial 
European Community funds 
are being made available for 
renewal projects. 


Teesside - with superb 
countryside and coastline, 
with a wide choice of attractive 
low-cost housing, with a 
civilised lifestyle that beats 

the big cities. 


Teesside - where companies 
from Japan, Korea, the USA, 
Germany, Denmark, Holland, 
Norway and Hong Kong have 
established manufacturing 
and distribution operations. 


To find out more contact: 


Paul Grosvenor, Northern 
Development Company, 
2803 Admiralty Centre, 
Tower 1, 18 Harcourt Road, 
Hong Kong. Tel: 5 8654011. 
Fax: 5 8613420. 


Peter Watson, Marketing 
Director, Teesside Development 
Corporation, Tees House, 
Riverside Park, Middlesbrough, 
Cleveland, TS2 1 RE UK. 

Tel: 642 230636. 

Fax: 642 230843. 


TEES/SIDE 


Initiative Talent Ability 


Working with the Northern Development Company 
MM MCU ANADO NTA TUATA 


CONTENTS 


16 February 1989 Volume 143 Number 7 





- Asia's highly 
successful hoteliers 
are setting both the 
style and the pace 
- fortheindustry 
- worldwide. The 
boom in 
international travel 
and the rapid rise of 
the middle class in 
KC Lc mS East Asia have made 
theregion the focusofintense competition. 
Established international chains are going 
head to head with aggressive new Asian- 
based hotel management companies for the 
swelling pool of disposable dollars. 
Industry correspondent Carl Goldstein and 
finance correspondent Jonathan Friedland 
examine why everyone seems convinced 
there are big profits to be made, while 
Tokyo bureau chief Charles Smith looks at 
the move into overseas hotel chains by 
Japanese companies. 50 

Cover illustration by Peter Mong. 


Regional Affairs 


China: Soviet Union 

Shevardnadze's visit to Peking clears the 
way fora Sino-Soviet summit and a thaw in 
relations 10 | 








Cambodia: Settlement 

The Sino-Soviet agreement puts added 
pressure on the Cambodian factions to 
resolve the conflict 11 


Afghanistan : Stalemate 
The Soviet foreign minister's visit to 


PRE ETL LDL ALTE LLL TA, 
INTELLIGENCE 


Seeking New Allies 


While the invitation extended by Thai Prime 


Minister Chatichai Choonhavan to Premier 
Hun Sen, of the Hanoi-backed Cambodian 
regime, appears to have riled the Thai 
Foreign Ministry, one of Foreign Minister 
Siddhi Savetsila's senior aides has quietly 
asked Phnom Penh for permission to visit 
and meet the regime’s president, Heng 
Samrin. Gen. Charoen Kullavanij, who acts 


as the army liaison in the ministry, made the 


request — unbeknownst to Siddhi — to the 
Cambodians in Hanoi while accompanying 
the minister on a visit in January. 
Meanwhile, Prince Norodom Sihanouk's 





Deng and Shevardnadze in Shanghai. 


Pakistan fails to break the logjam on the 
Afghan issue and mujahideen groups plan 
to hold a national council 12 


Philippines : Communists 

Communists plan to de-emphasise guerilla 
warfare and step up urban activities, some 
of which could be aimed at US personnelin 
the country 13 


Hongkong: Inquiry 
A British parliamentary committee will 
conduct an inquiry into the territory 17 


Laos : Restructuring 

The communists are rolling back policies 
that led to more than 10 years of economic 
disarray. The leadership has reversed its 
policy on agricultural collectives, but has so 
far drawn a cautious response to its 
invitation to foreign investors 18 


former cabinet chief Pung Peng Chen is 
preparing to go to Phnom Penh. His visit will 
follow that of Gen. In Tam, one of 
Sihanouk's commanders, who arrived in 
Phnom Penh in January and has asked to 
serve the Heng Samrin regime. 


Hanging In 

Thai Foreign Minister Siddhi Savetsila was 
recently asked by his high-school classmate 
and former prime minister Prem 
Tinsulanond whether he would be 
interested in joining the ranks of privy 
councillors. These posts are reserved for 
respected senior figures after they leave 
government service — Prem was the last 
appointee after he declined renomination 
last year. Although Siddhi has told close 
associates that he was getting "tired" at the 
way foreign-policy matters are handled, he 
is not expected to call it quits. 


Taiwan: Politics 

Despite the passage into law of three major 
bills on political reforms, the opposition is 
dissatisfied 24 


India : Tamil Nadu 

The widow and the mistress of the late 

M. G. Ramachandran battle for his political 
legacy 25 


Sri Lanka: Elections 

Sri Lanka gears up for parliamentary polls 
amid a spate of politically motivated 
killings 27 

Australia : Greypower 

Western Australia's Labor governmer 


hangs on to power after a massive pro 
vote goes to a pensioners' lobby 28 


Bangladesh: Fundamentalism 

A self-styled religious leader starts a 
national controversy through his political 
sermons 30 


China: Students 
Chinese universities and students are 

financially pinched, increasing resentment 
of subsidised foreign students 32 
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Intellectual Obstacle 

The Uruguay Round of Gatt negotiations 
may founder on intellectual property rights 
rather than agriculture. Although talks 
became deadlocked over the question of 
farm subsidies at the mid-term review in 
Montreal in December (REVIEW, 22 Dec. 
'88), itis the fundamental disagreement 
over the trade-related aspects of the 
intellectual property issue that currently is 
stalling discussions among officials at Gatt 
headquarters in Geneva. India and Brazil, 
in particular, are holding out against giving 
Western countries the sort of guarantees 
they want against the “poaching” of ideas. 


Coastal Cachet 

Sheraton Asia/Pacificis hoping to cash in on 
the cachet given to the coastal resort of 
Beidaihe, the summer retreat of China's 
ruling elite. The American hotel chain is 
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Philippines : Television 
Country’s lack of interest in docu-drama on 
the 1986 People’s Power revolt 38 


History 
A town to which Philippine national hero 
Jose Rizal was once exiled honours their 


favourite adopted son 38 
, a 
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e Singapore shipyard worker. 
Manila police chief sets out to be tough on 
crime 39 Malaysia: Finance 
Bank Negara puts into receivership the 
Cooperative Central Bank and an insurance 
company 47 
Australia : Economy t 
China: Investment 


The government's economic strategy 
seems to be falling apart 42 


Korea : Economic Relations 
Hyundai group founder makes a major 
breakthrough in the North-South 
dialogue 43 


Singapore : Shipping 

After hefty profit growth in 1988, high 
labour costs could force Singapore 
shipyards offshore to maintain 
competitiveness 44 


Policymakers explore ways to set up a 
capital-market system to tap huge reserves 
of personal savings and cash 48 


South Korea : Banking 

Years of self-sufficiency have left Seoul's 
Long Term Credit Bank well placed to deal 
with financial deregulation 60 


Philippines : Finance 
Manila reaches broad agreement with the 
IMF on a new loan package 61 
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China 41 
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Singapore shipyards look set to take 
monopoly control of Philippine ship-repair 
yards 45 


Taiwan: Aviation 
A gaggle of new domestic airline operators 
are optimistic about growth prospects 47 


planning to build a hotel in nearby 
Shanhaiguan, where the Great Wall meets 
the sea, catering to Peking expatriates. 
Financing for the hotel is not yet in place, 
though Sheraton expects it to be completed 
in 1991. 


Pakistan. Nor have the mujahideen groups 
based in Pakistan and Iran been willing to 
discuss the issue with Indian diplomats. 
Therefore, some Indian policymakers — 
who do not favour an immediate initiative 
by their government — think that 

í Najibullah's planned visit is unlikely to 
Indian Overture achieve any dramatic results. 
Afghan President 
Najibullah is likely to 
visit New Delhi later 
this month — after the 
Soviet Union 
completes the 
withdrawal of its v 
troops from his AF, 
country. The Indian tii .. 
Government has been Najibullah. 
trying to find a role for 

itself in the Afghan problem despite 
persistent rebuffs from its arch rival, 


Back In Fighting Shape 

Froman insignificant group that was 
battered by a protracted internecine rift 
barely a year ago, the Cambodian 
resistance faction, the Khmer People's 
National Liberation Front, currently seems 
able to pull itself together on the military 
front. The conflict between the front's 
president Son Sann and its commander-in- 
chief Gen. SakSutsakan remains, but all the 
key field commanders including some who 
were previously on Son Sann's side as well 
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as fence-sitters are now united behind Sak. 
Its armed strength has risen steadily to an 
estimated 14,000. Adding the 19-20,000 
men from the army of Prince Norodom 
Sihanouk, the two factions now command 
roughly the same strength as the 
communist Khmer Rouge. . 


Vatican Venture 

Pope John Paul II will almost certainly visit 
Indonesia in October, either before or after 
he attends the closing of the International 
Eucharistic Congress in Seoul on 8 October 
1989. Both Jakarta and the Vatican are 
understood to have agreed on the visit and 
itonly remains for the pope's programme 
to be worked out. Indonesia's Roman 
Catholic population amounts to some 5 
million. However, itis unclear whether the 
predominantly Catholic province of East 
Timor will be on the itinerary. 


FOREIGN 


RELATIONS 


Suio-Soviet rapprochement advanced by Shevardnadze visit 


Don't call me comrade 


By Louise do Rosario 


hina and the Soviet Union are to 

hold their first summit meeting 

since 1959 in l'eking on 15-18 May 

this year, raising the prospect of a 
new era of bilateral cooperation between the 
communist giants, especially among the 
younger generation of leaders. 

The summit date was arranged dur- 
ing Soviet Foreign Minister Eduard 
Shevardnadze's visit to Peking and Shang- 
hai on 2-4 February when he met Chinese 
paramount leader Deng Xiaoping, Premier 
Li Peng and Foreign Minister Qian Qichen. 

While the summit between Deng and 
Soviet President Mikhail Gorbachov was the 
expected result of Shevardnadze’s mission, 
the talks seem also to have brought the two 
powers closer to agreement on the 
future of Cambodia, where the 
two countries support opposing 
groups. 

In the first joint Sino-Soviet 
statement on Cambodia — a nine- 
point communiqué issued at the 
end of the Shevardnadze visit — 
China may have gained enough 
concessions from the Soviet 
Union for both countries to in- 
fluence their respective allies to 
come to an early political settle- 
ment on Cambodia ahead of the 
Vietnamese troop withdrawal 
scheduled for September this 
year. But there are also concerns 
among some observers that the 
two powers, in their enthusiasm 
to reach an agreement, will im- 
pose a solution on Cambodia at 
the expense of the parties they support. 

Shevardnadze's visit also brought much- 
needed impetus to other bilateral issues, 
such as troop reduction along the Sino- 
Soviet border and economic and trade coop- 
eration, which have been making steady but 
limited progress since the early 1980s. 
Shevardnadze has laid important ground- 
work to enable the summit to run smooth- 
ly. The only slight hiccup during his visit 
was temporary confusion over the date 
of Gorbachov's visit. For hours after 
Shevardnadze's departure, Chinese officials 
insisted that an exact date for Gorbachov's 
visit had yet to be decided, prompting specu- 
lation that a summit had not yet been fully 
agreed. 

The summit will be a personal victory for 


Gorbachov, who succeeds in normalising re- 
lations with China after two years of active 
courtship, something his predecessors failed 
to achieve. Gorbachov will be looking more 
to meeting younger leaders who will be his 
main Chinese partners when veteran 
Chinese leaders die off. The younger genera- 
tion of Chinese leaders — many of them 
trained in the Soviet Union in the early 1950s 
— are less emotionally and politically in- 
volved in the Sino-Soviet estrangement of 
the late 1950s than their elders. 
For Deng, Sino-Soviet rapprochement 
will resolve one of the last remaining histori- 
cal issues in which he is closely involved. 
Deng would particularly be pleased, noted 
one East European source, that the Russian 
“tzar” is coming to China first: Chinese Com- 
munist Party General Secretary Zhao Ziyang 





Shevardnadze at a banquet with Qian: restrained welcome. 


will make a reciprocal visit to Moscow later. 
Deng gave the go-ahead for full normalisa- 
tion in early October 1988, when he told vis- 
itors that asummit may be possible this year. 
In another assertion of his authority on 
Sino-Soviet rapprochement, Deng_ told 
Shevardnadze in Shanghai that formal nor- 
malisation will begin with a summit “when | 
meet Gorbachov.” 

China has stressed that Sino-Soviet rela- 
tions will not be the same as those of the 
honeymoon years of the 1950s. The recep- 
tion Shevardnadze got in Peking may be a 
sign of things to come. 

Shevardnadze’s hosts were hospitable 
but restrained, a stark contrast to his own 
enthusiastic and, at times, impassioned 
rhetoric. He said the Soviet's perestroika (re- 


structuring) and China's modernisation will 
"raise the creative potential of socialism" and 
achieve "the primacy of universal human 
values." In a toast to Shevardnadze, Qian 
referred to Soviet reform only mildly and 
said “we sincerely wish you will be success- 
ful [in your reform]. Deng did not give 
Shevardnadze the communist bear-hug and 
addressed him as “Mr” and not “comrade.” 
Chinese press coverage was low-key, with 
no commentaries or editorials on the visit. 

On party-to-party relations with 
Soviets, China remains sensitive and re:uc- 
tant to spell out clearly its position at this 
stage. Shevardnadze said Gorbachov will 
meet Zhao during the summit, a sign which 
he interpreted as "a resumption of contacts 
of parties." But speaking to reporters im- 
mediately after Shevardnadze's departure, 
Chinese Deputy Foreign Minister 
Tian Zengpei said: "If a summit 
takes place, that will mean a nor- 
malisation of relations between 
two countries. I don't want to add 
any adjectives to it." Analysts say 
China does not want a public dec- 
laration on party relations to avoid 
concern from its non-communist 
friends. 

The Cambodia issue domi- 
nated the talks. China wants the 
Soviets to influence Vietnam, 
which has refused to discuss the 
"internal" aspects of the problem 
Two important Cambodia-rel 
events are coming up later this 
month: a visit by Vietnamese 
Deputy Foreign Minister Tran 
Quang Co to Peking, and a meet- 
ing of Vietnam, Asean, Cambodia 
and the Prince Norodom Sihanouk-led 
tripartite guerilla coalition in Jakarta over the 
Cambodian conflict. 


hroughout Shevardnadze's visit, 
China kept up the pressure on the 
Soviet Union to come to an agree- 
ment on Cambodia, using the 
finalisation of the summit as the carrot. 
Hours before Shevardnadze's arrival in Pe- 
king, Li Peng met Sihanouk and stressed 
Chinese support for him. On the day when 
Shevardnadze met Li Peng, Chinese spokes- 
man Li Zhaoxing said China and the Soviet 
Union should reach a further understanding 
so as to promote a fair solution to the Cambo- 
dian problem. 
In a halt-hour statement to the press, 


Shevardnadze oued briefly on Cambodia. 
Only when asked by reporters did he elabo- 
rate on the agreements reached with the 
Chinese — without mentioning the disag- 
reements. 

The nine-point communiqué outlines 
agreement on: 
> The need for an "effective control 
mechanism" to supervise a Vietnamese 
troop withdrawal. 
> An end to military aid to the various fac- 
tions. 
> The holding of free elections. 
> No foreign troops or military bases in 
Cambodia after Vietnam's withdrawal. 
> That the UN will play its “appropriate role 


as conditions gradually present them- 
selves.” 

> The convening of an international confer- 
ence on Cambodia “when conditions are 
ripe." 

However, the communiqué indicated 
disagreement on the nature of the transi- 
tional Cambodia government after Viet- 
nam's withdrawal. Peking proposes a provi- 
sional quadripartite coalition government 
headed by Sihanouk — implying the dissol- 
ution of the Hanoi-backed Phnom Penh gov- 
ernment before elections. Moscow wants "a 
provisional organ under the charge of 
Sihanouk and with quadripartite representa- 
tion," which would buttress the authority of 





CAMBODIA 


F.ettons stil dispu te transitional regime 


Ihe sticking points 


s the Cambodian factions prepare for 
their second informal meeting in 


Jakarta, to be held on 19-21 Februarv, 
they are under increasing pressure from 
their sponsors to quickly reach a political set- 
tlement. The agreement between Moscow 
and Peking to seek an end to the conflict, 
coupled with the announcement of a Sino- 
Soviet summit to be held in Peking in May, 
has added a new deadline to the search for a 
solution. 

However, while the nine-point joint 
statement issued after talks between Soviet 
Foreign Minister Eduard Shevardnadze and 
Chinese leaders in Peking on 2-4 February, 
"7erscores the common ground reached 

he two main backers of the conflict, 
points of disagreement remain. Although 
smaller in number, these serve as reminder 
of the important obstacles that lie in the way 
toasettlement. The disputed issues, overthe 
composition of an interim Cambodian gov- 
emment and the need for an international 
peacekeeping force (IPKF), touch the core 
question of who will rule Cambodia. 

Although Hanoi has delinked its final 
withdrawal from an internal political ar- 
rangement, it nevertheless makes an early 
pullout conditional upon an acceptable set- 
tement. In January it said that it would with- 
draw all its remaining forces in Cambodia by 
September this year at the latest, "if an over- 
all political solution on the Cambodian prob- 
lem could be reached by that time." 

In the joint statement issued after 
Shevardnadze's visit, China and the Soviet 
Union took note of the Vietnamese decision 
to complete its troop withdrawal by Sep- 
tember 1989 at the latest, without reference 
to the condition. This could be seen asan evi- 


dence of Moscow's willingness to pressure 
Hanoi to withdraw unconditionally. Other 
points of the statement make it clear that 
both China and the Soviet Union are pres- 
suring their respective allies to reach an over- 
all arrangement before the September pull- 


out. 


Peking and Moscow agreed on the need 
for an "effective control mechanism" to exer- 
cise strict supervision of a Vietnamese with- 
drawal; an end to foreign military aid; the 
maintenance of peace in Cambodia, and free 
elections. This implies that in order to meet 
the deadline for total troop pullout by Sep- 
tember, the parties would have to agree to 
post-withdrawal arrangements by that date 
as well. 

The Sino-Soviet statement said that ^with 
the withdrawal of Vietnamese troops from 
Cambodia all countries concerned should 
gradually reduce and eventually totally stop 
their military aid to any of the parties in Cam- 
bodia," a point which observers believe also 
implies the need for a comprehensive agree- 
ment. 

But one of the key disagreements be- 
tween China and the Soviet Union is pre- 
cisely on the point that has stymied talks be- 
tween Cambodian guerilla coalition leader 
Prince Norodom Sihanouk and Hun Sen, 
premier of the Hanoi-installed Phnom Penh 
government — the question of dismantling 
the Phnom Penh regime so as to remove its 
claim to legitimacy. Sihanouk has been in- 
sisting that both the People's Republic of 
Kampuchea (PRK) and the tripartite resist- 
ance coalition — which includes Sihanouk’s 
faction, Son Sann's Khmer People's National 
Liberation Front and the communist Khmer 
Rouge — should be dismantled and replaced 
by a government of national reconciliation. 

Sihanouk has hinted that he is not calling 


the existing Cambodian regime during the 
transition. 

On the Sino-Soviet border, Shevard- 
nadze repeated Soviet plans to cut | 
its troops along the eastern and southern 
border by 200,000 and 60,000 respectively. 
Moscow would also cut by three-quarters its 
estimated 50,000 troops in Mongolia and 
eventually reduce border troops to the mini- 
mal level required tor defence so that there 
will be "absolute trust" along the border — a 
process which Shevardnadze expects to be - 
completed within two years. Towards this 
end, diplomatic and military experts will es- 
tablish working groups and a draft agree- 
ment will be prepared, he said. n 


for the disbanding of the PRK administrative 
structure, but only for the removal of the re- 
gime's legitimacy by changing the name, 
flag, national anthem and ministerial level of 
the government. The non-communist resist- 
ance factions also are concerned that without 
a cabinet-level handle over the administra- 
tion they would be unable to stop election 
ngging by the PRK. 

The Phnom Penh regime, instead, has 
proposed that a National Reconciliation 
Council (NRC) be set up to prepare for a na- 
tional election, while the PRK continues to 
run day-to-day affairs. 

At an international conference on Cam- 
bodia held from 24-28 January and organised 
by Brisbane’s Griffith University with sup- 
port from the Australian Department of For- 
eign Affairs, representatives from the three 
Cambodian factions, as well as Vietnam and 
the Soviet Union, agreed on a formula that 
softened the demand for dismantling the 
PRK. They agreed that prior to elections being 
held, “the PRK administrative structure 
would continue to function, though whether 
the PRK name or its ministerial government 
should continue until the day of the election 
requires further consideration.” 


those countries’ continuing differ- 

ences on the question of the regime. 
While China called for the formation of a 
“provisional coalition government” headed 
by Sihanouk, the Soviets proposed a “provi- 
sional organ under the charge of Sihanouk 
with quadripartite representation.” By avoid- 
ing the Phnom Penh formula of a national re- 
conciliation council as the interim body, Mos- 
cow appears to be seeking a compromise be- 

tween the Sihanouk and Hun Sen formulas. 
However, the forthcoming meeting bet- 
ween the parties in Jakarta will have to find 
a way to reconcile the PRK's stubborn opposi- 
tion to accepting a change of regime prior to 
an election, and the resistance’s refusal toac- | 
cord implicit legitimacy to Phnom Penh by _ 
accepting anything less than an interim gov- 

ernment. 

The second important point of discord 
between the PRK and the resistance — over 


T he Sino-Soviet statement reflected 








the role of an IPKF — ironically has become 
even more crucial because of the Sino-Soviet 
agreement to let the Cambodian factions 
maintain their current force levels. While 
Sihanouk has called for the disarming of all 
the factions, and failing that at least a reduc- 
tion of their effectiveness, the PRK wishes to 
preserve the status quo. The Khmer Rouge 
have proposed to reduce the armed forces of 
all factions to 10,000 — an idea rejected by 
Phnom Penh. 

The Sino-Soviet agreement that the 
armed forces of the various parties should be 
"frozen" and possibly "reduced," make the 
question of peacekeeping even more vital. 
The gap between the initial resistance de- 
mand for an IPKF and the PRK proposal for an 
international control commission, has been 
narrowed in recent weeks — at least seman- 
tically — by their acceptance of a "control 
mechanism." The Sino-Soviet joint state- 
ment also called for an "effective control 
mechanism." 

Asean and the non-communist resist- 
ance would like to see an IPKF — an armed in- 
ternational contingent of about 10,000 men 
— remaining in Cambodia for at least five 
years to ensure that the political settlement 
does not relapse into armed conflict. West- 
ern nations — the US in particular — wantto 
see the IPKF act as a barrier against any 
Khmer Rouge attempt to fight their way to 
excusive power. However, Hanoi and 
Phnom Penh oppose the idea of an indepen- 
dent international force. They argue that 
it would infringe upon Cambodian 
sovereignty and question its effectiveness. 
While accepting the presence of an armed 
contingent as part of the supervisory 
mechanism, the PRK officials insist that sucha 
force would have to act on behalf of the gov- 
ernment that emerged from the election. 

A Vietnamese participant at the Griffith 
University conference put his doubt about 
the effectiveness of the IPKF bluntly. “I don’t 
believe that such a force can maintain peace 
in Cambodia if the Cambodian parties can- 
not do it by themselves.” He said that the ex- 
perience of Lebanon and the Middle East 
showed that “when national security is at 
stake, international forces are to no avail and 
cannot be the supreme law, especially when 
each foreign country has its own interests in 
influencing the development of the situation 
in its own favour." 

While the patrons are coming close to an 
agreement, the Cambodian factions have 
stepped up efforts to build their political and 
military strength. In preparation for a period 
of intense political and perhaps armed strug- 
gle, Phnom Penh has accelerated its efforts to 
expand the party and army. 

The Khmer Rouge, which has been 
stockpiling enormous quantities of weapons 
— possibly up to two years of supplies — are 
trying to recruit more soldiers and have been 
infiltrating the Phnom Penh administration. 
Sihanouk also hopes to more than double his 
forces with US, Chineseandotheraid. m 


AFGHANISTAN 


Soviets fal to persuade Pakistan to compromise 


Astate of siege 


By Ahmed Rashid in Islamabad 


ntense international diplomatic activity 
IE the Pakistani capital, which culmi- 

nated in a two-day visit by Soviet Foreign 
Minister Eduard Shevardnadze has failed to 
produce any progress on forming a broad- 
based government in Afghanistan. With the 
Afghan mujahideen rebels due to hold a cru- 
cial meeting on 10 February, differences 
among the governments of Iran, Pakistan 
and Saudi Arabia — which have backed the 
guerillas — are posing a major stumbling 
block. 

Before leaving Islamabad, Shevard- 
nadze, whois the highest ranking Soviet offi- 
cial to visit Pakistan in 20 years, declared that 
all Soviet troops had left Kabul, and that 
he had brought no new pro- 
posals to Pakistan. Moscow 
still insists that the mujahi- 
deen share power with the 
ruling People's Democratic 
Party of Afghanistan (PDPA), 
an offer which has been 
turned down by Pakistan 
and the mujahideen. 

However, in a joint state- 
ment Pakistan and the Soviet 
Union declared their con- 
tinued intentions to encour- 
age the establishment of a 
broad-based government in 
Kabul and that the "military 
path" would only lead to 
more bloodshed. Shevard- 
nadze offered a number of 
options as to how such a gov- 
ernment could be formed. 

He said a coalition gov- 
ernment could be formed but 
"only with equitable rep- 
resentation by all sides to the 
conflict,” which mustinclude the ruling PDPA 
and possibly ex-king Zahir Shah. Other op- 
tions were to hold an international confer- 
ence of all participants or to hold a meeting of 
all Afghan groups in the presence of UN 
representatives. However all these pro- 
posals have been suggested by Moscow be- 
fore and have come to nothing. 

Pakistani officials told the REVIEW that 
Shevardnadze had nothing new to offer and 
was not prepared to endorse the holding of 
the mujahideen shura or representative 
council — which is scheduled to commence 
on 10 February in Islamabad — unless the 
PDPA participated in it. 

However, officials said that Shevard- 
nadze had laid the ground for increased 





Najibullah (right): clinging to power. 


Pakistani-Soviet bilateral ties, including 
promises of Soviet development aid for steel 
production, power generation and mining. 
Pakistani officials say that once the shura 
nominates its government for Afghanistan 
and the Soviet military disengagement is 
complete, Moscow is likely to launch a major 
new diplomatic initiative on Afghanistan. 

Islamabad is also caught in the last minute 
rivalry between Iran and Saudi Arabia to try 
and impose their own brands of Islamic fun- 
damentalism on Afghanistan. 

The Iranian Foreign Minister Ali Akbar 
Velayeti, who spent three days in Islama 
late last month, has adamantly supportea 
the demand of the eight-party Shia Afghan 
mujahideen based in Iran, that they be given 
30% of the seats in the proposed shura. Ear- 





lier Teheran had insisted on only 25% of the 
seats, which Iranian officials said reflected 
the Shia population in Afghanistan. How- 
ever, most experts believe that Shias make 
up only 10%-12% of the Afghan population. 

According to Sunni Afghan guerillas, 
Iran was trying to impose a Khomeini type 
Afghan fundamentalist regime in Kabul, 
though the Afghan Shias are in a distinct 
minority and have done little fighting against 
Soviet troops. Last month Moscow sent 
Deputy Foreign Minister Yuli Vorontsov to 
Teheran, to try and cut a seperate deal with 
the Iran-based mujahideen. A tentative 
agreement between the Iran-based and 
Pakistan-based mujahideen was only 
reached after intensive shuttling by guerilla 





leaders between Teheran and Islamabad. 

Saudi Arabia, attempting to outflank its 
ld rival Iran, is backing the Afghan groups 

belonging to the Sunni Wahabbi sect which 
rules Saudi Arabia. But the Wahabbis are an 
insignificant minority in Afghanistan. Saudi 
Arabia has poured more than US$500 million 
of military aid and supplied hundreds of vol- 


unteer fighters to the Afghan Wahabbis dur- 


ing the nine-year conflict. 

Diplomatic sources said the Saudi aim is 
to pressure the shura to recognise the interim 
government of an Afghan Wahabbi zealot, 
Ahmad Shah. Such a government, nominat- 
ed last vear by the mujahideen under Pakis- 
tani pressure, was rejected by many guerilla 
commanders and the moderate groups 
among the Pakistan-based mujahideen. 

Pakistan, while trying to appease Iran 
and Saudi Arabia is keen to forge a broad- 
based government so as to averta continued 
civil war in Afghanistan. However, there are 
c divisions between the military and civi- 


lian wings of the Pakistani establishment as 
to what type of government should emerge 
from the shura, whether a military push on 
Kabul by the guerillas should be backed by 
Pakistan and how relations with Moscow 
should develop. 

The Pakistani military has not been lag- 
ging in reasserting and enhancing its posi- 
tion in the government. While Shevard- 
nadze was in Islamabad, Pakistan's chief of 
the army staff, Gen. Mirza Aslam Baig an- 
nounced the successful test-firing of Pakis- 
tan’s first surface-to-surface missile with a 
300 km range. At the same time, local news- 
papers also reported that Maj.-Gen. Hamid 
Gul, director-general of the powerful Inter- 
Services Intelligence, which has directed the 
Afghan war, had been promoted to lieuten- 
ant-general. 

With Soviet troops out of Kabul, much 
now depends on the shura, for which hun- 
dreds of Afghans from Pakistan, Afghanis- 
tan, the US and Europe are arriving in Is- 





PHILIPPINES 


CPP hints at new attacks against US personnel 


Changing tactics 


By Rodney Tasker i in Manila i 


recent statement by the outlawed 
Communist Party of the Philippines 
(CPP) suggests that the coming 
months will see less emphasis on guerilla 
warfare in the countryside, but stepped-up 
tactics in the urban areas. At the same time, 
analysts say the CPP has decided to target US 
personnel involved in the "counter-revolu- 
t —— effort. 
ae December issue of the Crr's official 
organ, Ang Bayan, which so far has had a 
very limited circulation, only hints at a new, 
violent campaign against US personnel and 
interests in the Philippines. “The vicious at- 
tacks instigated by the United States against 
the revolutionaries and the people must be 
countered with utmost determination,” it 
says. “The revolutionary movement must 
act against US military installations and busi- 
ness enterprises.” 

But some Western analysts say the com- 
munists may now move against those 
Americans from the Manila embassy and the 
US bases of Clark airfield and Subic Bay naval 
station who are thought to be directly in- 
volved in helping Philippine Government 
forces against the CPP and its military arm, 
the New People's Army (NPA). The official 
line from the US Embassy is that no US per- 
sonnel are involved in counter-insurgency 
activities. 

If the crPis indeed | poised | to target Ameri- 
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1987, when two US servicemen and a civilian 
were gunned down in Anglese City, near 
Clark airbase. At that time, it was thought 
that an NPA unit, "the MGG brigade," had 
acted without specific sanction from the 
party centre to carry out the killings, which 
were a distinct departure from the CPP's gen- 
eral thrust of confining its battle to Philippine 
security forces and government officials, 
while gaining territory. 

The killings sparked a general outcry, 
along with increased security for US service- 
men and embassy officials. But according to 
one analyst, the CPP may now have calcu- 
lated that the ensuing national controversy 
over allowing the US bases to remain, to- 
gether with political posturing by Filipino 
congressmen and other politicians 'about the 
US presence, warrant attacks against the US 
amounting to more than the usual anti-US 
diatribe. 


verall, however, the Ang Bayan state- 

ment stressed increased activity 

among the CPP's many legal, mass- 
front organisations, rather than on the 
battlefield. "The current number of red fight- 
ers armed with high-powered rifles [10,000, 
according to the CPP] should not give rise to 
the purely military. viewpoint, comman- 
dism, arrogance and impetuosity," it said. 
"The vertical growth of military formations 
and firepower “should not be made at the cost 


of neglecting such civ vilc or ganisations as the 
mame of bil. 
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lamabad. The leaders of the sight kannaa > 
Shia guerilla groups have also arrived. How- 
ever, there are still bitter disputes as to the al- 
location of seats between the various factions 
and whether the so-called “good Muslims” 
from Kabul will participate. The moderate 
mujahideen parties are furious that their 
mentor ex-king Zahir Shah has not been in- 
vited. There have been pro-Zahir Shah 
demonstrations in Afghan refugee camps in 
Pakistan. 
Recent Soviet diplomacy has been di- 
rected at salvaging its own conscience and 
assuring its allies around the world, that 
Moscow has tried everything, even though it 
has failed. Sources said that if Afghan Presi- 
dent Najibullah manages to cling to power 
fora few more weeks, another intense round 
of Soviet diplomatic activity will start in order 
to convince the world and the mujahideen 
that unless a political compromise is found, 
thousands of Afghan civilians will die in the 
battle for Kabul. " 


of political power," the statement added. 
Later, Ang Bayan added: "The revolution- 
ary struggle cannot be brou ght to total vic- 
tory bv armed struggle alone . . .” One reason 
for the de-emphasis on what untilless than a 
vear ago seemed a successful violent cam- 
paign against the government, according to 
analvsts, may have been a debate within the 
CPP leadership over tactics. 
For a long while, militaristic communist 
leaders had held sway over those who 
wanted to beef upm ass-front tactics, particu- 
larly in the urban areas. This had led to an in- 


crease in attacks by “sparrow units" — NPA = 


hit squads — on policemen and other sec- 
urity personnel in urban areas, as well as at- 
tacks by large formations of NPA guerillas on 
military outposts and government buildings 
outside the cities. 

Romulo Kintanar, the reputed leader of 
the NPA, and Benito Tiamzon, widely be- 
lieved to be the acting chairman of the Crp, 
were thought to have been the main 
militarists in the leadership. But Kintanar 
was one of several leading communists cap- 
tured by the military over the past two vears, 
though he escaped from a Manila military 
camp last November. This, combined with a 
continuing purge of suspected government 

“deep-penetration agents" in the com- 
munist movement, is thought to have given 
more clout to those CPP leaders pushing for 
less violent, urban-based means of further- 
ing the struggle, according to analysts of the 
communist movement. 

By urban-based, mass-front movements 
the CPP means mainly legal organisations 
such as labour unions and student and 
human-rights organisations, which can 
cause economic and social unrest. Some ana- 
lysts expect a renewed campaign by leftist la- 
bour unions, suchas the Kilusang Mayo Uno 
(KMU), to organise strikes and other forms of 
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BRIEFING 


Recruit scandal claims 
opposition victim 

> Saburo Tsukamoto, the chairman of the 
Democratic Socialist Party — Japan’s 
third-ranking opposition group — said he 
would resign because of his involvement in 
the Recruit Cosmos share-profiteering affair. 
Tsukamoto bought 5,000 pre-listed Recruit 
Cosmos shares and sold them ata profit after 
the company was listed in 1986. He is the 
first party leader to resign over the Recruit 
affair. His action could put pressure on 
senior leaders of the ruling Liberal 
Democratic Party, who were also involved 
in share profiteering. 


France and India discuss 
technical cooperation 

> Duringa 1-4February official visit to New 
Delhi by a French delegation led by 
President Francois Mitterrand, talks were 
opened between the two sides on the French 
offer to sell India top of the line technology in 
nuclear power generation, laser-based 
uranium enrichment, as well as for the space 
and defence industries. France has offered 
soft terms for selling two 900-mW atomic 
reactors. Finalisation of specific projects and 
terms and conditions for them is expected to 
take some time, but talks on collaboration in 
satellite technology and rocketry are nearing 
finalisation. 


Vietnam folds Indochinese 
economic Commission 


»> Vietnam has dissolved its Commission 
for Economicand Cultural Cooperation with 
Laos and Cambodia, the body charged with 
developing Hanoi's ties with its Indochinese 
neighbours, the official Hanoi Radio 
announced on 31 January. The 
commission's functions will now be taken 
over by the State Planning Commission and 
the Ministry of External Economic Relations. 
Despite Vietnam's continuing close ties 
with Laos and Cambodia, the three 
countries have launched efforts to expand 
economic and political relations with their 
non-communist neighbours and the West. 


Taiwanese opposition 
protests escalate 


> Anti-government demonstrations in 
Taiwan are becoming more virulent. 
Speaking at a regular session of the ruling 
Kuomintang's (KMT) central standing 
committee on 1 February, President Lee 
Teng-hui expressed concern over the 29 
January demonstration by thousands of 
opposition supporters who spat on the 
KMT's mainland deputies, lowered the 
Nationalist flae and desecrated the statue of 


the late president Chiang Kai-shek. The 
KMT's refusal to force ageing mainland- 
elected deputies to step down and allow the 
direct election of all members of parliament 
has provoked more protests in recent 
weeks. Meanwhile, Prime Minister Yu 
Kuo-hwa, who has been much criticised for 
his conservative views, said on 1 February 
that he would retire at the end of his current 
term in 1990. 


Indonesia advised to 

divide Irian Jaya 

> The Indonesian Government has been 
advised to divide its largest province, Irian 
Jaya, into more than one province. Irian 
Jaya, which borders Papua New Guinea, 
was incorporated as a province in 1962. The 
province is recorded as having just 897 
villages spread over 430,000 km. Makmun 
Murod, deputy chairman of the Supreme 
Advisory Council, which made the 
recommendation to the government, 
quoted the local military authorities as 
saying the division of Irian Jaya into more 
than one province would help eliminate the 
rebel Free Papua Movement. 






Social indicators 





Southeast Asian urban growth 


, rs I 
1950 1960 1970 1980 1990 2000 2010 2020 
Source: The Prospects of World Urbanisation, UN 1987 


Hanoi and Phnom Penh 
troops hit Khmer Rouge 


> After months of relative inaction, 
Vietnamese forces and People's Republic of 
Kampuchea units in western Cambodia 
have mounted a new military offensive 
against the Khmer Rouge along the 
Cambodian-Thai border. By hitting hard at 
suspected Khmer Rouge strongholds and 
infiltration routes, the forces may be bent on 
scoring some battlefield gains before 
Cambodian peace talks in Jakarta later this 
month. Observers also see the offensive as 
Vietnam’s last-ditch attempt to inflict 
maximum damage on the strongest of the 
three Cambodian resistance factions. While 
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itis not expected to tip the balance at the 
negotiating table, the apparent upper hand 
now militarily enjoyed by Hanoi and Phnom 
Penh could enhance their bargaining 
position. 


US court jails 
Japanese terrorist 
> AUS district court 
judge in New Jersey 
sentenced Yu 
Kikumura to 30 years' 
jail on 9 February after 
his conviction for 
planning to bomb a 
government complex 
in New York. 
Kikumura, allegedly a Kikumura: plot. 
member of the 

terrorist Japanese Red Army, was arresteu- 
with a carload of bombs and explosives 

on 12 April 1988, two days before what 

the prosecution said was a planned 


revenge bombing for the US air raid on 
Libya. 





Strains between Aquino 
and Laurel worsen 


> The strain in the relationship between 
Philippine President Corazon Aquino and 
Vice-President Salvador Laurel became 
more intense on 5 February when Aquino 
refused to meet Laurel to hear a message 
from ailing former president Ferdinand 
Marcos. Laurel had just returned from a 
two-day, unofficial trip to Honolulu, where 
he talked to Marcos, 71, in hospital about his 
appeal to return to the Philippines. Aquino 
said Laurel should make Marcos' message 
public, rather than giving it to her private 
Laurel claimed it was confidential. Aqui 
has consistently turned down Marcos' 


requests to return home — where many feel 
he soon will die. 


Taipei cracks down 
on industrial unrest 


> To crack down on striking workers 
demanding special bonuses, the Taiwan 
Government has threatened to invoke a 1947 
law used during China's civil war to deal 
with industrial unrest. Li Mo, the vice- 
minister of economic affairs, said on 1 
February that the law on labour disputes 
"during the period of communist rebellion" 
(in China which the ruling Kuomintang 
claims to represent) was still valid, implying 
that the government will outlaw strikes and 
work stoppages by bus drivers and 
industrial workers. Prime Minister Yu 
Kuo-hwa said troops would be called in to 
drivebusesin the event ofa prolonged strike 
bv transportation workers. 
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From Tokyo, Osaka, 
Hong Kong, Singapore, Kuala Lumpur, Bangkok, 
or Sydney to India and 
beyond to the Middle East, Africa, Europe and 
U.S.A. this familiar 
greeting marks the beginning of an exceptionally 
enjoyable journey. 
It is over 5000 years old and it succinctly characterizes 
the warmth and 
hospitality of our people, our country and our Airline. 
We at Air-India will be 
honoured to be your hosts on the ground or in the air. 
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HONGKONG 


British parliamentary committee to examine colony 


Lines of inquiry 
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By Emily Laui in Hongkong 


Y he British Houseof Commons foreign 
affairs committee's decision to con- 


duct an inquiry into Hongkong later 
this year is seen by interested local observers 
as long overdue. Some regard it as the most 
significant political event tor Hongkong 
since the signing of the Sino-British Joint 
Declaration in 1984, under which Britain 
agreed to return the colony to Chinese 
sovereignty in 1997. 
However, there is concern in some quar- 
that the committee will not be able to 
-....2Ve very much given Prime Minister 
Margaret Thatcher's dominance in the ruling 
Conservative Party and in parliament. 
Cynics say there is a danger that it may end 
up whitewashing London's Hongkong po- 
licy, which has been severely criticised by 
some local activists as well as by several 
British newspapers. 

Political observers say that though the 
committee has no power to coerce the 
British Government into doing any- 
thing, it could cause a lot of embar- 
rassment and damage by publishing 
a critical report. A Conservative Party 
member said that Thatcher oppo- 
nents might use the opportunity to 
launch an assault on her. The Hong- 
kong Government publicly wel- 
comes the inquiry, but is believ- 
ed to be apprehensive as to its out- 
come. 

The foreign affairs committee is 

led by Conservative MP David 
riowell, a former cabinet minister 
who was sacked by Thatcher in 1983 
for allegedly being unsupportive 
of her policies. Of the 10 other 
committee members, six are Conser- 
vatives and four are from the Labour Party. 

The committee was among 14 select com- 
mittees created in 1979 to investigate the 
work of the government. They choose their 
own subjects for investigations and produce 
a series of reports in each parliamentary year 
after taking evidence from ministers, offi- 
dials, other MPs and interest groups. A re- 
quest to appear before, or provide papers to, 
the committees cannot be refused. 

Observers in London said the select com- 
mittees were only established as a sop by the 
government to backbench MPs who had 
grown restless by having too much time on 
their hands, and were seen as a way of keep- 
ing them quiet. 

In the past, the foreign affairs commit- 
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of Gibraltar and the Falkland Islands. 

The Hongkong inquiry is significant not 
only because it is Britain’s most important re- 
maining colony, but also because Thatcher 
and Foreign Secretary Sir Geoffrey Howe 
have regarded the joint declaration as a 
major diplomatic triumph. In the inquiry, 
the committee intends to look into: 
P The British Government's role in imple- 
menting the joint declaration, including pre- 
parations for a smooth transfer of govern- 
ment; 
> Progress in discussions with the Chinese 
Government over implementation of the 
joint declaration and related issues. 
P The British Government's responsibility 
for the administration of Hongkong up to 30 
June 1997. 

Hongkong people have been given until 
10 March to make submissions, in either 
English or Chinese. The committee will visit 
Hongkong for a week to 10 days in April or 
May and spend four daysin Peking. This will 
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be followed by hearings in London. A report 
will be submitted to the House of Commons 
before the summer recess. 

The committee's decision to conduct an 
inquiry came asa surprise, since many obser- 
vers here believe that parliament has shown 
little interest in Hongkong after approving 
the joint declaration in 1984. Committee 
member Bowen Wells, a Conservative MP, 
said it would be wrong to underestimate 
MPs’ concern about Hongkong, or the influ- 
ence of the British Parliament which was a 
kind of "trustee" for the Hongkong people. 

In the past year, the British Government's 
Hongkong policy has been harshly criticised 
in the British press, particularly in pro-Con- 
servative publications. Some Hongkong 
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ing them to take action. Some local busi- - 
nessmen with close contacts in London are 
disturbed by the increasing Chinese influ- 
ence in Hongkong and have expressed dis- 
quiet about the British Government's failure 
to come up with a credible response.  . 

In November 1988, the UN Human 
Rights Committee criticised Britain for being _ 
insufficiently concerned about the fate of 
Hongkong's 5.5 million inhabitants in the- 
nine years remaining betore the handove er rto k 
China. 


It said there was a feeling that the British E. 


Government prematurely considered that . 
matters relating to Hongkong were predo-  . 
minantly the concern of China. x 

In July 1988, three Hongkong delegations ` 


went to London to lobby parliament on prob- x 


lems relating to the draft Basic Law, a mini- 


constitution for Hongkong as a special ad- ^. 


ministrative region (SAR) after 1997. Repre- 
sentatives of the Law Society, the Bar As- 
sociation and a group of professionals met 


Howell and Wells and urged the committee 


to conduct an inquiry on Hongkong. 

Wells said the decision to hold an inquiry 
was prompted by problems revealed in. the 
first draft Basic Law (REVIEW, 11 Aug. '88). 
Although some of these problems have been 
addressed in the second draft, he said some 
Hongkong people and some MPs were still 
disturbed by questions arising from the de- 
gree of autonomy to be enjoyed by 
the SAR government, the democratic 
process and the future government's 
accountability to local people. 

“Tt is our job to make sure the Basic 
Law does not violate the joint declara- 
tion,” said Wells. He said some 
Hongkong people and the Hong- 
kong Government tend to treat the 
Chinese Government “like porce- 
lain,” but he did not share that 
view. | 

He said the committee decided to 
visit Peking because members 
wanted to hear the Chinese position 
on the implementation of the joint 


declaration “from the horse's 
mouth,” and not just rely on posi- 
tions ascribed to them. 


The Chinese Government has not com- 
mented on the inquiry. A source in the 
Hongkong Government said he thought the 
Chinese might have agreed to the visit with- 
out knowing what a parliamentary inquiry 
is. Itis certain that Peking does not want par- 
liamentary interference in the Basic Law, 
something it regards as China's business. 

The inquiry has been widely covered in 
the local English-language press but has re- 
ceived little attention in the Chinese news 
media. Many Hongkong people either do 
not know about it or do not intend to make . 
submissions because they think it would bea 
futile exercise. Wells said he hoped the 
Hongkong people would use what he said ` 


was an important opportunity to make their | 
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LAOS 31 


Communists relax economic and political controls 


The road to reform 








By Murray Heibert in Vientiane 








hirteen years after seizing power in 

Laos and beginning the country's 

march towards socialism, the Pathet 
Lao communists are rolling back policies that 
led to more than 10 years of economic stagna- 
tion and social disarray. 

Since the party's crucial fourth congress 
in late 1986, which set an economic-reform 
programme in motion, family farms have re- 
placed unpopular agricultural cooperatives 
that for a decade had formed the foundation 
of Laos' rural economy. Market mechanisms 
have taken over from centralised planning as 
the government seeks to revive struggling 
state-owned companies and factories, and 
Vientiane is wooing capitalist companies — 
most of which were thrown out in the mid- 
1970s — to set up joint ventures and provide 
modern technology and desperately needed 
investment funds. 

The communists have also held district 
and provincial elections and announced the 
country's first national election since coming 
to power, lifted many of the regulations re- 
stricting domestic and foreign travel by Lao 
citizens and released more political prison- 
ers, many of whom had been held in "re- 
education camps" since the communist vic- 
tory in 1975. People have more freedom to 
criticise the government, and communist of- 
ficials themselves have begun to admit mis- 
takes while trying to imitate the economic 
models of their Soviet and Vietnamese 
allies. 

Some of the strongest criticisms about the 
rapid drive towards socialism have come 
from Premier Kaysone Phomvihan, 68, 
who has led the Lao People's Revolutionary 
Party since it was founded in 1955. In an arti- 
ce in the Soviet newspaper Pravda in De- 
cember, Kaysone said many of the party's 
policies banning private traders, collectivis- 
ing farmers and nationalising the country's 
fledgling industry had caused "production 
and circulation of goods to come to a halt, 
considerably affecting the people's liveli- 
hood. 

"Experience told us that we could not act 
in haste to advance directly to socialism 
through elimination of the old economic 
foundation because the private and indi- 
vidual economies and markets are feeding 
the people throughout the nation," Kaysone 
wrote, explaining why the party had intro- 
duced wide-ranging economic reforms since 
the 1986 congress. "Since then, we have 
modified the attitude of Left-leaning and 
haste and stopped abolishine private and 
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individual rights to ownership and mar- 
kets." 

Chin tanakan may, or new thinking, has 
become the new rallying cry of the Lao com- 
munists. "Everyone is talking about private 
enterprise," a Western diplomat said. "You 
rarely hear about socialism anymore. People 
are digging up money out of their gardens, 
taking their old cars off blocks and painting 
their houses." 

The signs of increased economic activity 
in the towns along the Mekong River are 
striking. Vientiane's markets are bursting 
with consumer goods from Thailand and 
hundreds of new cafes, bars and shops have 
opened around the capital in the past year. 
Private entrepreneurs have been allowed to 
re-open petrol stations, which had been a 
state monopoly since the mid-1970s, while 
many groups of friends or family members 
are pooling capital to set up small enterprises 
producing furniture and handicrafts. 

About 20 shiny, new tuk tuk — the 
noisy, three-wheel taxis popular in 
Bangkok — have made their debut on the 
streets of Vientiane in recent months. A 
dozen private video game shops, where 
teenagers compete at "Green Beret" and 
"Star Wars," have opened around the capi- 
tal. Vientiane's 10 nightclubs, with names 
like Feeling Well, are crowded each night 
with young people drinking German beer 
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and dancing to Western and Thai rock music. 

“Before the towns along the river were in 
a state of passivity and pessimism," a West- 
ern diplomat said. "Now there's dynamism 
and new hope. There's hope of money, hope 
of improvement, hope of a better life." 

Some of the economic reforms have 
brought quick results. The lifting of 
checkpoints at provincial borders and the re- 
laxation of controls on foreign trade have re- 
sulted in increased supplies of goods in mar- 
kets, causing inflation to drop from around 
100% a few years ago to about 11% in 1988, 
says Khamsai Souphanouvong, the deputy 
minister of economics, planning and fi- 
nance. 

Greater freedom for provinces and state 
companies to export and import has prompt- 
ed sizeable production increases in some sec- 
tors. Log exports, for example, jumped in 
value from US$7.8 million in 1986 to US$32.8 
million in 1987. 

The performance of many state « 
panies and factories, where production ¿~~~ 
ally fell by more than one-third in the early 
1980s, has also improved since they were 
turned into "autonomous economic enter- 
prises.” Under these reforms, managers 
have been given freedom to run their own 
factories but they are expected to make a pro- 
fit instead of relying on the government to 
absorb their losses. 


xports by Savannakhet Wood Co., 
F which produces logs, furniture and 


construction materials, rose to US$2 
million in 1987 from US$1.4 million in 1986 
after the company was given “autonomy,” 
company director Sine Siichantongthit said. 
Workers’ salaries at the company, which are 
now based on output, have increased to Kip 
10,410 (US$23) a month from Kip 3,305 over 
the same year. 

In the first 125 enterprises given au- 
tonomy in 1986, profits increased more than 
50% in 1987, with revenue from profit 
rising 25%. Meanwhile, the overall perform- 
ance of state enterprises is still mixed, accord- 
ing to a report published last year by Sali 
Vongkhamsao, minister of economy, plan- 
ning and finance. 

Sali, who is thought to be a driving force 
behind the reforms, said production in 22 out 
of 71 enterprises in Vientiane had actually fal- 
len because they had hired too many work- 
ers and “the state administration continued 
to interfere seriously in the internal affairs of 
enterprises.” Sali said enterprises were fur- 
ther hampered by Laos’ poor banking sys- 
tem, which was unable to provide cash to en- 
terprises when they needed it. 

Although economic activity has picked 
up in Laos since the reforms, several prob- 
lems still threaten Laos’ economic develop- 
ment. "It's an open question whether the 
government will be able to meet the rapidly 
rising aspirations of the people,” a diplomat 
noted. “The economy is terribly vulnerable, 
because it reallv doesn’t produce anvthing.” 





The lack of rain has caused rice produc- 
tion to drop for the second year in a row. 
Deputy Minister of Agriculture Khamsing 
Sayakone estimated that Laos faces a deficit 
of around 225,000 tonnes of rice — nearly a 
quarter of what the country needs to feed its 
estimated 4 million people. 

Laos' export earnings, which jumped 
from less than US$44 million in 1984 prior to 
the reforms to about US$64 million in 1987, 
are expected to stagnate or fall as a result of 
the drought and the government's policy 
banning exports of unprocessed logs effec- 
tive from 1 January. Laos' electricity sales to 
Thailand, which earned Vientiane more 
than half its hard currency in recent years, 
had already fallen from nearly US$30 million 
in 1986 to about US$14 million in 1987 be- 
cause Thailand lowered the price it pays for 
Lao electricity. 

Thelack of rain in recent years has caused 
the water level in the catchment of the Nam 

im dam — which produces most of Laos' 
tricity — to fall, seriously hampering out- 
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Youngsters enjoy the novelty of video entertainment; candidates in a provincial election. 


Loy Chansavath, the deputy minister of 
commerce and foreign economic relations, 
estimated that power production dropped to 
387 million kWh in 1987, down from 716 mil- 
lion kWh the previous year. 

Export earnings, which covered less than 
30% of the country's US$216 million import 
bill in 1987, could drop further if the govern- 
ment maintains its ban on the foreign sale of 
raw logs, which have been Laos’ second 
most important export commodity in recent 
years. Lao officials say they imposed the ban 
to protect Laos’ forests and to bolster the ex- 
ports of processed wood. 

Deputy Agriculture Minister Khamsing 
said logging companies and farmers practis- 
ing slash-and-burn agriculture were destroy- 
ing about 300,000 ha of forests each year. 
Luang Prabang in the north only has 10% of 
its forest cover left, leaving the mountainous 
province vulnerable to severe flooding and 
erosion, the deputy minister said. But West- 
ern economists estimate that Laos still has 
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about half of it commercially exploitable. 
Foreign businessmen say few buyers are 
interested in Laos' processed wood because 
the country's old equipment and lack of skill- 
ed workers result in poor quality products. 
Diplomats in Vientiane suspect the ban will 
result in increased smuggling of logs across 
the Mekong River to Thailand, which means 
the government's income will drop while 
tree cutting continues. Deputy Commerce 
Minister Loy, a Canadian-educated eco- 
nomist, told the REVIEW that Laos was 
open to lifting the ban if it could form joint 
ventures to process the logs in Thailand. 


stepped-up economic activity — and 

enthusiasm — but the cities and 
towns along the border with Thailand have 
benefited much more than the countryside. 
Relief workers who travel to remote villages 
point out that the economic reforms mean lit- 
tle in areas that have no roads on which to 
transport their farm products or to bring in 


I aos' recent reforms have resulted in 


Thai consumer goods and where the infant 
mortality rate averages more than 150 per 
1,000 children. 

Some Lao argue that the economic 
liberalisation is having negative conse- 
quences as well. The new policies urging 
people to find their own way to make a living 
and stop relying on the state for hand-outs is 
prompting many talented technocrats to 
seek permission to leave public service and 
join the private sector. 

"Laos has gone from strict government 
control to near anarchy in one big loop," a 
foreign observer said, referring to the chaos 
and the increase in corruption which has 
come with the reforms. One of the latest eco- 
nomic activities includes collecting scrap 
metal and US-made bomb casings for export 
to Thailand at Kip 10 per kg. But foreign-aid 
officials tell stories about new equipment 
with only one small part missing being sold 
as scrap metal by overzealous workers. 

"So far we've seen a lot of perestroika, but 
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Russian words to suggest that Laos’ com- 
munist leaders have gone further in liberalis- 
ing the economy than in opening up the 
country’s political and social life. Yet foreign 
residents in Vientiane say the government 
has become more relaxed about domestic 
criticism and has made it easier for Lao citi- 
zens to travel abroad to study or visit relatives 
who fled in the wake of the communist vic- 
tory. 

"The wall of tin roofing sheets that for 
years surrounded the Council of Ministers 
office (the former US Agency for Interna- 
tional Development headquarters, prior to 
1975) has been removed, perhaps symbolis- 
ing that the government has become less sec- 
retive and more secure. And during the past 
year, the government has taken steps to 
involve its citizens in the country's political 
life. 

Elections for the Supreme People's As- 
sembly, Laos' nominal parliament, will be 
held on 26 March, marking the first national 
poll in Laos since the communist victory. Of- 


or 
g 15.600 | 


= . 


4 16619 


|I 9 604 | 


nmm, 





N EN 4 
' b. f 
j | f | ia 


ficials tell visitors that one of the first tasks of 
the new body will be to ratify a constitution, 
which the country has been without since 
1975. 

The national elections follow voting for 
district- and provincial-level representatives 
last year. Candidates had to be approved by 
the Lao Front for National Construction, a 
quasi-government coalition of mass organi- 
sations, but some non-party members were 
elected. In Savannakhet, in the south, 11 out 
of the 45 newly elected representatives are 
non-communists, including four business- 
men and a medical doctor. In other cases, 
candidates supported by the party were de- 
feated because voters considered them cor- 
rupt or incompetent, diplomats in Vientiane 
Say. 

But the new enthusiasm for democracy in 
Laos has taken an unusual twist in recent 
weeks — employees in government minis- 
tries have been asked to vote for their minis- 
ters, deputy ministers and department 
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date for a particular job," a participant 
explained. "If we don't, we're asked to ex- 
plain why. It won't mean the person will im- 
mediately lose his job, but it helps officials to 
know how effective a candidate's staff think 
he is." 

The council of ministers is said to be 
studying the outcome of the ministry elec- 
tions. Sources in Vientiane say the results of 
the voting in the Ministry of Agriculture have 
already been rejected because a close relative 
of a politburo member came in third rather 
than first in voting for the ministry's deputy 
ministers. 

Vientiane is buzzing with rumours that a 
major reshuffle of the party and govern- 
ment, including some changes in the ruling 
politburo, will follow a central committee 
plenum scheduled to be held soon. A gov- 
ernment shakeup has been under way since 
the middle of last year in which ministries 
have been reorganised and some younger, 
foreign-trained technocrats have been pro- 
moted. 

Diplomats expect that officials to be 
ousted will include those whom leaders like 
Kaysone describe as having difficulty adapt- 
ing to the party’s new thinking. “Progress in 
many fields is still limited because of the lin- 
gering influence of old thinking and old 
mechanisms and because the capabilities of 
cadres are limited,” the party chief warned in 
a speech last year. 


[ aos also appears to have taken some 


steps in recent months to reduce the 

number of political prisoners, many 
of whom have been held since the com- 
munists took power in 1975. Several 
hundred detainees, including many high- 
ranking officials and officers from the former 
US-backed  Vientiane government and 
army, were released late last year from “re- 
education camps" in the northeastern pro- 
vince of Houa Phan. 

But recently released prisoners report 
that about 200 inmates still remain in Houa 
Phan's Camp 02 and another 35 prisoners, 
including six generals, are still in Camp 03, 
where they continue to do such jobs as cut- 
ting logs, repairing roads and building irriga- 
tion systems. Late last year, about 50 recently 
released prisoners were waiting in Camp 014 
near Sam Neua, the provincial capital, for 
transport back to Vientiane. Former inmates 
say the army still runs eight campsin the pro- 
vince, but they do not know how many de- 
tainees are held in each location. 

Amnesty International, the London- 
based human-rights organisation, reported 
in December that it had the names of 185 
people still believed to be held in camps in 
the southern province of Attopeu. Among 
these detainees are some ethnic Chinese, in- 
cluding Tang Kim Chia, the former head of 
the Association of Overseas Chinese in Vien- 
tiane, who were arrested in 1979 when Laos 
and its Vietnamese ally charged that China 
was planning to attack northern Laos. » 
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Communists reverse collective agricultural policy 


The private plot 





| aos’ communist rulers have all but 
abandoned agricultural cooperatives, 
which for a decade formed the key- 
stone of their rural policy, and are once again 
emphasising traditional family farms in an 
attempt to boost food output. 

Rice production in Laos increased from 
660,000 tonnes in 1976 to 1.23 million tonnes 
in 1987, but Lao officials now admit that 
many of their policies towards farmers had 
caused food production to stagnate in recent 
years. “Pressuring farmers to join coopera- 
tives or forbidding cooperatives to make con- 
tracts for family production, setting up of 
roadblocks, closing roads and eradicating 
markets . . . have hampered production and 
had a negative impact on the relationship be- 
tween the state and farmers,” concluded the 
resolution of a joint meeting held in June 
1988 between the party central committee 
and the government's council of ministers. 

The resolution, dubbed Resolution Six, 
decided that rice fields belonging to coopera- 
tives will be assigned to individual farming 
families who can sell or use their products as 
they choose. Under the previous system, 
these farmers worked collectively and were 
expected to sell part of their harvest under 
contract to the state at prices much lower 
than those in the market. 

: Vientiane's campaign to force farmers to 
join cooperatives was probably the com- 
munist rulers’ most unpopular policy in the 
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late 1970s. Some farmers stopped cultivating 
their fields and Killed their livestock in pro- 
test, while others fled to neighbouring Thai- 
land as refugees, forcing the government to 
slow its collectivisation drive in late 1979. 

According to Resolution Six, land still be- 
longs to the state, but farmers will be given 
long-term tenure and will be allowed to pass 
it on to their children or to "sell" it to other 
farmers by charging for their investments in 
improving the soil. The government will 
now pay market prices for rice and will allow 
private merchants to compete with state 
agencies in buying agricultural products 
solution Six also urges farmers to expanc. .... 
area under cultivation and to diversify their 
farm activities to raise livestock and grow 
crops such as coffee, beans and peanuts for 
export. 

"Agricultural production is stagnating, 
the environment undergoes serious dam- 
age, and if the present state of agricultural 
production continues, we will not be able to 
lead our nation from backwardness," the re- 
solution warned. “The conversion of an indi- 
vidual self-sufficient and subsistence econ- 
omy to commodity production must ur- 
gently take place for the cause of socialist con- 
struction.” 

Farmers interviewed in the agriculturally 
rich province of Savannakhet in the south, 
were enthusiastic about the reforms. “Under 
the new system, those who work more will 
get more,” said Boun My, who farms 2 ha of 
rice fields and is head of the Van Sok sub-dis- 
trict about 12 km east of the provincial capital. 
“Before I didn’t want to produce bec 
prices were too low, but now I want to work 
because Ill get what I earn." 

The country’s nearly 4,000 cooperatives, 
which include more than half of Laos’ farm- 
ers, will now function more like social and 
political organisations than economic units. 
Officials say cooperative leaders will perform 
tasks such as organising meetings to explain 
government policies to farmers, try to pro- 
cure inputs like fertiliser from the govern- 
ment for members, and set up other local 
cooperative businesses such as shops to 
bring consumer goods to farmers. 

“To stimulate agricultural production, we 
need to develop trade in the countryside,” 
said Deputy Minister of Commerce and For- 
eign Economic Relations Loy Chansavat. 
“We need to link people to the economy of 
merchandise to give them an incentive to 
produce.” 

Resolution Six will also force out of busi- 
ness state farms which are losing money. 
Like other government enterprises, these 








Lao villagers: rural policy had caused food production to stagnate. 


farms must now make a profit. Deputy Ag- 

‘ture Minister Khamsing Sayakone said 

umber of state farms in Laos had drop- 
ped from 38 to about 20 in recent years be- 
cause the government lacked skilled mana- 
gers to administer them. Other state farms 
will be disbanded and their equipment and 
land will be sold to cooperatives or private 
farmers, the deputy minister said. 

Lao officials are surprisingly frank i 
criticising the state's past farm arian, 
“Some of the government's old policies were 
wrong," said Phimpong Vangna, a member 





of the Savannakhet party committee. "We 
followed Marxism-Leninism, but it wasn't 
the time to follow this theory in Laos with its 
subsistence economy, ". he said. "Before we 
wanted to move towards socialism too 
quickly." 

But Laos will have to wait at least another 
year to find out how much the reforms will 
boost agricultural production. A drought last 
year devastated the rice crop in Laos’ most 
fertile southern provinces which normally 
produce a surplus. The provinces of Savan- 
nakhet, Champassak, Khammouane, At- 


Hong 
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topeu, Sekong and Saravane produced only 
328,000 tonnes of paddy last year, down 
from 657,000 tonnes in 1987, according to of- 
ficial estimates. 

The price of rice in Savannakhet has 
jumped from Kip 60 (13 US cents) per kg a 
year ago to Kip 140 today. Farmersin the pro- 
vince said they only had enough rice to feed 
their families for about six months. Some 
said they were planting maize, beans and 
peanuts to exchange for rice on the market, 
while others said they would have to sell 
some of their water buffalo or cows, go fish- 
ing in the Mekong or begin collecting scrap 
metal to earn money to buy rice. 

Khamsing estimated that Laos produced 
only 1.03 million tonnes of its targeted 1.6 
million tonnes of rice last year and, as a re- 
sult, the country faces a shortfall of about 
375,000 tonnes of paddy, or around 225,000 
tonnes of milled rice this year. Butsome relief 
agencies which have done their own surveys 
of Laos’ food situation have concluded that 
the rice deficit caused by the drought is only 
about 71,000 tonnes. The Lao Govern- 
ment is expected to launch an international 
appeal for assistance. Japan has offered ¥ 100 
million (US$773,395) worth of rice and sev- 
eral private relief agencies have promised 
help, but most other donor countries and 
UN agencies are waiting for Vientiane to 
complete a report on how the available food 
is being used. u Murray Hiebert 
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LAOS 3 


Vientiane tries to woo cautious foreign investors 


Turning to the West 


economy and reducing its depen- 

dence on Vietnam and the Soviet 
Union, has opened its door to private com- 
panies to attract increased foreign trade, in- 
vestment and technology. Vientiane has also 
taken steps to improve its relations with 
Thailand, China and the US, countries with 
which Laos’ communist rulers have had 
major conflicts since coming to power 13 
years ago. “With our new economic policies, 
we need to adapt our foreign policy,” said 
Deputy Foreign Minister Souban Sarithirath. 

But while officials said some 100 foreign 
companies, about 80% of them from neigh- 
bouring Thailand, have come to Laos to 
explore investment opportunities since Vien- 
tiane ratified its new foreign investment 
law in July 1988, so far only a handful of com- 
panies have actually signed contracts. Most 
foreign firms coming to Laos are still cau- 
tious, pointing out shortcomings in the 
country’s legal system and infrastructure, 
the lack of skilled workers and the con- 
straints imposed by the bureaucracy. 

There have been some commitments. 
The Kow You Hoh Group from Bangkok in- 
vested about US$100,000 to set up the Ag- 
riculture Development Co., a joint venture 
with the Lao Ministry of Commerce and five 
private Lao capitalists, in Vientiane in Janu- 
ary. The company will export Lao rice, corn 
and other agricultural products to Thailand 
and import Thai farm equipment such as rice 
mills and harvesters, according to the com- 
pany director, Tem Sirichamporn, a private 
Lao investor. 

An Australian company has signed an 
agreement to mine gold in northern Laos, 
while a Thai-Australian firm will begin sap- 


I. aos, anxious for help in developing its 
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phire mining in Oudomsay province in the 
northwest. A Soviet company has entered 
an agreement to produce parquet flooring in 
Savannakhet and a Thai garment factory is 
helping build a new factory in Vientiane. Lao 
May, a trading company set up by an over- 
seas Lao in January, will export rattan, hand- 
icrafts and furniture. 

Butthebulk of interested foreign firms are 
reserving judgment. They describe Laos' 
new foreign investment law — which allows 
foreign companies to set up joint ventures 
with a minimum of 30% foreign capital, rules 
out nationalisation of property and permits 
foreign companies to repatriate their profits 
— as generous, but they point out several 
constraints. 

Businessmen complain that Laos lacks a 
constitution and the laws needed to protect 
their investment. Others say that business 
deals are hampered by a cumbersome 
bureaucracy and difficulties in getting visas, 
as well as the shortage of skilled workers. 
Some complain about the uncertainty of Lao 
policies, citing the example of Vientiane im- 
posing a ban on the export of Lao logs several 
times in recent years and then reversing itself 
under pressure from Lao businessmen and 
foreign companies. 

Laos is landlocked, dependent on Thai- 
land and Vietnam for access to the sea, and 
the country's weak banking system and its 
poor road and communications network 
pose other difficulties. One diplomat said 
several Canadian businessmen on a recent 
flight from Bangkok to Vientiane had men- 
tioned that they urgently needed to send a 
fax to their office and wondered how far the 
capital's airport was from the Lane Xang 
hotel. “When I told them Laos doesn't have 





fax facilities and that it could take them all 
day to get a phone call through to their head- 
quarters, they wanted to stay on the plane 
and return to Bangkok," the diplomat said. 

Despite these problems, Western eco- 
nomists point out that Laos has signi- 
ficant long-term potential for foreign invest- 
ors. It has sizeable mineral deposits, includ- 
ing iron ore, coal, tin and precious metals, 
vast forests, significant hydroelectric power 
potential, large areas of uncultivated land 
and possible reserves of oil and natural gas. 

So far, the majority of the businessmen 
visiting Laos are not investors, but represen- 
tatives of small Thai trading companies along 
the Mekong River border. "It's a real jungle 
out there," one Western businessman com- 
plained, referring to the chaos resulting from 
the recent flood of Thai businessmen pour- 
ing into Laos. "Many of them are carpetbag- 
gers,” said one diplomat, alluding to the situ- 
ation in the US after the Civil War w* - 
northerners went south to profit from 
unsettled conditions there. 

The influx shows how dramatically Thai- 
Lao relations have changed since the two 
countries fought a bloody border war only a 
year ago. Last November, Thai Prime Minis- 
ter Chatichai Choonhavan visited Vientiane 
— marking the first trip to Laos by a Thai 
prime minister in a decade — and signed a 
joint communiqué pledging that both sides 
would try to resolve their border dis- 
putes and upgrade their economic rela- 
tions. "Chatichai's visit created a new atmo- 
sphere of confidence and trust after fight- 
ing and years of misunderstanding," 
Souban said. 


rade between Laos and Thailand in- 

creased by over 26% in 1988 com- 

pared with the previous year, accord- 
ing to Thai customs records. Thailand ex- 
ported goods worth Baht 950 million 
(US$37.55 million), marking an increas 
nearly 11%, while Laos exported Baht . 
million, not including electricity, for an in- 
crease of 125% over the 1987 period. 

In mid-January, Thai Minister of Com- 
merce Subin Pinkayan headed a 70-member 
delegation of government officials and pri- 
vate businessmen to Vientiane to discuss in- 
creased economic cooperation. During the 
talks, Laos asked Thailand to "remove the 
physical and administrative obstacles which 
block trade," including lowering the price for 
trans-shipping goods across Thailand, reduc- 
ing the duty on Lao exports, dropping the 
category of "strategic goods" banned from 
export to Laos (Thailand recently reduced 
the number from 61 to 29), and opening 
three more border trading points (at present 
only two are open), said Lao Deputy Minis- 
ter of Commerce and Foreign Economic Re- 
lations Loy Chansavat. The Thai delegation 
pressed Laos to lift its ban on log exports and 
allow a Thai bank to open a branch in Vien- 
tiane to serve the growing number of Thai 
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Laos factory: investors wary. 


aos’ relations with China, which were 
strained since Vietnam invaded Cambodia 
in 1978, are also improving. The two coun- 
tries exchanged ambassadors last year and in 
December, during a visit to Peking by Lao 
Commerce Minister Phao Bounnaphon, 
signed the first bilateral trade agreement in 
over a decade. 

Under the agreement, China will export 
consumer goods, textiles and small agricul- 
tural equipment to Laos, while Laos will 
send timber, agricultural products and her- 
bal medicines to China. Loy projected that 
two-way trade would total more than US$10 
million this year. 

Laos' ties with the US expanded in the 
past year to include issues other than the 
problem of the nearly 550 American service- 
men still missing in Laos since the end of the 
war in 1975. During a visit to Vientiane in Jan- 
uary by US National Security Council ad- 
viser Richard Childress, Vientiane discussed 

Yomic issues such as possible American 

-stment in Laos and US tariffs on Lao ex- 
ports. 

"We also agreed to receive direct assist- 
ance from the US on the narcotics problem," 
Souban said. "This is the first time we coop- 
erate with the US in this field." This agree- 
ment followed a US State Department report 
last year charging that "the [Lao] Govern- 
ment facilitates and encourages narcotics cul- 
tivation, refining and trafficking." 

As Laos turns to Thailand and the West, 
many Lao have become increasingly outspo- 
ken in their criticisms about their closest al- 
lies, Vietnam and the Soviet Union. "We've 
learned a lot from the Vietnamese — on how 
not to do things economically," one Lao 
joked. 

But Lao officials deny press reports sev- 
eral months ago that all Vietnam's troops 
had withdrawn from Laos. "I'm not a mili- 
tary man, so I don't know the number of 
Vietnamese [troops] still here," said Souban. 


“If the situation in Laos no longer requires 
tha intradiuctian of Viateemoacea tunasc thea 


Vietnamese won't want to have a military 
presence here," he added, implying that 
time had not yet come. 

Western diplomats in Vientiane estimate 
that around 10-20,000 Vietnamese troops still 


remain in Laos, down from about 40,000 sev- | 
eral years ago. These observers believe that | 


most Vietnamese have been withdrawn 
from northern Laos near the Chinese border, 
but they say some remain in the south where 
they are blocking Cambodian resistance 
forces from entering Cambodia. Vietnamese 
officials in Hanoi also say two Vietnamese 
army engineering units remain in Laos 
where they are building roads. 

Strains, focused particularly on the ques- 
tion of Soviet aid to Laos, have surfaced for 
the first time in Vientiane's relations with 
Moscow. The Soviets hint that they expect 
more efficient use of their assistance, which 
they say equals more than half of Laos' total 
foreign aid package. (Moscow claims its 


loans to Laos from 1976-88 totalled Rbl 600 | 


million [US$970 million] but the Soviets have 
not released figures for their assistance pac- 
kage.) The Lao, on the other hand, complain 
that they cannot afford Moscow's aid be- 
cause the Soviet demand for Lao inputs is too 
expensive. 

A nearly completed vehicle repair work- 
shop in Savannakhet intended to repair 800 
vehicles a year is an example of the problem. 
The Soviet Union supplied the cement for 
the buildings and the tools, but the Lao are 
expected to provide labour costs and local 
materials such as wood. Lao officials at the 
workshop, which is an “autonomous enter- 
prise,” say they have run out of funds to 
complete the project and are already Kip 89 
million (US$197,700) in debt to the Ministry 
of Communications. Officials also say the 
workshop will never repair more than 200 
vehicles a year, about a quarter of its capa- 
city. 

“Maybe we didn’t calculate correctly 
Laos’ possibilities,” said a Soviet diplomat. 
“But considering the whole amount of Soviet 
aid, this is only a small problem. It can’t spoil 
the whole picture of Soviet aid to Laos.” 

Some Lao also complain that Laos loses 
money because too many of its products 
such as coffee, wood and tin ore, which 
could be exported for hard currency, are 
locked into long-term barter agreements 
with the Soviet Union. But Soviet officials 
deny that this arrangement works to Laos’ 


disadvantage. In exchange for sending its | 
coffee and wood to the Soviet Union, Laos | 


receives convertible-currency goods such as 
oil, a Soviet diplomat in Vientiane pointed 
out. 

Moscow also grants Laos long-term cre- 
dits to cover its massive trade deficit with the 
Soviet Union, the diplomat said. According 
to Soviet trade figures, the Soviet Union ex- 
ported goods worth RbI 50 million to Laos in 


1988, while Lao exports to the Soviet Union 


totalled only Rbl 11 million. 
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TAIWAN 


Opposition criticises pace of political reforms 


Grudging concessions 








By Shim Jae Hoon in Taipei 
M pan the recent passage into law of 

three major political reform bills, 

Taiwan has taken yet another step 
away from its authoritarian past. Opposition 
leaders, however, view the new laws as only 
modest concessions to their demand that the 
ruling Kuomintang (KMT) open up the is- 
land's political process. 

Two of the new laws — the Civic Organi- 
sation Law governing registration of political 
and social groups, and the Electoral Law set- 
ting out rules for elections and election cam- 
paigns — create an institutional framework 
within which the de facto Democratic Pro- 
gressive Party (DPP) and other opposition 
groupings can coexist legally and compete 
with the KMT. 

The KMr has held power in Taipei since 
the late 1940s when its now-elderly leader- 
ship fled to Taiwan from mainland China in 
the face of the communist takeover. 

The third law calls for the "voluntary" re- 
tirement of some 1,100 old-guard KMT dep- 
uties, who represent mainland constituen- 
cies in the island’s three nationally elected or- 
gans of government. The move will eventu- 
ally open up many seats to opposition com- 
petition. While the DPP fought hard for the 
law, it opposes a provision for NT$3.7 mil- 
lion (US$136,000) in severance pay for each 
retiree. 

Although the new laws are certain to help 
bring about a broadening of the base of 
Taiwan’s representative system, they fall far 
short of meeting the DPP's demands for 
democratisation on a scale seen in the Philip- 
pines, South Korea and Pakistan in recent 
years. 

To underscore their dissatisfaction, the 
DPP's 11 elected Legislative Yuan members 
went to extraordinary lengths in an unsuc- 
cessful attempt to modify the bills before 
they were passed into law. The screaming 
oppositionists smashed microphones, 
seized the podium and punched kMT legis- 
lators until the police restored order. The bills 
were finally voted into law by the KMT-domi- 
nated body. 

In a show of force following the melee, 
the opposition mobilised more than 5,000 
demonstrators on 29 January, shortly after 
the legislatures adjournment for the 
Chinese New Year holidays. The protesters 
denounced among, other things the retire- 
ment law's severance-pay provision. The 
DPP would pay the money only after all de- 


puties agreed to step down. 
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DPP can register to become a legal body. De- 
spite its illegal status, the party has been tol- 
erated by the KMT government and was even 
allowed to field candidates in national par- 
liamentry elections in November 1986, when 
it secured 23% of the popular vote. Now, 
anyone who honours the constitution, ac- 
cepts the indivisibility of Taiwan and China 
and rejects communism can launch a politi- 
cal or social group. 

Shortly after the law's promulgation by 
President Lee Tung-hui, the KMT and five 
other parties — including such nominal 
groupigs as the Young China Party and the 
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China Democratic Socialist Party, both of 
which were originally launched in China — 
officially registered with the Interior Minis- 
try. 
- The DPP, however, is standing back say- 
ing it wants to take a look at enforcement reg- 
ulations. The party is also faced with the diffi- 
culty of how to persuade party members 
who advocate independence for Taiwan to 
accept the new law's provision on the indi- 
visibility of Taiwan and China. However, the 
problem is not expected to stop the party 
from registering eventually. 

In the course of negotiating the Electoral 
Law, the DPP failed to achieve much of what 
it had sought. Representing the party's 
hardliners, legislator You Ching fought in 
vain for the inclusion of articles explicitly re- 
quiring members of the national police, 
armed forces and the civil service to main- 
tain neutrality during election-campaign 
periods. 
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Opposition politicians attack KMT legislators to make their point. 


to surrender its numerous business hold- 
ings, which generate party campaign funds. 
KMT negotiators sidestepped the issue, per- 
suading their adversaries to focus instead on 
more "practical" issues, such as "equal ac- 
cess" to the publicly owned media during 
campaign periods. Such access is unlikely as 
the KMT either owns or otherwise controls 
most of Taiwan's electronic media and many 
publications. 

On raising money for election cam- 
paigns, the Electoral Law allows individuals 
to donate up to NT$20,000 in cash to a single 
candidate and companies to give up to 
NT$300,000. Individuals can contribute up 
to NT$200,000 a year to a party's general cof- 
fers underthelaw, while companies can give 
up to NT$3 million annually. The law also al- 
lows tax deductions for campaign contribu- 
tions. 

The KMT and the prP also failed to come to 
an agreement on the restoration of civil ri; ` ` 
to some 1,000 former political prisoners, : 
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are barred under current law from running 
for public office or practising their profes- 
sions. The threat of civil-rights deprivation 
has been an important weapon of the KMT 
government's repressive regime over the 
years, forcing leading DPP figures — includ- 
ing the incumbent as wellas the former party 
chairman — to direct Taiwan's biggest oppo- 
sition group from outside parliament. 

Current party chairman Huang Hsin- 
chieh, one of Taiwan's earliest opposition 
leaders, remains barred from running for the 
Legislative Yuan, while Yao Chia-wen, the 
party's previous chairman, is barred for life 
from practising law. 

KMT liberal legislator Jaw Shau-kong, con- 
ceding the restrictions, described the three 
laws as "a beginning, not the end of Presi- 
dent Lee's reform." Negotiators from the 
two sides have agreed to address the civil- 
rights issue through a separate "channel" 
— which may mean a pardon for political of- 
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Politician’s widow and mistress fight over leadership 








By Salamat Alii in 1New Delhi 





ayalalitha Jayaram, the mistress and 

former co-star of the late M. G. 

Ramachandran (popularly known as 
MGR), the charismatic movie hero-turned 
chief minister of India’s Tamil Nadu state, 
appears to have emerged as head of the op- 
position and inheritor of his political mantle. 
Her faction won 27 of the 234 seats in the state 
legislature last month, dashing the hopes of 
her rival Janaki Ramachandran, MGR's 
widow and supplanted co-star, to dominate 

divided All India Anna Dravida Mun- 

1 Kazhgam (AIADMK), a powerful Tamil 
ethnic party. 

But the Jate party leader's former as- 
sociates are not yet convinced as is indicated 
by a new addition to the five previous fac- 
tions of the AIADMK. Janaki herself seems un- 
willing to capitulate and help Jayalalitha put 
the party back together again. Nor does she 
want to fight on, to the disgust of some sup- 
porters. Instead she intends quitting politics, 
which helps neither side. 

In a clear appreciation of the fragility of his 
party's unity, MGR through his last will had 
attempted to hold the party together even 
from the grave. He had provided that his 
personal immovable property, conserva- 
tively valued at Rs 1 billion (US$66 million), 
should go the AIADMK only if it remained 
united. Otherwise, it would go for the up- 
keep of deaf, dumb and blind children in the 
state. 

The late chief minister's worst fears were 

rmed when, on 1 January 1988, within a 
.. - of his death, his party split into two fac- 
tions, headed by Janaki and Jayalalitha. Dur- 
ing the past year, the Jayalalitha faction has 
again split into three, with new factions 
headed by MGR's cabinet colleagues V. R. 
Nedunchezhiyan and S. Ramachandran. 

On the eve of the 21 January 1989 state 
polls, the Janaki faction spawned yet another 
group, headed by K. Bhagyaraj who was 
nominated by MGR as his successor in films. 
Now, following the announcement of 
Janaki’s retirement, former Tamil Nadu 
legislature speaker P. H. Pandian has split 
from the Janaki group to form the sixth 
AIADMK faction. 

Janaki decided to call it a day and settle 
in the US when only one of the 176 candi- 
dates she had set up in the recent elections 
won. She was defeated in MGR's former 
seat. But it is now clear that among other 
things, her decision was forced by a large 
section within her own party surrender- 
ing to overtures made by Jayalalitha's fac- 


Battle of wills 


tion to unite their two warring factions. 

The formula that was proposed to Janaki 
was that she should be president of the reun- 
ited AIADMK and accept Jayalalitha as the 
party’s general secretary. The catch in the 
formula was that under the party’s constitu- 
tion, the president is a figurehead and the 
general secretary is the chief executive with 
all the powers. 

For some time it appeared that Janaki had 
given up all hope of ever again becoming 
chief minister — a position she held briefly 
after MGR’s death — and was considering 
the merger under the united party flag and 
election symbol of two leaves. The Election 
Commission had denied the use of that sym- 
bol to either faction, and both factions be- 
lieved that it had cost them their victory be- 
cause the illiterate electorate wishing to vote 
for MGR’s party was bewildered by the ab- 
sence of the symbol on the ballot paper. Ana- 
lysts believe that in the end Janaki could not 
stomach the prospect of her arch political and 
personal rival inheriting her husband's prop- 
erty by taking over the party. 

When, on 1 February, with the merger 
imminent, Janaki announced her retire- 
ment, Jayalalitha was taken aback. She is- 
sued a statement blaming the merger's 
sabotage on a group within the widow's fac- 
tion supportive of the Dravida Munnetra 
Kazhgam (DMK), which won the state polls. 


Nadu High Court delivered its verdict 


I n a related development, the Tamil 
on who owns the AIADMK headquarters 


building in Madras. According to the judg- 


ment, the faction headed by Janaki is the real 
AIADMK and legitimate owner of the build- 
ing. 

Currently, Janaki is being persuaded by 
most factions of the Dravidian movement 
to withdraw her retirement decision. The 
faction of her party that is pro-merger says 
that Janaki decided to quit in despair but 
that if the entire party approached her with a 
unanimous view, she would be obliged to ac- 
cept it and this could be done by calling a 
meeting of the general council of the party to 
formulate a unified view. 

The  deputy-general secretary of 
Jayalalitha's AIADMK, S. D. Somasundram, 
declared in Madras on 2 February that 
though his side had opposed Janaki's entry 
into politics, it could no longer afford to ig- 
nore her because despite her faction winning 
only one seat, it had polled 2.2 million votes 
in the state polls. Claiming that his faction 
was not interested in any property, he as- 
serted that it wanted Janaki to remain in poli- 





Jayalalitha in victory: inheritor. 


tics because she was respected as the wife of 
the late party leader. The Janaki faction op- 
posed to merger with Jayalalitha is also striv- 
ing to persuade her to remain in politics. 
Their stand was articulated in a statement is- 
sued by nine MPs of the faction. 

Their statement, on 3 February, said: 
“Jayalalitha is plain evil and her growth will 
spell ruin to politics in Tamil Nadu. It is not 
unknown to the people of Tamil Nadu how 
this film star publicly insulated senior leaders 
of the Dravidian movement. 

“Evidently Jayalalitha is hard pressed for 
cash, having taken huge sums from those 
who sought unsuccessfully her party's ticket 
for the last elections. She thinks that if the 
party headed by Janaki Ramachandran sur- 
renders to her, she can get hold of the 
amount in the bank to repay her debts . . . 
going with her will berank opportunism and 
betrayal of Tamils. 

“Janaki should put a stop to all moves for 
merger and instead of throwing in the towel 
in a demonstration of cowardice, come for- 
ward to lead the party with courage and for- 
titude." 

All the pressure so far has not been able to 
move Janaki. She is believed to be angry with 
the squabbling in her party, is unwilling to 
see Jayalalitha get her hands on either her 
husband's or the AIADMK's money and has 
not forgotten Jayalalitha’s allegation that she 
had poisoned her husband. 

In obvious retaliation, her side has leaked 
to the press a photocopy of a letter in 
Jayalalitha's own handwriting. The letter, 
addressed to parliament member Salem 
Kannan, stated: "MGR is doing everything 
possible to eliminate me from politics and 
from public life . . . Heis terribly jealous of my 
popularity . . . he cannot stomach the fact 
that I have become so popular." G 





he atmosphere surrounding the 

signing of the US-Philippine bases 

agreement amendment on 17 Oc- 

tober 1988 was bitter. While public 
attention focused on the vocal reactions in 
Manila, US officials privately voiced strong 
criticisms of Philippine Foreign Secretary 
Raul Manglapus for his conduct during the 
negotiations. These memories will remain 
into the next round of negotiations, which 
will determine the future of base rights after 
1991, the expiration date of the 1947 Military 
Bases Agreement (MBA) under which the US 
| maintains the Subic Bay navalbase and Clark 
air base. 

Even so, the substantive provisions of the 
amendment pleased the outgoing adminis- 
tration of president Reagan and the US State 
Department. The terms are much closer to 
the original US negotiating position than the 
Philippine position. This is especially true of 
the crucial issues of financial compensation 
and nuclear weapons. 

Moreover, contrary to the initial news re- 
ports describing a totally negative reaction in 
the Philippines, the actual response to the 
amendment has been mixed. Reaction in the 
Philippine Senate has been critical, but many 
members of the lower house have praised 
the accord. 

From the US perspective, this mixed reac- 

tion suggests the possibility of achieving an 
extension of base rights after 1991. Neverthe- 
less, the contentiousness of the talks and the 
strong criticisms indicate that the next round 
_of negotiations over post-1991 base rights 
Will be at least equally difficult and possibly 
more so. Attitudes in the Philippine Senate 
. will have a greater impact, since the upper 
house will have to ratify and pact. 
Currently, 20 of the 24 senators have 
|Stated opposition to a granting of base rights 
after 1991. Leaders of the anti-bases bloc in 
the senate have promised a "real battle" over 
any new bases agreement. In November 
1988, the senate overwhelmingly passed a 
resolution asserting that the amendment 
violated the anti-nuclear clause of the Philip- 
pine Constitution. Moreover, publicopinion 
polis taken during the negotiations suggest 
that a large percentage of Filipinos want 
greater material benefits to their country in 
return for base rights. 

Basic to an understanding of Philippine 
opinion is the complexity of nationalism and 
its influence on sentiment on the bases. The 
US has tended to define this influence as 
two dimensional: a sentiment to reduce or 
eliminate the US role in the Philippines and a 
material desire for money in the form of 
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THE 5TH COLUMN 


By Larry Niksch 


“rent” for the bases. The definition contains 
elements of truth. Nevertheless, it ignores 
another side of nationalistic feeling, namely 
the Philippine belief that it deserves a high 
priority in US foreign policy because of the 
history of the bilateral relationship, as well as 
the stated importance of the bases to the US. 
This is, in short, the concept of the "special 
relationship," which, in the Filipino mind, is 
based on an expectation of a moral US obliga- 
tion to help Manilain its time of trouble. 

Behind this lies resentment that other al- 
lies of the US, including other host countries 
for US bases, have received more aid and 
other benefits than has the Philippines since 
the end of World War II. This view has been 
reinforced by resentment about the years of 
US backing for ousted president Ferdinand 
Marcos and the Filipino sense of unrealised 
expectations of strong US support for the 
government of President Corazon Aquino. 

This latter sense has been created at least 


An offer to turn over Clark air 
base to the Philippines would 
demonstrate a US willingness to 
accommodate the more 
moderate elements of Filipino 
nationalism and, hopefully, 
isolate the extremists. 


in part by what is seen as a contrast between 
Reagan's promise of 30 January 1986 to seek 
“a significantly larger programme of eco- 
nomic and military assistance for the Philip- 
pines for the next five years" if a democratic 
government emerged and actual declining 
levels of US economic aid in US fiscal years 
1988 and 1989 to a level approximate to the 
amount of economic aid provided to the 
Marcos government in fiscal vear 1985. 
Today, the Filipinos' general lack of self- 
confidence in their country's future feeds the 
emotional side of these attitudes. Filipinos 
express frustration that their country has 
been left out of the East Asian "economic 
miracle" that has benefited their non-com- 
munist neighbours. The visible US role 
makes that country an easy target. Their 
view of deep internal economic problems 
and threats from communist insurgents 
overshadows the U5 emphasis on regional 
security and the bases' role in that context. 


Salving bitter memories 


Today’s reality is that the emotional con- 
tent of this multifaceted nationalism is rising. 
Manglapus did his share to fuel it By inflam- 
matory statements and portrayals of the 
Philippine position on compensation as an 
uncompromising demand for US$1.2 billion - 
annually. Manglapus ignored the link be- 
tween the US connection and the confidence 
of foreign investors and international aid 
donors (including Japan) in an uncertain 
Philippine internal situation; the bases as a 
constraint on Soviet meddling as that coun- 
try becomes more involved in the Philip- 
pines, and the importance of US militan 
to the Armed Forces of the Philippines. 

Manglapus also failed to take into account 
the emerging multipolar military mix in the 
Western Pacific of the 1990s, with China and 
Japan on the verge of asserting naval power 
and future uncertainty over the American 
military role. He also omitted the Philippines 


| dependence on a secure supply of oil from 


the Gulf. An acknowledgment would have 
pointed up the roleof the bases in supporting 
the US Navy in the Gulf. 

The US has shown a declining ability to 
deal with Filipino nationalism. Two US tac- 
tics during the recent negotiations added to 
the Filipino perception of being treated as a 
second-class ally. One was the reiterated 
pronouncements of the "special relation- 
ship," which was seen as containing more 
rhetoric than substance. 


second tactic was the US use of the 

budget-cutting argument, which 

cited recent cuts in US foreign a 

justification for the position 
Washington could not increase compensa- 
tion much beyond present levels of aid. To 
Filipinos, this lacked credibility in view of the 
continued provision of US aid to Israel and 
Egypt of more than US$5 billion annually — 
non-allies which provide no base rights to 
the US. 

It was no accident that the Philippine side 
put forth the demand for US$1 2 billion an- 
nually in compensation, an amount ap- 
proaching levels of aid received by Israel and 
Egypt. Unfortunately, this demand masked 
more realistic Filipino views (reportedly in- 
cluding Aquino's) in favour of military aid 
and Economic Support Funds in the US$500- 
250 million range. 

In light of these factors, the new ad- 
ministration of President George Bush will 
have to develop a different approach to 
future negotiations if it decides to seek a new 
long-term agreement. A successful US ap- 
proach will require, first, that the congress 


and the Bush administration 
carry out fully the provisions of 
the new amendment. 

Second, the US will have to 
get the projected multilateral aid 
initiative under way in 1991. 
Current negotiations between 
the US and other possible donor 
governments suggest that the 
initiative, if implemented, will 
fall well short of the US$10billion 
programme over five years origi- 
nally envisaged. A US$5 billion 
plan may represent the 
maximum that foreign donors 
will be able to put together. 

Despite official US and 
Philippine assertions that the aid 
initiative and the bases negotia- 
tions are not linked, the reality is 
one of connection. The Aquino government 
undoubtedly signed the new amendment 

~e expectation that the programme will 

_ 2 in 1989. US officials, in fact, is- 

sued warnings that a failure to conclude 

the amendment could jeopardise the ini- 
tiative. 

US emphasis on the initiative has raised 
high expectations in the Philippines, which 
need to be lowered, but a failure to formulate 
even a smaller programme clearly would 
jeopardise future base talks. The US, too, un- 
doubtedly will have to make a real financial 
commitment to the programme. Reagan's 
last budget, submitted to congress in Janu- 
ary, contained a Special Assistance Initiative 
of US$200 million for the Philippines to “help 
nurture economic growth." It probably 
would be a mistake for the US to assume that 
a multilateral programme funded almost 
exclusively by Japan and other donors would 
change critical Filipino perceptions of US po- 
licy. Filipinos will focus on the substance of 
the US role. 

Finally, Washington has the option of 
|  Osinga reduced base presence. This op- 
! Jould include an offer to turn over Clark 
air base to the Philippines as part of an agree- 
ment granting long-term base rights for 
Subic Bay naval base. Subic unquestionably 
is more important to the American military 
roles and missions in the Western Pacific and 
Indian oceans — and financially to the Philip- 
pines. Subic's huge ship-repair and logistics 
functions appear to be irreplaceable, espe- 
cially because itis doubtful that the US would 
be able to replicate the large, skilled Filipino 
work force in the US territories of Guam, 
Saipan and Tinian. 

Clark, on the other hand, could be re- 
placed by other air bases in the region. It does 
have important functions of providing air de- 
fence for Subic and supporting it logistically, 
but these potentially could be carried out by a 
combination of expanded functions at Subic 
and an assumption of responsibilities by the 
Philippine Air Force at a Filipino-run Clark 
base. With US assistance under an agreed- 
upon programme, the Philippine Air Force 





Subic Bay base: irreplaceable military role. 


over a period of several years could take over 
many of Clark's logistics and air defence mis- 
sions. 

An offer to turn over Clark to the Philip- 
pines would demonstrate a US willingness 
to accommodate the more moderate ele- 
ments of Filipino nationalism and, hope- 
fully, isolate the extremists. It would open 
the possibility of the Philippines assuming a 
more substantive military role in the security 
relationship with the US and thus give the al- 
liance a greater character of equality and 
mutuality. 


taining some or all of these ele- 
ments would make the Man- 
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dible in the next round of MBA 
talks. The Philippine Govern- 
ment would have to make hard 
choices about the country's fu- 
ture security and its role in the 
Western Pacific, minus the 
complaint of US neglect and 
intractability. 

A successful negotiation, in 
parallel with initiation and effi- 
cient utilisation of the multilat- 
eral aid programme, could 
open the way for a scenario in 
the year 2000 of Philippine 
economic success; declining 
needs for outside economic as- 
sistance, and a meaningful Philippine role in 
regional security in cooperation with the US, 
Asean and other non-communist nations of 
the region. In this kind of setting, Fili- 
pino self-doubts would melt away, and 
Filipinos would be able to view their coun- 
try's relationship with the US in a different 
light. X 


Larry Niksch is à specialist in Asian affairs with 
the LIS Congressional Research Service and was an 
official LIS observer at the 1986 Philippine presi- 
dential elections. The views are those of the author. 





SRI LANKA 


Mass killings mark election campaigns for parliament 


Written in blood 


By Manik de Silva in Colombo 

Ithough more than 300 people have 

been killed since the start of the yearin 

an unprecedented wave of intimida- 
tion, both Sri Lankan officials and politicians 
are confident that parliamentary elections on 
14 February will see a better voter turnout 
than the 55% in December 1988's presiden- 
tial election. The  Janatha  Vimukthi 
Peramuna ((JVP, or People's Liberation 
Front), which has called for a boycott of the 
elections, was widely believed responsible 
for most of the deaths, including those of 13 
election candidates. 

Former prime minister Sirima Ban- 
daranaike's Sri Lanka Freedom Party (SLFP), 
the leading challenger of the ruling United 
National Party (UNP) of President 
Ranasinghe Premadasa, is still recovering 
from Bandaranaike’s defeat in the pre- 
sidential election. It has also been fur- 
ther battered by the latest wave of kill- 
ings and had kept its parliamentary election 
campaign in low gear until 5 February, when 


the first of its district rallies were held. 

At the second rally, smoke grenades and 
home-made bombs were thrown at Ban- 
daranaike’s platform. She suffered a minor 
toe injury and two soldiers and a member of 
her bodyguard were also hurt before the 
meeting was abandoned. Police said the at- 
tack occurred moments after Bandaranaike 
mounted the platform. 

Undeterred by what she was to later claim 
was the second attempt on her life since De- 
cember, Bandaranaike took a helicopter to 
her next scheduled meeting in the ancient 
city of Anuradhapura. She told a rally there 
that the violence surrounding the current 
election campaign was like “a small war,” 
and by far the worst in her 30 years of cam- 
paigning experience. The next day, she and 
SLFP secretary Somasara Dassanayake met 
elections commissioner Chandrananda de 
Silva to express their concern. 

The Defence Ministry in Colombo said 
that it had, within available resources, pro- 
vided security to all candidates contesting 
the elections, especially those belonging to 


A revised US approach con- 


glapus-type response less cre- | 





parties under threat "by various 
criminal elements attempting 
to disrupt the elections and 
election meetings." Wherever 
possible, it offered extra pro- 
tection to candidates requesting 
it. 

In order to improve protec- 
tion, many candidates have 
been issued with weapons, 
though some of these have been 
captured by elements responsi- 
ble for the election violence. 
“There are a lot of guns and other 
weapons around and this itself is 
worrisome,” a senior security of- 
ficial told the REVIEW. “We hope 
to get them back soon after the 
election.” 

Premadasa, who is cam- 
paigning hard for the UNP in an 
effort to consolidate his own December vic- 
tory with a commanding parliamentary 
majority, has been telling election rallies that 
his party’s victory on 14 February is assured. 
“What I am now campaigning for is a two- 
thirds majority in parliament. But for the 
proportional representation system of elec- 
tion, the UNP would win most of the seats in 
most districts,” he said. "However, I wel- 
come a parliament where all opposition 
groups are represented. It will provide a 
forum for such groups to pursue their politi- 
cal objectives and air their grievances in a 
non-violent way." 

Premadasa is particularly keen on per- 
suading the JVP and the Liberation Tigers of 
Tamil Eelam (LTTE) the dominant Tamil 
separatist group, which is boycotting the 
elections and seeking to disrupt them, to 
come into the political mainstream. Since his 
election he has made several appeals to both 
groups and said that he is willing to meet 
them anytime, anywhere for negotiations. 

Although the predominantly Tamil 
Northern and Eastern provinces — tempora- 
rily merged in an effort to make the devolu- 
tion granted to them more acceptable to the 
Tamils — continue to be secured by a 45,000- 
strong Indian Peace-Keeping Force, Pre- 
madasa has reason to be satisfied that pro- 
gress towards normalisation has begun. 

He is particularly happy that the chief 
minister of the province, once a hardline 
Tamil separatist, hoisted the national flag in 
the eastern port city of Trincomalee on 4 Feb- 
ruary, the 41st anniversary of Sri Lanka's in- 
dependence from Britain. Chief Minister 
Varatharajah Perumal was persuaded to par- 
ticipate in the independence celebrations 
by Premadasa agreeing to release Tamil 
separatist detainees held under the Preven- 
tion of Terrorism Act. 

Bandaranaike is pitching the SLFP cam- 
paign on the argument that now that Pre- 
madasa is the country's executive president, 
an SLFP majority in the next parliament 
would be a check on excessive presidential 


power. 
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Bandaranaike: a check on presidential power. 





She has been saying at her meetings that 
Premadasa has been arguing that there is no 
purpose in giving the SLFP a parliamentary 
majority, because he is already the president. 
“In that case, why hold parliamentary elec- 
tions at all?" she asks. “What we want to dois 
to trim the powers of the executive presi- 


z dency, because this system of 
government is at the root of the 
country’s present problems. All 
opposition parties agree that 
such a system does not suit a 
country like ours, and must be 
changed.” 

She is fighting not only the 

UNP, but also some of the parties 
that backed her for president 
under the banner of the Demo- 
cratic People’s Alliance. The 
Trotskyists and the communists, 
whom she ejected from her gov- 
ernment in 1975, are also particu- 
larly bitter about what they al- 
lege was a link between the SLFP 
and JvP designed to spread dis- 
ruption prior to the presidential 
election. 

Trotskyist Bernard Soysa 
maintains that the JVP and other groups were 
incapable of spreading disruption throt 
out Sinhala areas of the country withou 
alliance with the SLFP. “Once terror had taken 
over the country,” he said, “it was possible 
for the JVP to ditch the SLFP and direct its own 
efforts to prevent fair elections." Li 
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Labor saved by diversion of protest vote 
JN 


Grevpower cleans up 








By Michael Malik in Sydney 
T he Australian Labor Party (ALP) state 





government in Western Australia 

seems likely to survive narrowly the 
first test of electoral vulnerability to evidence 
of massive losses by state-owned institutions 
from their backing of local business figures. 
The result will cheer the federal ALP govern- 
ment of Prime Minister Bob Hawke, which 
has also been touchy on the subject of alleged 
big business cronyism, and givelittle encour- 
agement to the conservative Liberal-Na- 
tional opposition. 

The state government was still hanging 
on to power after a 10% swing 
against it in elections on 4 Feb- 
ruary and appeared likely to 
survive with a one- or two- 
seat majority after final re- 
counts and distribution of pre- 
ferences under the complex 
electoral system. 

Earlier pundits had said a 
7% swing against it would put 
the Liberal-National coalition 
in power. The reason the ALP 
was not swept from office was 
that rather than swing to the 
opposition, voters in large 





Hawke: cheer. 


numbers opted for minor parties, which 
picked up 876 of the anti-government swing, 
without winning a seat. Compulsory voting 
removes the simple option of abstention. 
The biggest surprise and one which may 
well have national repercussions was the 
emergence of a new political forc 
Greypower, the party representing inte. ...... 
of pensioners. Only formed last year into a 
very loose and informal grouping on an orig- 
inal platform of helping pensioners deal with 
bureaucrats, the party took an astonishing 
8% or more of the total vote, far outpolling 
the traditional third force, the Australian 
Democrats, which only received about 1%. 
A similar phenomenon in 
last year's New South Wales 
state election, in which the 
Liberal-National coalition un- 
seated Labor, saw minor par- 
ties or independents win 
seven lower house seats and 
gain the balance of power in 
the upper chamber. Pension- 
ers are now added to a list 
of lobbies, so far including en- 
vironmentalists and anti-nu- 
cear proponents, which can 
carry crucial blocks of voters. 
Labor at least had the com- 
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We whet your appetite for the future. 


IFFA is number one world-wide 
for capital goods in the meat 
industry. The trade fair takes 
place in Frankfurt every three 
years — following the technical 
innovation cycle. The fair is 
aimed at the leaders of industry 
and trades who wish to obtain 
information on the latest 
products from all suppliers; for 


example, installations for abat- 





toirs and meat processing 


nology, sales appliances and accounting systems. 


IFFA is an international exhibition. With a professional 


your visit in Frankfurt will be pleasant and not only 


fort of averting what was expected to be a 
major opposition landslide. In addition, the 
campaign gave support to the idea that a 
high-gloss party leader — in this case 45- 
year-old Peter Dowding — could virtually 
hold back the electoral tide single-handed 
and triumph over a safe but unglamorous 
opposition leader, in this case the Liberal's 
Barry MacKinnon. 

If this is projected nationally, it is being 
seen as a sign that slick and popular Hawke 
should be able to rout the federal opposi- 
tion's lacklustre John Howard, giving the 
prime minister his fourth victory, however 
strong the mood against the government. 
Such thoughts have even given rise to yet 
another round of speculation that the Liber- 
als may once more be tempted to dump 
Howard, in favour of a more polished leader. 
The only problem is that no such figure pre- 
sents itself — the only plausible nominee 
being Andrew Peacock, who himself lost 
the leadership to Howard. 


by a paper-thin majority, it will be a re- 

markable personal victory. Taking over 
the Labor leadership from retiring Brian 
Burke exactly a year ago, Dowding had to 
shoulder responsibility for the disintegra- 
tion of "WA Inc." — the web of joint ven- 
tures and financial dealings between state 
agencies and Perth's piratical breed of 
sharemarket players — in the wake of the 
1987 stockmarket crash. The state has 
acknowledged a loss of around A$100 mil- 
lion (US$87.3 million) in public money in 
the collapse of businessman Laurie Con- 
nell’s Rothwells merchant bank, while de- 
tails of high-risk involvement with Alan 
Bond's group were leaked during the cam- 
paign. 

Dowding persuaded the public that such 
dealings had ended, and put them at a dis- 
tance from himself. In fact, he even managed 
to distance himself from his own Labor 
Party. Dowding's advisers pegged advertis- 
ing on his personal leadership and integrity, 
without mentioning which party he rep- 
resented. 

If it has failed to unseat Labor, the conser- 
vative coalition will have nobody to blame 
but their own strategists. Until late in the 
campaign they relied entirely on negative ad- 
vertising, emphasising that Labor was to 
blame for suspect business deals and 
"matey" use of public funds to prop up 
crumbling businesses. 

But pollsters reckon that such an ap- 
proach had little power to attract floating vot- 
ers. The attempt by the coalition to smear 
Labor through its connection with Bond, and 
threats of retribution against the entre- 
preneur, particularly appear to have back- 
fired. Polls taken after voting indicate that 
Western Australians still hold Bond — the 
man who won the America's Cup and brews 
the local beer — in high esteem as a local 


hero, * 
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I f Dowding does hang on to power even 
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Self-styled religious leader sparks a controversy 


Pulpit politics 








By S. Kamaluddin in Dhaka 





maverick mullah's recent preachings 
A have entangled the Jamaat-i-Islami 

(), a rightwing fundamentalist 
group, in a major political controversy. The JI 
is not new to political frays. It opposed the 
1971 war of liberation which split the then 
eastern. wing of Pakistan and created 
Bangladesh. Its leaders have since then not 
hidden their contempt for the freedom strug- 
gle and those who have ruled the country in- 
voking the name of that struggle. 

The current controversy, which origi- 
nated last month in purely religious gather- 
ings, has catapulted Moulana Delwar Hos- 
sain Saeedi into prominence. Saeedi, a self- 
styled religious leader, has enraged large 
segments of the Muslim clergy because of his 
unorthodox interpretations of the Koran. As 
a result, he has become one of the most- 
quoted personalities in the national press in 
recent weeks. 

Saeedi was invited to attend a religious 
meeting in early January in Chittagong by 
Tafsirul Koran, a body devoted to discus- 
sions on Islamic matters. He has been a fre- 
quent participant in similar meetings in Chit- 
tagong and other places and has been noted 
for his explanations — some say totally out- 
rageous ones — ofthe Islamic holy book and 
other sayings of Prophet Muhammad. How- 
ever, he has carefully avoided open religious 
debates with the opponents of JI. 

Therefore, religious leaders including 
some from the Chittagong-based Ahle Sun- 
nat-e-Jamaat — a known anti-JI group — call- 





Hasina: unity against provocation. 
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ed him toa public exchange of views. Saeedi, 
who has only recently become a member of 
the central committee of the JI, has in the past 
been attending religious meetings in his per- 
sonal capacity. All the same, he has always 
tried to propagate his party's views at these 
forums. 

Last month's meeting acquired distinct 
political overtones. Saeedi reportedly ac- 
cused the government and secular opposi- 
tion leaders of "letting women out in the 
street," which he claimed was eroding Is- 
lamic values. Among the prominent opnosi- 
tion leaders are two women: Sheikh Ha 
head of the Awami League, and Khaieua 
Zia, the chief of Bangladesh Nationalist Party 
(BNP). Healso accused government ministers 
of shaking hands with women to "please 
their sexual instincts." Saeedi went on 
openly to urge those present at the meeting 
to join the JI and the Islami Chatra Shibir, its 
student wing. 

Saeedi's provocations led to citywide 
strikes in Chittagong for several days by anti- 
JI forces, which included the Awami League 
and its allies, five leftwing parties, the Free- 
dom Fighters Association and a national stu- 
dents organisation. JI followers and their op- 
ponents were involved in violent clashes on 
the streets. 

There was another reason for the violence 
against Jl. A few days before its surrender 
on 16 December 1971, the Pakistani army 
worked out a plan for large-scale killings of 
Bengali intellectuals. As the active col- 
laborators of the Pakistani army at the t— - 
the JI implemented the plan ruthlessly. L 
numbers of mutilated bodies of executed 
Bengali intellectuals were found in Dhaka on 
14 December 1971. The day has since then 
been observed as the Intellectual Martyr's 
Day. 

After Bangladesh became indepen- 
dent, all communal parties were banned. In 
1979, after the JI and other communal parties 
were allowed to function, the JI fell in line 
with the rest of the nation in observing Intel- 
lectual Martyr’s Day and Victory Day two 
days later. However, last December, JI de- 
cided to observe these two days by an intel- 
lectuals’ conference and mass prayers re- 
spectively. In highly politicised Bangladesh, 
this deviation by the JI was immediately 
noticed. 

Last month's agitation against the JI was 
also given a fillip when President H. M. Er- 
shad issued a public rebuke that “the people 
would not tolerate any misinterpretation of 
the Koran by any individual or group or ap- 
preciate the use of a religious platform for po- 


litical purposes." Ershad was obvi- 
ously referring to Saeedi's statements 
at Chittagong. 

Coincidentally, Awami League 
chief Hasina too made a similar state- 
ment at a Dhaka rally and like Ershad 
she also did not name any person in 
particular. But both the statements 
came in the wake of strikes and 
bloody clashes in Chittagong protest- 
ing at Saeedi's presence in the city. 
Hasina called upon the people to 
unite against increased provocation 
from the fundamentalist and "anti- 
liberation" forces. She warned the 
anti-liberation forces to watch their 
words, "otherwise, people will tear 
off [their] tongues." 

Although officials in Chittagong 
and nearby regions had been forewarned by 
opponents of the Ji that Saeedi's presence 
there and his likely provocative statements 

d cause violence, officials did not take 
»uvng preventive measures. In the ensuing 
riots, at least one person was killed and 
dozens injured in Chittagong, while scores 
were wounded in the town of Sylhet. 


nalysts pointout that strong measures 
A were not used against Saeedi and his 

party because they are actively sup- 
ported by the Saudi Government, which is 
also a major donor to Bangladesh. Sources 
said that the Mecca-based non-official 
humanitarian body, Rabita al-Alam al-Islami 
— which is currently raising funds to repat- 
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A Muslim at prayer: fundamental differences. 





riate some 250,000 stranded Pakistanis from 
Bangladesh — used its influence to push for 
Saeedi's partcipation at the Chittagong meet- 
ing. 

Despite opposition from secular parties 
and also some religious groupings, the JI has 
gained considerable strength in recent years. 
The mainline opposition alliances are dis- 
united, and individual parties are torn by 
factionalism. As a result, they have not been 
able to dent Ershad's hold on power. In turn, 
the failure of the mainline opposition in poli- 
tics has strengthened the JI argument in the 
minds of people that it deserves to wield 
power — especially because it offers a funda- 
mentally different, Islamic, approach to na- 
tional problems. 





S The Ji leaders stand out in a milieu 
. of other politicians who show scant 
commitment to moral values or ideol- 
ogy and frequently switch parties. 
Even the Bangladeshi communists, 
who in the past were quite dedicated 
to their cause and led austere lives, 
are seen as having gone soft — thanks 
to the all-pervasive role of money in 
electoral politics. In contrast, the 
Islamic fundamentalism in many 
parts of the world has strengthened 
the resolve of JI cadres. 

In addition to ideology, the Ji has 
also been pursuing realpolitik. The 
Awami League has been known for 
being a pro-Indian party and though 
India was instrumental in the birth of 
Bangladesh, anti-Indian sentiments 
lurk below the surface. JI leaders have been 
active in criticising the Awami League for its 
pro-India stance. And Ershad's recent soft 
line on New Delhi has been cleverly 
exploited by the fundamentalists. The gov- 
ernment's mismanagement of the economy 
is another criticism. 

As if to appease the fundamentalists, the 
Ershad government last year amended the 
constitution, making Islam the state religion. 
Although the fractious nature of Bangladeshi 
politics, where forces of all political shades 
contend for power, makes the possibility of 
the Middle Eastern variety of Islamic fun- 
damentalism rather remote, secular parties 
will still have cope with the growth of Islamic 
groups in their electoral calculations. * 


Mohammad Taiyeb Shah, who are rich Bangladeshi business- 


men, are known to be providing the Bi]P with funds. 


Financial and other support for the new party could also come 


Rightwing rivalry 


The Jamaat-i-Islami (JI), the country's premier fundamentalist 
-arty, will soon have a rival from within the Islamic fold. Ahle 
unnat-e-Jamaat (ASJ), a formidable Sunni Muslim group opposed 
to the Jl, is to launch a new political party called Bangladesh Islami 
Janata Party (BJP) with the blessing of a large number of influential 
members of the clergy who have devotees all over the country. 

According to a source close to ASJ, based in the port city of Chit- 
tagong, the new group's ideology is rooted in the Koran and its 
goal is to establish Islamic rule in the country. ASJ followers view JI 
and its powerful student wing, the Islami Chatra Shibir, as the 
main obstacles in their path and feel that the battle will have to be 
foughtin the political arena as well. 

The preliminary work for launching the new party has already 
been completed and an 11-member organising committee has 
been formed and includes as members two respected clergymen 
— Moulana Mainuddin al-Hussainy and Moulana Jalaluddin as 
convenor and joint convenor respectively. Representatives of the 
BIJP's organising committee are known to have sought the support 
of the Pirof Atroshi, nationally the most influential religious figure 
whose disciples include President H. M. Ershad, several cabinet 
ministers, generals and top officials. Followers of the Pir of Atroshi 
have grassroots committees at sub-district levels. 

Several other holy men with their own followings are among 
the patrons of the new party. And disciples of Pakistani pir, Syed 


from abroad. Three representatives of the AS} — joint convenors 
Moulana Jalaluddin, Moulana Abdul Bari Zahedi and Moulana 
Abdul Sirajnagari of Sylhet, have returned after a month-long visit 
in Britain where they are believed to have discussed the launching 
of the BIP with the Islamic leaders of various countries. Although 
the exact details of their activities in Britain are not yet known, they 
did attend 12 different Islamic seminars and could have 
negotiated for funds from overseas Islamic organisations. 

The Asj has three front organisations: Bangladesh Islami 
Chhatra Sena (student wing), Islami Jubo Sena (youth wing) and 
Futonta Phool (or blossoming flower, juvenile wing). These 
bodies are expected to become part of the new party once it is for- 
mally launched. Like the JI, these As] bodies are cadre-based, with 
various grades of membership. It takes several years for a new re- 
cruit to be accepted as full member of the ASJ. 

The Asj has targeted the student community as its recruiting 
ground and has been trying to spread its influence in recent years 
in educational institutions and in student unions. But it has yet to 
make a mark in the major national universities, which could be a 
hot-bed of rivalry once the BIP gets going. 

ASJ and its front organisations have often been at odds with 
their JI counterparts, with the most recent and violent clashes 
being in Chittagong last month. With the formation of the ByP, the 
rivalry between the two fundamentalist groups will intensify and 
the coming months could see more violent clashes in the streets. 

m S. Kamaluddin 


CHINA 


Financial pressures underlie student racial clashes 


Frayed welcome mat 


ByT Tai Ming Cheung 


ntended to foster goodwill and under- 
| standing, China’s foreign students pro- 

gramme has instead given the country a 
black mark. This has stemmed from ugly 
racial incidents involving African students in 
Nanjing (REVIEW, 12 Jan.), who have since 
demanded that they be returned home be- 
cause of entrenched racial discrimination, 
police brutality, segregation, and a “lack of 
human decency” towards them. 

Other foreign students have also occa- 
sionally protested against their treatment. 
This has focused on sharp increases in tuition 
fees, the authorities’ interference with their 
contacts with local Chinese, and poor teach- 
ing standards. 

Despite these complaints, their numbers 
continue to rise rapidly. There are more than 
7,000 foreign students from 110 countries 
currently in higher education institutions, 
most studying liberal arts. Japanese consti- 
tute the largest group, with the number of 
Americans and West Europeans on the rise. 
Many of the students previously studied in 
Taiwan, Hongkong or Singapore, before 
China's education system opened up in the 
late 1970s. 

Foreign student numbers are a subtle 
barometer of orientations in foreign policy. 
Educational exchanges are often among the 
first sweeteners in the establishment or im- 
provement of bilateral relations. Soviet and 
East European bloc students have gradually 
increased in recent years, to make up 10% of 
the total numbers. The first Indian students 
will soon be admitted following the signing 
of an educational protocol during Indian 





Prime Minister Rajiv Gandhi's state visit to 
Peking in December. 

The proportion of African and Third 
World students are falling. From making up 
the vast majority of foreign students in the 
1970s, the 1,500-odd African students today 
account for one-quarter of the total. 

The emphasis on Western students re- 
flects not only the wider importance given to 
developing economic and diplomatic con- 
tacts with the West, but also Peking's ac- 
ceptance of self-financing foreigners, who 
are predominantly from Western countries, 
to come and study. Until the mid-1980s, 
most foreign students were on government- 
to-government educational exchanges. 

This growth in the number of fee-paying 
foreigners has helped fuel resentment by 
local authorities and Chinese students 
against the traditional state-supported for- 
eign students programme, contributing to 
the racial tensions with the Africans. 

Almost all African students are given 
scholarships by the Chinese Government 
that includes a monthly Rmb 280 (US$75) 
stipend, adjusted for inflation, and a shared 
two-person domitory room. Some of the 
more prosperous African countries provide 
an additional stipend. These conditions are 
considerably better than those of most 
Chinese workers. 

The gap with Chinese students is even 
more extreme. Chinese students have to 
share accommodation, on average six to a 
room, and recent changes have meant most 
newly enrolled university students now 
have to pay for tuition. 

In recent years, Chinese students have 
demonstrated on several occasions against 


African students in Peking: barometer of foreign policy. 


the ramshackle state of their living and 
studying conditions. With rampant infla- 
tion, and with cash-strapped universities 
told by the authorities to find their own fund- 
ing sources, student conditions will worsen. 
This could see a deepening resentment 
against the African students, insulated by 
their scholarship privileges. 

For the teaching establishment too, the 
African and other state-supported students 
are a source of economic ill-will. Universities 
are given quotas of scholarship students, but 
not the resources, by the national au- 
thorities, and must often provide scarce 
housing and teaching facilities. The univer- 
sities would much rather take in the fee-pay- 
ing student. 

Another point of antagonism between 
foreign students and the authorities is the 
freedom of interaction with local Chinese. 
Although the students have better access 
than most foreign residents, the authorities 
still maintain control and survelliance c 
their contacts. All foreign student « 
mitories have gate-keepers to watch the 
movement of Chinese visitors, who are re- 
quired to sign in. Although the authorities 
say this is to prevent crime, there is no check 
on foreigners entering, and Chinese dor- 
mitories do not have guards. 

This monitoring is primarily aimed at dis- 
suading Chinese female students from visit- 
ing foreign males in their rooms. It was this 
issue that sparked off the Nanjing fracas. 

The incident illustrates the sensitive posi- 
tion of foreign students in Chinese society. 
Because they have personal, as opposed to 
professional, relations with the Chinese, this 
has often been a source of friction, especially 
where the African students are concerned. 
This is derived in particular from widely held 
stereotypical notions among the prudish 
Chinese of foreign students as promiscuous 
womanisers. 

While the Africans are indignant ab^* 
their treatment, some others feel less : 
strained during their studies in China. I his 
includes the several hundred North Korean 
students, China being one of the few foreign 
countries to which Pyongyang sends its stu- 
dents. Many of them view China as a freer 
and more prosperous place than their own 
closed society. Living in the foreign dor- 
mitories, they meet their Western counter- 
parts, for probably the first and only times, 
even though North Korea sends older mind- 
ers, who usually pass themselves off as pro- 
fessors, to watch over them. 

Western students too, despite the various 
complaints, mostly come away with a posi- 
tive, though realistic picture of China. The 
first-hand encounters with officialdom, so- 
cial attitudes and daily living conditions pro- 
vide useful insights into Chinese society. 

Such experiences are invaluable for the 
future. Their ultimate significance is that 
many former students end up in China-re- 
lated careers, as diplomats, academics, trad- 
ers, or business executives. x 
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DEREK DAVIES 


Traveller s Tales 


Hansson, taken in Dengfeng, China, vividly 
illustrates: 


ondering last week on British insu- 

larity as revealed by the deaf ears 

which London has turned to Hong- 

kong’s worries about the future, 
and by the embarrassed speed with which 
the government responded to articles on the 
subject in The Times of London, I quoted a col- 
umn written by that newspaper's superb 
polemicist, Bernard Levin. The latest collec- 
tion of his columns (All Things Considered, 
published by Jonathan Cape) reveals his 
mastery over the larger issues — from op- 
pression in the Soviet Union to inhumanity 
in South Africa — and allows him to indulge 
i s idiosyncratic enthusiasms, which in- 
© 2 a worshipful admiration for Alfred 
Brendel's piano playing and, curiously — for 
a Jew of part Lithuanian, part Ukrainian de- 
scent — a growing taste for the honest doubt 
of the Church of England. 


One of Levin's favourite bêtes noires is the 
Single Issue Fanatic whose activities are in- 
creasingly distorting the checks and balances 
of democracies everywhere. The first days of 
George Bush's presidency saw a typical 
effort by a vociferous minority — the anti- 
abortion lobby — to pressure Washington to 
impose their will on the majority. Levin un- 
leases his devastating fury on those who agi- 
tate for legislation to control what we eat and 
drink and whether we smoke — the Foodies, 
the Drinkies and the Smokies. Salt according 
to the latest theories (and the theories seem 
to change every week) is bad for you; so are 
butter, sugar, milk, cheese, bread and meat 
— all on the Foodies’ hit-ist. And the 

ies will not rest until they compel us, 
uriaer the threat of prosecution, to do what 
they wish. 

Levin warns against the expanding fron- 
tiers of the Nanny State. It has recently been 
made a serious criminal offence in Britain to 
annoy a bat — “Not to kill one, you must un- 
derstand, but even to remove it from your 
house, however gently, if it has nested 
there.” Other legislative idiocies include the 
banning by a London local authority of a 
sports project because it was to be sponsored 
by the manufacturers of Mars Bars (“The 
Loonies’ excuse? ‘We feel too many are eat- 
ing sweets.’ Well, well,” comments Levin, 
“Nanny will soon put a stop to that.” 


The individual’s sense of responsibility is 
declining; it is fashionable not to blame the 
person who runs into debt, but the banks 
and the credit card firms which extended the 
credit. An American has posthumously 
sued a tobacco company claiming damages 


ous to smoke he couldn’t help smoking.” 
Such passive abnegations of responsibility 
increases the fanaticism of the Single Issue 
Activist. Britain's “animal rights” 
monomaniacs boast of wounding and 
maiming humans in their campaign to terrify 
those who hunt foxes, wear fur coats, eat 
frogs’ legs, even eat meat. 

As Levin says: “Tell them their attitude is 
essentially totalitarian they will be either 
amused or indignant or both, for their belief 
that they know what we want is perfectly 
genuine." He argues that "if a sign by the 
shore says ‘Bathing here is dangerous be- 
cause of fast currents,' a man who plunges in 
does so at his own risk. You may call him a 
fool; I do. But I will not give anyone the 
power to chain him to a rock to stop him 
swimming into hazard." The Nannies are 
destroying our capacity for governing our 
own lives. 


As the Hongkong Government's grip over 
affairs which should properly concern it slac- 
kens, it has become more vulnerable to its 
own Single Issue Fanatics. After all, the lame 
duck must find something to quack about: 
health and the environment are safe issues, 
as long as nothing much is done to annoy the 
big polluters, itself included. 

Ten years ago my sympathies lay entirely 
with a bright Hongkong doctor, Judith Mac- 
kay, who wrote a column on health for a local 
newspaper, when the Hongkong Medical 
Council tried to gag her by alleging profes- 
sional mis-conduct. She won the case she 
brought against it. Sadly, this did not turn 
out to be ablow for freedom, for over the last 
decade the good doctor has devoted herself 
to coercing others into doing what she thinks 
is good for them: not smoking. 

She is now executive director of the 
Council on Smoking and Health — the 
threatening acronym for which is CosH. The 
authorities have made many concessions 
under the threat of CosH, including bans on 
smoking in public places and official require- 
ments that all tobacco ads should carry 
printed riders or spoken codicils delivered in 
neo-Confucian voices warning of the hazard 
of smoking. Next year all Tv tobacco ads will 
be banned, and a campaign is being waged 
against signs and hoardings. CosH wants a 
punitive tax on tobacco and legislation bar- 
ring the companies from sponsoring sports 
and social events. After all, Nanny can't trust 
ordinary people to behave any more ma- 
turely than children. 

Of course, toddlers do need parental 
guidance, until old enough to make their 
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The latest CoSH attack was on the poor | 


governor of Hongkong, who was ill-advised 
enough to propose attending a ballet per- 
formance, sponsored by the wrong people. 








Nanny strictly forbids him from talking to | 


strange men. I rejoice that Nanny was not 


about in 18th century Austria; a zealous in- | 
quiry into the moral probity of various impe- | 


rial personages, noblemen and church offi- 


cials who sponsored the arts might have de- | 


nied us the music of Mozart and Beethoven. 


Life in Hongkong poses all sorts of dangers, 
as this sign in the Sai Kung country park 
proves: 





A recent visitor to Hongkong, Michael 
Maran Jala, spotted another puzzling notice 
on the side of a van moving along a Kowloon 
street. It read: | 

AGRICULTURE AND FISHERIES DEPARTMENT 


DOG CONTROL 
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The new Minolta EP490Z plain paper 
copier gives you many other productive 
and creative features, including Quadruple 
Zooming Power, Automatic Duplex and 
Overlay Copying, Standard Three Cassettes, 
Optional Triple Paper Stacker for 6-Way 
Paper Feeding, 20-Bin Sorter and Interac- 
tive Keying. 


: EP4907 












See Minolta copiers at: 
Bangladesh Brothers International Ltd. National Scouts Bhaban, Inner Circular Road, Kakrail Dhaka, G.PO. Box 767 Phone: 400042, 404929 


Hong Kong Minolta Hong Kong Ltd. Room 208, 2/F, Eastern Centre, 1065 King's Road, Quarry Bay Phone: 5-658181 
Pt DUE Makee ^Csssornatiye industrin! Fstate Mathura Road, New Delhi 110 O44 Phone 636043 





Think of Minoltas 


new Simul-Color copyin 


like this. 





The new Minolta EP490Z gives you two- 
color copying that's as fast and easy as 
regular copying. 

Think of it. A copier that makes two-color 
copies in one quick scan. It’s now a reality for 
your business with the new Minolta EP490Z's 
Simul-Color function. 

Simul-Color makes two-color copies in 3 
fast, easy steps. Simply set the Color Lever, then 
press the Simul-Color Key and the Print Key. The 
result is a perfect copy in black plus another 
color: red, blue, sepia or green. 





So now you can say goodbye to ordinary 
color copying. No more waiting for two scans. 
No more time-consuming procedures for desig- 
nating the color area. No more disappointing 
copies that don't really match up. 

That's because the Minolta EP490Z makes 
high-quality two-color copies just as fast as it 
makes regular black copies, at a quick rate of 30 
copies per minute. 

So contact your Minolta dealer about the 
new Minolta EP490Z with Simul-Color. It’s the 
world’s first practical color copier. 


MINOLTA CAMERA CO., LTD. Reprographic Product Operations 30, 2-Chome, Azuchi-Machi, Higashi-Ku, Osaka 541, Japan 


Singapore ^ Minolta Singapore (PTE) Ltd. 10, Teban Gardens Crescent, Singapore 2260 Phone: 563-5533 
Taiwan Santa Office Machines Corp. 10th FI., No. 120, Sec. 2, Chien-Kuo North Road, Taipei 10433 Phone: (02) 505-0013 
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LOOSEN YOUR 
SEAT BELT, HERE COMES 
YOUR SUMPTUOUS 
FOUR COURSE MEAL. 


Recently, we sent our head chef 
overseas. His mission, to upgrade our 
food and services. 

As you can see, our mission was 
accomplished. Pictured, is one of the 
hors d'oeuvres we serve in First Class. 

Improvements which we have 
carried through to our Executive and 
Economy Class, as well. 

To complement this, we've also 
redesigned our menus. 

Redecorated our interiors and 
fitted new soft pastel seat coverings. 

And finally, we've increased the 
number of flight attendants on board. 


So, the next time you fly with 





us, you can sit back, relax and enjoy 
every aspect of our high standard of 
service. 

Even if you have to loosen your 
seat belt to finish our sumptuous four 


course meal. 


Garuda Indonesia -Sw- 


PHILIPPINES 31 


TV imitates life as the 1986 People Power revolt plays on the small screen 


History by docu- drama 





By Rodney Tasker in Manila 





he Philippines is often likened to 

one big film set. It is not surprising, 

then, that a dramatic version of the 

People Power revolt of 1986 has 
made it to the small screen. It Filipinos have 
been rather blasé about the result, a six-hour 
TV serial called A Dangerous Life. 

Few countries find their contemporary 
political history the fodder for a documen- 
tary-drama. A Dangerous Life does just thatby 
portraying the heady days in Manila stretch- 
ing from the assassination of Benigno 
Aquino in August 1983 to the ousting of Fer- 
dinand Marcos in 1986. While most of the 
main characters are played by accomplished 
Filipino actors, it was produced by Austra- 
lians, headed by director Robert 
Markowitz. 

The lengthy serial probably 
caused more of a stir abroad than 
in the Philippines. There were 
generally good reviews in the 
US, where it showed on three 
consecutive nights on the Home 
Box Office cable network. It has 
also been shown in Britain and 
Australia, and later this year, 
Singaporeans, Malaysians and 
South Koreans, as well as view- 
ers in Hongkong and Brunei, 
will be able to see it. Foreigners, 
particularly Americans, may 
have been fascinated by a 


dramatisation of events they had seen on TV 
news programmes, and others probably de- 
bated the film's historical accuracy and pro- 
duction merits. 

But in the Philippines, where the serial 
was shown in its entirety on a Sunday after- 
noon and again in three parts on subsequent 
Sunday evenings, discussion of the accuracy 
of Dangerous Life was left to newspaper col- 
umnists and intellectuals. The average 
Filipino gossiped about how the actors and 
actresses looked. Laurice Guillen, who did 
an admirable job portraying President Cora- 
zon Aquino, was criticised for looking too 
plain and having too big a nose, while Tessie 
Tomas faced brickbats for making Imelda 
Marcos appear far too slim and glamourous. 

Tomas later complained that she had re- 
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A Dangerous Life's version of the Marcoses. 
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ceived death threats from Marcos loyalists 
for making their erstwhile fabled first lady 
appear as a scheming, avaricious witch, a 
characterisation that was applauded by 
many. The rumour wending through Mani- 
la’s coffee shops was that Ruben Rustia, who 
injected just enough cunning, deceit and 
bravado into his characterisation of Marcos, 
was so carried away by his role that he be- 
came a convert to the Marcos loyalist camp. 

It is probably an apocryphal rumour, but 
it illustrates the often close allignment 
tween show business and politics in. 
Philippines. The dramatic events of Feb- 
ruary 1986 may have been rivetting 
technicolour for a watching world, but it was 
not such a great event for most of the 
Filipinos involved. 

Few Filipinos now refer to the 
event with nationalistic pride, 
which helps to explain the lack of 
interest in the documentary. 
One Manila department store, 
for instance, screened the serial 
on its display TV sets, but larger 
crowds of shoppers were at- 
tracted to a video display of the 
pop singer Madonna. 

A Dangerous Life gives a fairly 
accurate account of the 1983-86 
histrionics in Manila — a period 
which also launched dozens of 
books, mainly by Americans. 
There are dubious scenes 
though, of the Marcoses v 





Letter from Dapitan 


On the penultimate day of December, some 55 million Filipinos 
paused for a nationwide public holiday to honour the memory of 
martyred Philippine patriot Jose Rizal. By executing the 35-year- 
old surgeon in Manila's Luneta Park on a sunny Sunday morning 
just over 90 years ago, the Spanish colonial government hoped to 
break the will of the Filipino freedom movement; instead his 
execution marked the beginning of the end of Spanish rule in the 
islands. 

Although few other Asians realise it, the political ideals of Jose 
Rizal — including peaceful resistance against a colonial power — 
first pointed the way and actually set the course for later Asian 
freedom fighters such as Sun Yat-sen and Mahatma Gandhi. 

. Across the islands, stirring speeches were delivered by high- 
minded mayors and parish priests about the selflessness of Rizal. 


Yet no place in the entire archipelago spent more time, lent more 
reverence, than the sleepy seaside settlement of Dapitan on the 
rugged northern coast of Mindanao. 

This tiny town was the home of Rizal for four years, from 1892 
to 1896, after his satirical and nationalistic novels such as Noli Me 
Tangere (Touch Me Not) came too close to the truth in parodying 
Spain's corrupt colonial government and power-hungry church 
officials. In deporting him to such a remote place, the Spanish 
hoped Rizal's democratic ideals and following would fade away. 

Yet, Rizal was captivated by the simple beauty of the area. 
“Dapitan,” he wrote toa friend in Europe, “is located in a beautiful 
bay which looks to the West. On a kind of island especially made 
forit, asif toisolateit from the vulgar world; a beautiful river, to ac- 
commodate it, has gladly consented to divide itself into two, its 
two silvery arms encircling it and bringing it towards the sea as an 
offering for being the most beautiful thing it could find in its un- 
dulating pilgrimage through the mountains and valleys of Min- 
danao." 

Rizal quickly came to love the place and its people and they 





their military henchman Gen. Fabian Ver 

scheming about how to retain power, but 
such scenes can be forgiven under the ban- 
ner of dramatic licence. What is difficult to 
forgive is the portrayal of a fictional Ameri- 


zan TV network correspondent, Tony 
O'Neill. Screenwriter David Williamson ob- 
viously borrowed from his own success for- 
mula in The Year of Living Dangerously to un- 
ravel dramatic political events as seen 
through the eyes of a foreign correspondent. 

In The Year of Living Dangerously, the cor- 
respondent plays the role of a removed and 
somewhat objective chronicler of events 
eading to the failed communist coup and 
downfall of the late president Sukarno in In- 
Jonesia. But O'Neill, played by American 
star Gary Busey, becomes involved in the 
Marcos saga. He wills the reluctant Cory 
Aquino to succeed at the expense of “that 
son of a bitch" Marcos. 

Unfortunately, many in the Aquino gov- 

nent would view O'Neill as a typical for- 
.g-! correspondent. That is why many 
senior officials — including Aquino herself 
— embraced journalists during the revolt as 
sympathisers but now shun them as a hostile 
force to their administration as it bumbles 
along in the cold ight of democracy. It is also 
interesting to note that the filming of A 
Dangerous Life took place in Manila until 
former defence minister Juan Ponce Enrile 
apparently took umbrage and obtained a 
court injunction to stop it. The serial had to be 
completed in Sri Lanka. Enrile apparently 
did not like the way his role in events was 
portrayed. 

It is a pity the serial could not have been 
extended to cover the fundamental changes 
brought about by Marcos’ ouster. Respect for 
authority, to cite one example, has been seri- 
ously eroded and there has been more of a 
tendency to look inwardly to family and 
tribe. But perhaps that will be the theme of a 
serme] in the ever-unfolding political drama 

e Philippines. 





him. He set up a medical clinic, ope My 
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PHILIPPINES 2 


Crusades to flush out the criminals 


Manila vice 
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ou will know you are in n Manila, ac- 
Y cording to a joke making the rounds, 

not because you will notice familiar 
landmarks, but because you will notice your 
wristwatch has disappeared. Incidents of 
petty crime seem to be all too common, in- 
spiring not only jokes but concern. Despite 
this, Brig.-Gen. Alexander Aguirre, the Met- 
ropolitan police chief, says the crime rate de- 
creased by 7.52% over the last year. Local 
newspapers have openly questioned the 
statistics. 

Meanwhile, thé government of President 
Corazon Aquino has been working hard to 
be perceived as tough on crime. The banner 
of Aquino's administration has been moral- 
ity — and morality is the context in which 
several widely publicised anti-crime cam- 
paigns have been staged. Among other ini- 
tiatives the government has announced 
"anti-car theft" and "anti-vice" campaigns. 

Besides crusades to catch smugglers, 
thieves and crack down on gambling syndi- 
cates, the flesh trade has been in the head- 
lines. Gen. Alfredo Lim, the most visible of 
Manila's police commanders, has appointed 
himself guardian of Filipina virtue. He occa- 
sionally sweeps through the Ermita red-light 
district tearing down bar decor and herding 
dancers into waiting jeeps. Clad in their 
bikinis, and hiding their faces, the women 
are ogled by the night crowd, the local press 
and the arresting military 

Morning newspapers carry graphic 


m photographs of the ' dq. campaign.’ 










Within a few days, the women are back, the 
bars reopened and the neon signs repaired. 
Many of those who frequent the gambling 
dens and the Ermita bars are the very people 
expected to enforce the laws: the police. 

Furthermore, the fact that Lim’s raids are 
said to be selective in nature raises questions 
about whether “morality” is the issue. An Er- 
mita club owner who requested anonymity 
says: "They hassle us, but if anything, it’s for 
bigger pay-offs, or to run us out to make 
room for their own cronies." 

Although Aquino has not given public 
support to the Ermita crack down, except to 
settle differences between Lim and other au- 
thorities said to be squabbling over jurisdic- 
tion, the raids seem to have her approval. 

Despite government propaganda, solv- 
ing crimes has become a do-it-yourself pro- 
position. “Car-napping” has become so bad 
in Makati, the financial district, that a group 
of businessmen have reportedly offered a 
bounty for "car-nappers" — dead or alive. 
Disconcerting signs which admonish one to 
"leave your firearms with the guard at the 
door" are being posted at restaurant, library 
and shopping centre entrances. 

Lieut Cris Maralit, spokesperson for the 
Police Constabulary, says the volume of 
crimes committed during the first four 
months of 1988 increased by 3.3% compared 
with the previous year, somewhat con- 
tradicting Aquirre's report. 

If Maralit's figures are correct, one mur- 
der is committed every 49 minutes, one ho- 
micide every 39 minutes, one robbery every 
28 minutes and one rape every six hours. m 


tie deed him back to Manila to be tried for treason. 
there still seems a uniqueness about Dapitan. It is a 





ing system and taught local fishermen more modern methods. - 
Nearly a century later, Dapitan is quite possibly the prettiest 
town in the islands with its old St James Church and Iberian-style 
_ plaza (designed by Rizal) surrounded by huge flowering rain- 
trees. Residents “remember” their favourite (adopted) son with 
such pride they will readily quote lines from his novels, poems 
and essays. On the site where his original humble nipah hut home 
‘stood, there's a charming, if dusty little museum devoted to his 
life referred to as “the Rizal Shrine.” And at the bridge which 
marks. the provincial. district border line, a faded. hand-painted 
archway sign welcomes you to "The Shrine City of Dapitan." 
Every barrio in the Philippines boasts its Rizal street, but 
, Dapitan has named its tree-lined d lanes i in honour o of his novels, 
: elderly. descendent of a student df he school set up by Rizal 
proudly keeps “the bed of Rizal." Perhaps : sensing his ultimate 
fate, Rizal: ME pid all his wens po when the Span- 

















set sito back behi 


Rizal's goal of forging a unified Philippines to oust the Spanis 


ut surprisingly prosperous place. Little houses are . 
ind rows of flowering hibiscus hedges and 
mango trees, the roads are paved and it must be one of the few ` 
townsin the Philippines with sidewalks. Coconutis themaincash 
crop and daily copra prices are chalked on signs along theroad- 








sides. Talk of land reform is frowned upon. “It is,” said one — 


land owner, "a foolish and dangerous idea that won't work." 
Politically, Rizal succeeded. But economic divisions remain. 





was only achieved with his death. For the Spanish had pitted the 
land-owning mestizo against the indio (a contemptuoust term used pun 
by the Spanish to describe a pure Filipino). ! = 
In Dapitan. and in the rest of the nation, the gap be 
rich and the poor seems as wide as when Madrid ruled: Mania... 
And evenin Dapitan, the wealthy appear still more Casti ianthan — 
Malay. Extolling the principles of a man like Rizal is often easier . 
than oe uptothem. — 
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BOOKS 


Fairs fair, Japan 





Trading Places: How We Allowed Japan 
to Take the Lead by Clyde V. Prestowitz, Jr. 
Basic Books, New York. US$19.95. 


If, as appears probable, the new adminis- 
tration in Washington refuses to deal seri- 
ously with the budget deficit, and if, as a re- 
sult, the US trade balance fails to improve or 
deteriorates further, Prestowitz’ powerful 
and partisan book will command deserved 
interest in the US capital. There will be re- 
newed demands for Japan to open its mar- 
ket, and for more or less protectionist retalia- 
tions if it does not, and there will be pleas for 
the US to pursue an industrial policy. 

Focusing on the role of the Ministry of 
International Trade and Industry (Miti), 
one school of American thinking on this 
argues that Japanese industrial policy 
accounts for the bulk of Japan's eco- 
nomic growth. Sophisticated propo- 
nents of this school have arrived at 
the view that Japanese capitalism 
is different from Western capitalism; 
in the case of the former the main 
role of the state is "developmen- 
tal" whereas in the West it is regu- 
latory. 

The other school, made up largely 
of orthodox economists, doubts that 
Miti should take much ofthe credit for 
the country's growth (indeed some 
say Japan grew in spite of Miti) or that 
Japan's is a separate economic sys- 
tem. That growth, a prominent mem- 
ber of this school contends, owes 
more to the vigorous private sector, 
which, “taking advantage of the pri- 
vate market mechanism, has energe- 
tically, imaginatively and diligently 
engaged in productive business in- 
vestment, commercially oriented re- 
search and development, in the sav- 
ing to finance those activities and in 
the development of supportive sys- 
tem of labour-management rela- 
tions." 

Recent years have seen the ascendancy of 
the first school. A dreaded "Japan basher" (a 
label he rejects) and a former US trade 
negotiator who would restore the US' glory, 
Prestowitz clearly belongs to the first school. 
And in accordance with this school, he rec- 
ommends an approach which combines the 
Americanisation of Japan (Japanese accep- 
tance of the principles of equal access and na- 
tional treatment for foreigners, for example) 
with the Japanisation of America (an Amer- 
can industrial policy). His emphasis is on the 
latter. 

Prestowitz does not cover much new 


ground and his argumentation is not always 
tratorticht Ref hig Lwag-there accounts of 








how the Tokyo bureaucrats actually operate 
and how their American counterparts re- 
spond, or fail to respond, often carry enough 
weight to overwhelm the armchair theoris- 
ing of neo-classical economists. 

Prestowitz is fair on the whole, recognis- 
ing the difficulties on each side. His book 
gains from his ability both to be objective 
about the American stance (he writes, for 
example: "Overall, we were in a hypocritical 
position [in demanding both to compete 
equally and to win]"), and to see problems 
from the Japanese perspective ("To Ameri- 
cans . . . Japanese practice seems unfair and 
protectionist. But in Japan it is part of not 
breaking your neighbour's rice bowl.") 

Part One of the book is a case study of 
how the US and Japan "traded places" in the 
semiconductor industry. The story is well 





Tokyo Disneyland: Americanisation of Japan. 


told, though his verdict that Japan has won 
seems a little too conclusive. 

Part Two identifies Japan's industrial po- 
licy and the private sector's keiretsu com- 
glomerates (centred on the group bank and 
the trading company) as key contributors to 
the country's industrial prowess. It contains 
convincing accounts of how, in the course of 
actual negotiations, Tokyo officials excluded 
US products from Japan. 

For example, Prestowitz recounts how 
Nippon Telegraph and Telephone (then a 
public company) refused to buy optical fibre 
cable from Siecor, a US-West German joint 
venture, even though the product was 
cheaner and superior, and insisted on nur- 


turing Japanese companies through sub- 
sidies. The Japanese Government helped 
create eventual over-capacity in the cable, 
which led to aggressive pricing by financially 
resilient Japanese companies on the US mar- 
ket, threatening Siecor. 

Through these accounts, Prestowitz es- 
tablishes the fallacy, or at least the ignorance, 
of the contention that the Japanese market is 
wide open to foreigners, only the Americans 
have not tried hard enough to penetrate it. In 
truth, the US-Japan trade relationship has 
not been reciprocal. 

Part Three is an impassioned defence of 
US businessmen, wrongly accused, in Pre- 
stowitz’ view, of being lazy, shortsighted, 
unimaginative and greedy. Their problem, 
he says, is that they must operate with a less 
well educated workforce in the world’s most 
open market, and under more rigorous fi- 
nancial discipline than their keiretsu-sup- 
ported Japanese competitors. Instead of 
helping US businessmen, governm 
officials welcome cheap imports in 
belief that they increase consumer wel- 
fare, and willingly subordinate US 
business interests to the needs of 
preserving good "overall relation- 
ships." 

Other targets of Prestowitz’ criti- 
cism are the State Department and 
the US Embassy in Tokyo (which 
tend to be soft on Japan in trade 
disputes); "US economists of all 
stripes"; and, above all, those at the 
Council of Economic Advisers, an or- 
ganisation which is “totally doc- 
trinaire on economics, always wants 
to negotiate for free trade but is never 
prepared to react when it cannot be 
obtained." 

The book becomes slightly melo- 
dramatic in Part Four, where Pre- 
stowitz envisions the Japanese 
emerging as the US’ "banker, le7? 
lord and employer." He muses: ^ 
is surely the first time in history 
that a territory in the process of 
being colonised has actually paid for 
the rightto defend the coloniser." The 
book ends with a call on the US to 
devise what amounts to an industrial 
policy modelled on Japan's, and on 
Japan to open up and improve the living 
standards of its people through, among 
other things, a new land reform. 

One complaint the reader may have 
about Trading Places is that it does not deal 
sufficiently with the fact that in both the pub- 
lic and private sectors, Americans have been 
spending too much. The difference between 
domestic spending and saving is, essen- 
tially, the trade deficit, which in turn is the 
net foreign borrowing. Unless the Ameri- 
cans stop spending so much, the trade deficit 
will not go away — even if Japanese products 
were to be excluded from the US and the Ja- 
panese market pried open. 

E Susumu Awanohara 
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Big is not beautiful 


Information China vol 1-3 compiled and 
translated by the Academy of Social Scier x 
Peking. Pergamon Press, Ox ‘ford. US$79 
Changing China: The New Revolütion's 
First Decade, 1979-1988 by james M. 
Ethridge. New World Press, Peking. No price 
given. 


It is no great discovery. to learn that 
“China is a vast country,” or that “Education 
in China boasts a long history,” or even that 

“China has a long history in posts and tele- 
communications.” But “Information China, 
from which these sentences are taken, be- 
longs to that genre of writing in the People’s 
Republic where chapters begin with just 

h statements as these, and where sub- 

es or difficulties are levelled out by the 
flat-iron of a po-faced prose style. 

As wellas displaying a peculiarly Chinese 
passion for communicating at encyclo- 
paediac length (think of the 36,000 manu- 
script volumes of the 18th-century compila- 
tion Siku Quanshu), Information China also 
proclaims its provenance in its price tag, 
which is an example of the excessiveness 
familiar to all foreigners who have been 
charged rapacious rents and hotel rates in 
China. 

To be fair though, the Chinese are not en- 
tirely to blame, for the work is co-published 
by Robert Maxwell. Maxwell himself writes 
the preface, dedicating the first volume, the 
one with the longest historical section, to 
Party General Secretary Zhao Ziyang, with- 
out whose encouragement and support, he 
tells us, this "major and indispensable work 
of reference would not have been possible." 


This is Zhao's book all right. Zhao is the 
one who told his people that after 40 years of 
party rule they had just arrived at the “pri- 
mary stage" of socialism. How they did that, 
his argument goes, was to proceed from 
feudalism to socialism before capitalism had 
had time to flower, soif what China practises 
today seems to some like "socialism with 
capitalistic characteristics," this is only inevit- 
able. 

Marxist chronology requires that China 
went from slave to feudal society, then from 
bourgeois to proletarian revolution. The 
slave and feudal stages are there in the book, 
yes, but vou have to look hard to see the 
other milestones on the revolutionary road. 

Volume Two, which Maxwell says is 
aimed at the businessman, is devoted to eco- 
nomic matters. Looking up "Prices and price 
reform," the key to the restructuring of any 
centrally planned economy, the reader finds 
a section beginning unhelpfully with the 
statement: "The Chinese Governmenthasal- 
ways attached much importance to prices 
and price control." But read on. The Chinese 
obsession with stability becomes quickly ap- 
parent: freeing prices totally, to all too many 
Chinese minds, is tantamount to inviting 
chaos in the economy. 

The old system, for all its shortcomings, 
at least provided a security blanket of sorts, 
ensuring stable prices and egalitarian, if 
meagre, salaries. The current practice of sub- 
jecting some prices to state control and 
others to free market forces is plainly un- 
workable; but pressing ahead with still freer 
prices, which is what the bolder economists 
are proposing, may threaten the country 





Steering clear of regulation 


The Indonesian inter-island Shipping 
industry: An Analysis of Competition 
and Regulation by H. W. Dick. Institute of 
Southeast Asian Studies, Singapore. US$23 

( hardcover), US$15 (soft cover). 


Any archipelagic nation self-ev idently 
requires inter-island shipping to carry its 
domestic trade, though official desires to 
alter an uneven spread of population and 
wealth can result in regulatory pressures to 
maintain services which fly in the face of 
basic economics, 

such is the case in Indonesia, for which 
H. W. Dick has performed a real service by 
offering this analysis of the nation’s domestic 
shipping industry since independence. And 
though Dick himself writes that his job was 


to promote economic analysis by the govern- 
ment and consultation with the industry, 
large measures of deregulation have in 
fact occurred, the latest package during 
1988. 

Dick traces the origins of what had been a 
highly efficient and extensive Dutch-run 
monopoly shipping network in colonial days 
and describes the struggle to replace it with 
independent lines run by fragmented local 
interests. 

But his study shows that regulation taken 
to excess, however benevolent its intentions, 
brings its own inefficiencies, and that when 
policy considerations such as catering to 
pribumi (indigenous Indonesian) interests 
override common sense financial con- 
straints, the result is a plethora of licensing 


with a further spurt of inflation. Pain is part 
of the cure, but you tell that to the outraged 
housewife or shopper. 

Leaving China fluttering towards the- 
flame of economic reform, Information China 
takes the reader on to the third volume, in 
which are found chapters on education, liter- 
ature and the arts, religion, and even cuisine. - 

In "Literature and the arts," the selection of 
works and artists for mention strikes an un- 
satisfactory balance. Pictures of Chinese bal- 
let dancers in stiff pas de deux occupy space 
that would have been better suited to a fuller 
treatment of film or theatre. In the section on 
film, establishment directors get some atten- 
tion, but none is allowed the younger gener- 
ation. 

As a reference work, Information China 
would greatly gain from a fuller index. A 
good index is what James Ethridge, an 
American who worked in China, providesin 
his “mini-encyclopaedia.” For people seek- 
ing to understand China’s political and eco- 
nomic changes in recent years, his small, 
handy paperback will serve as an excellent 
primer. Ethridge begins his survey where all 
such surveys should begin, with China’s 
monstrous population. He goes on to unfurl 
the reforms to the layman, explaining com- 
plicated matters economically and clearly. 

Those who need to remind themselves of 
what all those numerical catchwords meant 
(Four Cardinal Principles, Five Stresses, 
Three Bigs and so on) can happily dip into 
the alphabetical glossary of “Important 
events, Slogans, Terms, and Features of 
Chinese Life.” dd 

This has spitting as an entry — unex- | 
pected, but apposite enough. There are ab- 
sentees, as there are bound tobe — everyone |... 
will have his own list. Scope for including = 
these will be provided in an expanded ver- 
sion that Ethridge is apparently compiling. 5 

u Lynn Pan 





artificially high tariffs and bureaucratic anar- c 


That this situation is changing for the bet- 
ter is due to a spirit of liberalisation and prag- 
matism emanating from the Directorate- 
General of Sea Communications — though 
this has been a long time in the making. Itis 
not due, according to Dick, to advice from 
the World Bank and various Dutch teams - 
who have advocated tighter regulation, ad- 
vice which the directorate-general has for- 
tunately resisted. 

Last year, when both the directorate-gen- 
eral and the Indonesian National Ship- 
owners' Association were setting up data- 
bases from which to formulate new policies 
aimed at freeing shipping companies from 
regulatory and financial shackles, their start- _ 
ing point was Dick’s book. Although not. 
written forthe layman, it contains a wealth of . 
background information that is its own re 
ward for the determined reader. i 




















ECONOMIES 


Inflation sees Australia’s economic policy unravelling 


The unlucky Treasurer 





By Michael Malik in Sydney 


Imost from the day last August that 
Australian Treasurer Paul Keating 
announced that his annual budget 
was "the one that will bring home 
the bacon," every forecast on which that op- 
timism was based has proved to be wrong. 

A run of bad balance of trade figures has 
ruined his hopes of no more than a A$9 bil- 
lion (US$7.9 billion) trade gap in the financial 
year to June. An improved export perform- 
ance is being eaten into by an overpriced cur- 
rency now ata four-year high, and the econ- 
omy is showing signs of overheating, with 
domestic demand and employment soaring. 

But it was December's consumer price 
index (CPI), released on 31 January, showing 
a calendar year national inflation jede of 
7.7% — reaching 9.4% forthe ,. 
3.5 million people in Sydney 
— which brought Keating 
face-to-face with an economic 
crisis with few options and 
very little time to manoeuvre. 

Not only is inflation way 
over his prediction of 4.5-5%, 
itis threatening the economic 
strategy he assumed would 
produce the “bacon” — a 
fourth Labor party election 
victory later this year. 

The key to Keating’s eco- 
nomic and political plans has 
been a cutin personal income 
tax with which he hoped to 
stem any threat of a wages 
blowout in the yearly round 
of bargaining with the Australian Council of 
Trade Unions (ACTU). 

The moderate ACTU leadership of presi- 
dent Simon Crean and secretary Bill Kelty 
has over five years of Labor rule and through 
three national elections managed to deliver 
wage restraint and a drop in real earnings 
under the terms of their accord with the gov- 
ernment (REVIEW, 19 Jan.). 

But increasingly the leftwing unions have 
become restive over Kelty’s decision to re- 
move the cost of living as an element in wage 
negotiations, relying only on wage restruc- 
turing and productivity deals for increased 
pay. 

The December CPI was just the weapon 
some unions have been waiting for and 
George Campbell, leader of the Amalga- 
mated Metal Workers Union, was quick to 
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Keating: frustration. 


In face of a threat to the whole wages po- 
licy at a meeting of union leaders on 9 Feb- 
ruary, Keating made it clear that the tax cut 
was still dependent on a successful outcome 
to wage negotiations. If there was a wages 
blowout, he stated, "all bets are off." 

While intended to strengthen the ACTU 
leadership's hand at the vital meeting, which 
was expected to produce some form of 
compromise, the political reality is that Keat- 
ing’s words are an idle threat. Prime Minister 
Bob Hawke must call an election by April 
1990 at the latest and was expected to opt for 
one in the last quarter of this year. The tax cut 
— at first promised to be across the board, 
but now only expected to benefit lower- and 
middle-income earners — is an essential part 
of the election strategy. 

To withdraw it now would leave the ACTU 
with no alternative but to go 
along with the demands for a 
return to indexation to the CPI 
and an almost certain surge 
in wages, with many em- 
ployers quite willing to avoid 
strikes by paying large in- 
creases while labour is scarce 
— the number of jobs has 
grown by 4% over the year — 
and profits are up. 

What is frustrating for 
Keating is that his long-term 
economic reforms and dere- 
gulations appear to be work- 
ing towards putting Austra- 
lia on a sounder footing than 
for years, and only time is 
needed for the measures he 
has taken to slow the economy. But time is 
the one thing he does not have. 

Analysts believe the present problems 
stem from errors in timing, going back to 
1987. Just before the October stockmarket 
crash there were signs that the economy was 
recovering more quickly than expected from 
the 1985-86 downturn. It appeared some 
tightening of fiscal policy might be neces- 
sary, but in the wake of the crash, Treasury 
officials anticipated the crash itself would 
slow the economy. Any moves by them, 
they reasoned, might bring on a recession. 

In the event, the market and the economy 
shook off the crash almost as if it had never 
happened. By April-May 1988 clear danger 
signs were becoming visible, but even then 
only light touches were applied to the brakes 
because some argued that flat retail sales con- 


bea dintad Anthas indicatare 
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By the time of the August budget and 
Keating’s prediction of a “circle of virtue” 
lower inflation allowing wage restraint aril 
improved standards of living — remedial ac- 
tion was pressing. But there was only a slow 
tightening of monetary policy and rises in in- 
terest rates. The last turns of the screw were 
not finally applied until November, bringing 
the prime rate to present levels of 16-17%. 

Home loan costs rose in line with these 
rates to 15-16.5%, but until very recently had 
failed to stop a 40% boom in property va 
in Sydney during 1988, with similar vu: 
smaller rises in other cities, helping to fuel 
the CPI increase. Keating and Hawke have 
both claimed the CPI figure is distorted by the 
housing element, which they say does not 
reflect outgoings for the vast majority of 
Australians on established, fixed-interest 
mortgages, and Hawke has suggested the 
unions discount housing — reducing the 
year's inflation figure to 6.6%. 

Economists are now divided as to 
whether Keating ought to tighten fiscal po- 
licy one more notch or sit it out for the effects 
of what has already been done to start show- 
ing after a six-month lag. Already some indi- 
cators are moving the right way. The De- 
cember current-account deficit of A$941 mil- 
lion, though high, was the first under A$1 
billion for five months. Exports rose 4% and 
imports fell 11%. Figures for building ap- 
provals and vehicle registrations for De- 
cember both showed a downturn. 


ational Australian Bank chief 
executive Nobby Clark, though 
not ruling out one more interest 
rate rise, predicts that the present 
moves are sufficient to leave the economy 
"dead in the water" by August this year. On 
the other hand, ANZ Bank chief economist 
Andrew Mohl, commenting on a survey 
showing a 9.4% increase in job advertise- 
ments over the past nine months, said he 
found it very hard to believe the economy 
would come to a halt within six months. 

Mohl also put his finger on one of Keat- 
ing’s dilemmas: by the time the economy has 
started to slow, the promised tax cuts, antici- 
pated for August, will refuel spending. 

In almost any other circumstances, the 
government would postpone the tax cuts. 
But it is not only the pressure from the 
unions which rules this out. As conceived, 
the cuts are to deprive opposition Liberal 
Party leader John Howard of the election 
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And apart from the other factors, Keating 
can deliver the cuts from his larger-than-ex- 
pected budget surplus, anticipated to be 
about A$7 billion, thanks partly to increased 
revenue from "bracket creep" — disguised 
tax increases as inflation moves taxpayers 
into higher tax brackets. 

Theother major conundrum which has to 
be addressed by Keating is the value of the 
Australian dollar. High interest rates, coupl- 
ed with firm commodity prices, have driven 
the value up, attracting a flood of speculative 
foreign funds. High interest rates are needed 
to slow the economy. But the strong ex- 
change rate is hurting export earnings. 

Having taken no steps to halt the cur- 
rency's rise during 1988 from A$1:US$0.72 to 
A$1:US$0.86, another surge after the CPI fig- 
ure was published, to 89.2 US cents, finally 
brought the Australian Reserve Bank into 
the market, selling to offset the rise. 

At the same time, on 3 February, Aus- 

ian Minister for Industry, Technology 

| Commerce, Sen. John Button, started 
talking the currency down, saying "the fun- 
damentals of the economy suggest the [Aus- 
tralian] dollar will not rise significantly in the 
future — ifthe money marketis as sensible as 
I hope." The market took the hint and by 6 
February the currency was down to 87.65 


Australian CPI and housing costs 


Exciuding housing 


US cents, though it bounced back to 88.15 US 
cents within days. 

Keating must now await the outcome of 
the ACTU meeting and a simultaneous meet- 
ing of the Reserve Bank board before decid- 
ing on his course of action. His natural incli- 
nation would be to alert public opinion to a 
potential crisis, as he did in 1986 with his fam- 
ous warning of a potential Australian 
“banana republic.” But politically he does 
not have time to talk the economy down and 
then pump it up again for an election. 

Having decided originally not to present 
his usual May economic statement, he may 
well now have to make some sort of an- 
nouncement, even if only for political effect. 
Most bets are that, as long as the ACTU can 
hold the line, he will choose some time in 
April to announce the details of the wage-tax 
deal, plus some minor expenditure cuts, 
primarily in the federal government's annual 
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Hyundai founder breaks the ice with Pyongyang 


Boardroom diplomat | 
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businessman, not a politician, has 
A made the most dramatic break- 

through in the current thaw between 
North and South Korea. Hyundai founder 
Chung Ju Yung returned from a 10-day trip 
to North Korea with news that he had 
reached preliminary agreement for joint de- 
velopment of Mt Kumgang, just north of the 
border between the two countries, as a 
tourist area. 

Chung also said that he had reached ten- 
tative agreement for joint construction of a 
shipyard and a rolling-stock factory in North 
Korea which would produce goods for ex- 
port to the Soviet Union, and for joint-ven- 
ture projects in Siberia. 

The South Korean Government wel- 
comed the agreement and welcomed the 
idea of sending representatives on a 20- 
member feasibility study in April or May. But 
there is concern about Chung's freelance 


; diplomatic ventures. Many officials believe 


that the trip, which C hung concluded on 1 
February, has raised too high public expecta- 
tions for an end to hostilities and may pro- 
vide the North with a propaganda coup if ne- 
gotiations break down. The agreements are 
subject to both governments' approval. 

Little detail is known about Chung's 
agreement, which was signed with Choi Su 
Gil, director of North Korea's Taesong Bank 
and adviser of the Korean Association for the 
Promotion of Asian Trade. South Korea's 
Naewoe Press, which monitors North 
Korea, quoted Pyongyang Radio as saying 
that the two signed a "protocol" which in- 
cluded details such as funding and proce- 
dures for exchanges of tourists and employ- 
ees. Chung said on his return that agreement 
had been reached in principle to allow South 
Korean tourists to cross the military demar- 
cation line which separates the two coun- 
tries. North Korea has rarely permitted tra- 
vel over the border, saying it would per- 
petuate the division of the Korean Penin- 
sula. 

Chung travelled to Pyongyang via Pe- 
king, though he says he received assurances 
from the North Koreans that the survey team 
scheduled to visit in April-May will be al- 
lowed to travel direct. Chung’s trip — the 
first public visit by a South Korean business- 
man since the 1953 ceasefire — came at the 
invitation of former foreign minister Ho 
Dam, whois now chairman of the North Ko- 
rean Committee for the Peaceful Reunifica- 
tion of the Fatherland and the ninth-ranking 


Chung's visit also coincided with the 
summit of international economic leaders in: 
Davos, Switzerland, to which North Korea ~ 
had sent an observer for the first time. Atthe _ 
summit, North Korean Joint-Venture Minis- 
ter Chae Hi Jong met South Korean Deputy 
Prime Minister Cho Soon at a reception on 28 
January. Although they agreed to meet 
again, Cho said that Chae cancelled the sec- 


ond meeting. A North Korean officialaccom- ` | E 


panying Chae said the North would discuss 
matters such as commodity trade and ioint 
ventures once inter-Korean economic talks 
are held. 

While Chung received South Korean 
Government permission to make his visit, 
and is widely believed to have coordinated it 
with senior administration officials, the news 
of the proposed joint ventures made many 
officials uneasy. "There are still many prob- 
lems" before the ventures can go ahead, For- 
eign Minister Choi Ho Joong told foreign re- 
porters the day after Chung's return. 

Choi recently set up a special task force 
led by Assistant Foreign Minister Hong Soon 
Young to coordinate diplomatic initiatives 
with socialist states. The move is designed to 
give the Foreign Ministry, which has largely 
been elbowed aside by the presidential Blue 


House, more involvement in the country's 


"nordpoliti 
However, on his retum, Chung did not 


brief the Foreign Ministry but instead presi- cs 


dential adviser Park Chul Eun, who is 
spearheading the diplomatic contacts with 
socialist states. South Korean press reports 


said that Park met secretly in Singapore with — - E 


Pyongyang officials while Chung was in 
North Korea, though the government de- 
nied that a meeting had taken place. 

Not only is the Foreign Ministry uneasy 
with Chung's trip. While Chung was away, 
an official of the powerful Economic Plan- 
ning Board said he feared that Chung would 
return with a project that implicitly de- 
pended on South Korean financial assistance 
or guarantees. That, the official said, would 
put Seoul in the position of going along with 
the project or allowing the North the prop- 
aganda opportunity to accuse the South of 
stymieing reunification. Yet, this official 
noted, Seoul cannot try to control Chung too 
closely or it might be "misunderstood" as a 
return to the repressive policies of the pre- — 
vious government. ^ 

However, in one more sign that the two — 


sides have along way togo, the North down- = 


graded its relations with Hungary on 2 Feb- 
ruary, the day after Budapestestablished for- 
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Costs may force Singapore s shipyards offshore 


Springing a leak 


By N. Balakrishnan 
T he Singapore ship-repair industry's 


spectacular performance in 1988 

should be repeated this year. How- 
ever, all is not well, for this "indigenous" in- 
dustry employs foreign labour at wages Sin- 
gaporeans seem increasingly unwilling to ac- 
cept. As the government becomes less toler- 
ant of foreign labour, there are signs that, 
even in its current boom, the industry is pre- 
paring for some major restructuring. 

Singapore's limited labour supply, and 
the government's refusal to supplement it 
further with cheap foreign labour, suggests 
that Singapore's ship-repair industry may 
eventually lose its competitive edge. Cur- 
rently, however, Singapore remains the 
cheapest major ship-repair centre in the 
world. Its nearest rival, South Korea, suffers 
from labour problems and an appreciating 
currency, giving Singapore's shipyards a 
few years to improve productivity, become 
less labour intensive, and deal with higher 
costs. 

The long-term solution may be to move 
operations to countries such as India and the 
Philippines where land and labour is 
cheaper. If Singapore's ship-repair com- 
panies can do this, while retaining higher 
value-added operations in Singapore, they 
can become, like Singapore Airlines, a locally 
owned multinational. If they fail, the indus- 
try is likely to stagnate as costs mount and 
countries with cheaper labour chip away at 
Singapore's market share. 

The roots of Singapore's ship-repair in- 
dustry go back to the pre-war British naval 
dockyards. When the British forces east of 
Suez withdrew in the late 1960s, it was 
thought these yards would become redun- 
dant. There was also scepticism about 
whether the Singapore Govern- 
ment could manage the yards. 
The Singaporeans have con- 
founded the sceptics and built 
the old naval yards into com- 
mercial successes. 

The industry is dominated 
by a few publicly listed cor- 
porations which are largely 
. managed by Singaporeans and 
in which the government con- 
tinues to hold a dominant 
stake. The three major yards 
are Keppel, Sembawang and 
Jurong which take about 90% 
of the business, with the rest 
being Split among the many 
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Jurong '86 123 8.6 
Shipyard '87 19.5 13.8 

‘88! 27.4 19.5 

‘89! 38.9 27.6 
Keppel '86 73 37 
Corp. '87 45.8 9.8 

'88' 69.6 12.5 

'89' 894 16.5 
Sembawang '86 16.5 80 
Shipyard '87 





which the E) is Hitachi Zosen. Keppel is 
the largest yard, but only about a third of its 
revenue comes from repairing ships — it has 
large property interests. Sembawang is the 
largest “pure” shipyard. 

There has recently been some paper 
shuffling which has strengthened Sem- 
bawang Shipyard's position in the market, 
but left the government's overall interest in 
the business unchanged. Sembawang Ship- 
yard's holding company, Sembawang Hold- 
ings, bought 16.23% of Jurong Shipyard 
from the government holding company 
Temasek Holdings. But since Sembawang 
Holdings itself is wholly owned by Temasek 
Holdings, and owns about two-thirds of the 
listed Sembawang Shipyard, the govern- 
ment's interest in both shipyards remains 
unchanged. 

The rumour is that eventually Sem- 
bawang and Jurong will merge, as part 
of a government-sponsored strategy to 
rationalise and consolidate the industry and 
steer it towards a less labour-intensive fu- 
ture. 
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A combined Sembawang-Jurong group 
would overtake Keppel to become the largest 
ship-repairing group — and one with global 
shipping connections. Japan's Ishikawajima- 
Harima Heavy Industries, owns 3076 of 
Jurong, giving it good connections to the Ja- 
panese shipping lines. Sembawang has 
good connections with European lines. 
Some analysts even speculate that eventu- 
ally the privately held Hitachi Zosen, the 
fourth-largest yard, may be merged with this 
group. 

Another move by Temasek Holdings, the 
sale of 7.7 million Keppel shares in the last 
week of January, seems more like a case of 
genuine divestment. But even this sale will 
only reduce Temasek's ownership of Keppel 
to 55% from 58% — down from the 61.22% of 
Keppel that Temasek held in late 1987. 

On 6 January 1989 Sembawang, Keppel, 
Jurong and Hitachi announced jointly that 
they were to raise repair rates by an average 
of 10% from 15 January. Malaysia Shipy 
and Engineering, which operates in nea 
Johor in Malaysia, also gave its support to the 
rise. Ironically the last time the yards an- 
nounced anything together in public was in 
the 1986 recession, when the yards an- 
nounced that they were to mothball some of 
their yard capacity. 

Then, the industry was suffering from 
high labour costs because of an employer's 
contribution of the equivalent of 25% of an 
employee's wages into the Central Provident 
Fund, a compulsory pension fund, other as- 
sorted levies and a relatively high Singapore 
dollar. The industry started reviving only 
after the government ordered substantial 
cuts in the levies. 


to about S$450 million (US$233 million), 

compared with 1981's revenue of S$1.08 
billion. By 1988, the industry had sufficiently 
recovered to announce turnover of ab^ 
S$1.1 billion. This is expected toincrease« 
slightly in 1989. 

The four major shipyards employ some 
70,000 workers, about 40% of whom are 
from overseas, mainly from Malaysia, Thai- 
land and Bangladesh. However, substantial 
amounts of work are subcon- 
tracted out to companies with a 
much higher proportion of fore- 
ign workers. The government 
has announced that the levy the 
companies will have to pay for 
each foreign worker will rise 
from the 1988 level of S$170 a 
month to $$220 a month in Jan- 
uary and $$250 a month in July. 
The government has also de- 
creed that each company can 
only employ, directly or indi- 
rectly, a maximum of 40% fore- 
ign labour from 1989, compared 
with the 1988 ceiling of 5076. 

The companies say they can 
absorb the higher levv given the 


{ n the depth of the recession, turnover fell 
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industry's boom, but the foreign labour ceil- 
ing is harder to meet as subcontractors' 
workforce will be included in the ceiling. 
Since Singaporean workers prefer white col- 
lar work to ship repairing, even when the lat- 
ter pays better, the ability to save further on 
labour is limited. The companies also say the 
government should take the industry's in- 
creasing productivity into account before de- 
nying it foreign labour. One estimate by the 
Association of Singapore Marine Industries 
puts the value added per employee in the in- 
dustry at 5$37,158 in 1987, compared with 
$829,020 in 1985. 

But possibly acknowledging the inevita- 
ble, the shipyard industry has decided if the 


Singapore Government will not let foreign 
labour come to them, they will go to where 
the foreign labouris. Keppel has just won ap- 
proval to enter into a joint venture with a 
yard near Madras in India, and is also in- 
terested in buying into a Philippine yard. The 
yards are also concentrating on selling con- 
sultancy and other services which do not de- 
pend on foreign labour. Some of the yards 
are also diversifving. Apart from its large 
property interests, Keppel owns a finance 
company anda seat on the Stock Exchange of 
Singapore, while Sembawang has a stake in 
a salvage company and wants to go into 
property. 


As the government tightens up on for- 
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{ ingaporean interests a are re poised tos se- 

cure a monopoly in the Philippines' 

ship repair industry. Singapore's Kep- 
pel Corp. already controls two of the coun- 
try’s major shipyards, and together with its 
compatriot Sembawang, is looking closely at 
a third — PhilippineShipyard and Engineer- 
ing Corp. (Philseco), which the Philippines 
Government has earmarked for privatisa- 
tion. 

But buying Philseco — the Philippines 
biggest shipyard, and also one of the region's 
largest — may be commercially hazardous. 
The yard is the only one in the Philippines 
designed to handle large vessels, such as oil 
tankers, of 20-30,000 dwt. Given the uncer- 

des of the world oil markets and the 
yaid’s distance from the major sealanes, this 
is a risky business. In addition, the company 
is nearly bankrupt. 

Furthermore, Philseco's Subic Bay loca- 
tion has brought it to the attention of the US 
Government, which has a huge Seventh 
Fleet dockyard in the same area. Philseco's 
president Feliciano Salonga said he had pro- 
posed to expand the vard's business by 
handling vessels owned by the Soviet 
Union's Far East Shipping Co., based in Vla- 
divostok, and other socialist-flag ships. This 
plan was blocked by certain pro-US mem- 
bers of the Philippine Government, because 
of US concern that Soviet vessels would be 
able to spy on the Seventh Fleet. 

Philseco has been buffeted by foreign in- 
terests since its inception in the mid-1970s, 
when the Japanese and Philippine govern- 
ments agreed to establish a shipyard in Subic 
Bay, northwest of Manila, to handle ocean- 
going vessels — and hopefully service the Ja- 
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[ neertain future for Philippines largest ship repairer 


Hazards ahead 


the sealanes between the Gulf and Northeast 
Asia. 

It began operations in 1982 backed by a 
Y11.12 billion (US$86 million) loan from 
Japan's Overseas Economic Cooperation 
Fund. The Japanese Government appointed 
Kawasaki Heavy Industries (KHI), the lead- 
ing Japanese company with shipyard in- 
terests, as its agent in the project in 1975, 
when the Philippine Government and KHI 
signed a letter of intent to put up a shipyard. 
Two years later the Philippine Government 
and KHI executed a joint-venture agreement 
on a 60:40 ratio of equity participation for the 
construction, operation and management of 
the yard. 

Today, though the company has accu- 
mulated an operating profit of P4.3 million 
(US$201,400), it is still in debt to the Ja- 
panese Government via the Philippine Gov- 
ernment which accepted the loan and pass- 
ed it on to Philseco. 

KHI retains 40% of the company's equity 
but its original large team has been cut toone 
executive vice-president and four consul- 
tants, and its future with the shipvard re- 
mains unclear. 

Salonga, a former Philippine Navy man, 
does not mince words when describing his 
company's plight. "Given the tanker indus- 
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eign labour supply, further moves overseas 

by the Singapore-based ship repairers can be 
expected. The government also seems to be 
merging and rationalising the yards to facili- 
tate the move overseas. Since the govern- 
ment still retains a dominant stake in all the 
large vards, the rationalisation should not be 
difficult to achieve, even though an earlier 
proposal to merge the yards, mady by US 
consultants McKinsey during the 1986 reces- 
sion, was never implemented because of re- 
sistance from the managements of the va- 
rious companies. It remains to be seen 
whether the government can effect the ar- 
ranged marriage in good times that it was un- 
able to engineer in bad times. E 


s problems at the time, we began as a 
dier white elephant," he told the REVIEW. 
"We were a clinic for dinosaurs." Although 
the company, which employs nearly 500 
people, is hoping for a 50% increase in busi- 
ness in 1989, Salonga said it had been techni- 
cally bankrupt since he became president in 
1987, despite a reasonable cash-flow posi- 
tion. 

Keppel’s involvement with the Philip- 
pines goes back to 1975 when it took a major- 
ity stake with Philippine interests in starting 
a small shipyard in the southern Luzon pro- 
vince of Batangas. This thrived on both re- 
pair work to small inter-island vessels, and 
constructing 60 similar vessels, such as tug- 
boats. In 1987, the most recent year for which 
figures are available, the yard had a record 
year with revenue from construction and re- 
pairs of 268.3 million, producing a net profit 
of P18 million. | 

In early 1988 Keppel Philippines Ship- 
yard Inc. (KPSI), the publicly listed company 
thatowns the Batangas yard, paid P39.6 mil- 
lion for a 58% stake in Cebu Shipyard and 
Engineering Works Inc., which was losing 
P6 million a year. According to KPSI execu- 
tive vice- president Yong Chee Min, the vard, 
which repairs small vessels, is now making a 
profit and Keppel plans to increase its equity 
holding. 

The only other major shipyard in the 
Philippines, Bataan Shipyard and Engineer- 
ing Corp., is based in Bataan province, close 
to Manila. But it has been sequestered by the 
government because of its Marcos connec- 
tions and is foundering. If either Keppel or 
Sembawang buy Philseco, the Singaporeans 
will control the country's three main ship- 
yards. 

Confirming Keppel’s interest in Philseco, 
Yong said whoever buys the yard would 
have to do some serious calculations based 
on the vagaries of the tanker market; an as- 
sumption that the US Government would 
keep compensating for the ban on Soviet 
ships by giving Philseco the US’ non-combat 
fleet auxiliary and supply vessels business; 
the yard’s reliance on expensive import- 
ed spare-parts and lack of specialised ser- 
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ow much substance is there to all 

the talk about “the internationali- 

sation of the yen"? Put another 

way, what chance does the yen 

have of usurping the dollar's role in the 
world trading system? 

Atleastone influential figure, Makoto Ut- 

sumi, the head of the Japanese Ministry of Fi- 


not happen "in the foreseeable future" — by 
which he means the next 10 years at least. 
The yen will certainly supplant the Deut- 
schemark as the world’s second reserve 
currency, because the Japanese Government 
is keen to internationalise the yen while the 
West Germans are not anxious to do the 
same for the Deutschemark. 

In a paper delivered to a Sumitomo Life 
| conference in Tokyo in mid-January, David 
| Hale, a Chicago-based economist, identified 
“six necessary conditions for a currency to 
-play a major role in the foreign-exchange re- 

serves of the world's central bank: 

> The country issuing the currency must be 
large relative to its trading partners. 
> It should have a big and open cap- 
ital market. 

> Its economy must be stable with a 
low inflation rate. 

> Foreign trade as a share of its GNP 
must be small so as to insulate it from 
external price shocks. 

P It should be a large net creditor in 
order to provide international liquid- 





ity. 

= | b Its central bank must be strong 
| enough to act as lender of last resort. 

. A glance at the first table will show 
| how well Japan and the US meet 
these criteria. Although Japan’s econ- 
omy is still smaller than the US’, it is 
catching up fast with the help of the weak 
dollar. The size of Japan's capital market 
may overtake that of the US in the next few 
years. Inflation is lower in Japan, but trade 
is a larger proportion of GNP than in the 
US. 





Japan's main advantage is that it is the 
world's biggest creditor and the US is the 
biggest debtor. As for the last criterion, the 
Bank of Japan has never been called upon to 
act as lender of last resort. We can only sup- 
pose it would probably be prepared to do so. 
After all, it financed last year's US trade det- 
icit virtually single-handedly and yen-de- 
nominated lending overseas by private 
banks is growing apace. 

But despite the favourable conditions, the 
yen's international role has lagged behind 
-. | Japan's growing financial power, as Hale 
| points out. Only 7% of the world's foreign- 
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nance's international bureau, thinks it will 


exchange reserves are denominated in yen 
against 67% in the dollar and 15% for the 
Deutschemark. Furthermore, less than a 
third of Japan's trade is invoiced in yen. 

There are many reasons for the yen's 
tardy performance. For one thing, Japan's 
capital markets are considerably less sophis- 
ticated and less open than those in the US. 
The yen bond market may be wide, but it is 
not deep. Foreign financial institutions are 
still finding it very tough to gain even a 
toehold in the Japanese domestic market. 
Also, until recently, the authorities them- 
selves were reluctant to internationalise the 
currency, as many officials worried that re- 
serve status would loosen their grip on the 
money supply. 

One reason Utsumi offers is that the in- 
creasingly international structure of Japan- 
ese business makes it less, rather than more, 
attractive to denominate exports and im- 
ports in yen. When Nissan and Honda want 
to shield their US subsidiaries from adverse 
exchange-rate movements they do it by de- 


How the economic superpowers compare 





nominating exports from Japan to their over- 
seas distributors in dollars. 

On all these points the picture has, or will, 
change for the better, but the process is slow. 
Japan's financial markets are indeed facing 
liberalisation — most recently in the short- 
term money markets — and this will promote 
the yen as a reserve currency. The biggest 
obstacle remaining is the stalemate between 
the banks and securities houses over deregu- 
lation in the capital markets. This stalemateis 
the reason why so many yen bonds are is- 
sued offshore — not because the yen has be- 
come "internationalised." 

Another barrier is the volatility of ex- 
change rates. Financial institutions (and cen- 
tral banks) want a stable currency in which to 
invest. If the dollar was stable, nobody 
would be talking about a coup de monnaie. 

A strong currency like the yen is scarcely 
more attractive than a weak one like the dol- 


Always the understudy 


lar, particularly if holders of the currency 
think the interest-rate differential compared 
with assets denominated in other currencies 
does not reflect the volatility in exchange 
rates. Big yen borrowers such as Indonesia 
do not like it when their main export, oil, is 
priced in dollars. 

Of more fundamental importance is that 
the US has the military power to back up its 
currency. That is one reason why the dollar 
rises whenever conflicts boil up in the Middle 
East. 

These factors have led some to suggest 
that the yen will, instead, form the core of a 
regional currency block in much the s: 
way the Deutschemark does in Europe. ` 
iro Ban, an economist at Tokai Bank, recently 
argued in favour of an East Asian version of 
the European Monetary System, which 
could evolve in two stages. First, South 
Korea, Taiwan, Hongkong and Singapore 
would start a common monetary system on 
the basis of their similar level of development 
and the rest of Asean and Japan would join 
later. 


bank. They already feel the Japan- 
ese economy is too dominant in the 
region. 
change if protectionism gets out of 
control in Europe and the US — or if 
intra-Asian trade continues growing 
rapidly. 

Others have argued that Japanese 
financial might well fade soon i 
way. Bill Emmott of The Econoi...., 
writing in the Amex Bank Review, 
reckons that Japan’s current-account sur- 
plus will disappear by about 1995 as exports 
are slowed by the high yen and as a grow- 
ing number of older Japanese save less 
money. 

Yet, as the latest trade figures show, 
Japan’s exports remain stubbornly strong 
and, in addition, there is little empirical evi- 
dence that people save less as they grow 
older, according to Lawrence Summers of 
Harvard University. And if savings fall, 
domestic investment is likely to decline as 
well. 

If Japan's current-account surplus re- 
mains large, we may see the yen and the 
US dollar sharing the status of global reserve 
currencies for a while, in an uneasy duopoly. 
One currency must win out eventually. The 
buck has to stop somewhere — and it could 
beeither Washington or Tokyo. 

u Nigel Holloway 


— Ed 


At the moment, however, there | 
is nothing the four little dragons | 
and the rest of Asean would like - 
less than to be tied to Japan's central - 


But their views might | 
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Taiwan domestic airlines optimistic about prospects 





aiwan's local airline industry is grow- 

ing, fuelled by economic liberalisation 

and the hope of further contacts with 
the Chinese mainland which have lured pri- 
vate entrepreneurs to invest in new aircraft 
and services, 

Four new airline operators have begun 
passenger services, in addition to the four 
long-established airlines. A fifth firm is regis- 
tered but is not yet operating any aircraft. 
Using smaller and more efficient aircraft and 

^ the accent on better service, the new 

rators promise a much needed shakeup 
for the local airline industry. 

The emergence of new airlines results 
from the Ministry of Communications’ 
(MOC) “open sky” policy, initiated in Novem- 
ber 1987, under which any company that can 
meet stipulated capitalisation levels may buy 
an aircraft and set up an airline. “The policy 
change is meant to cultivate economic deve- 
lopment,” said Huang Huei-ho of the Civil 
Aeronautics Administration (CAA). “The 
more airlines there are, the more choice 
people will have,” he said. 

Taiwan’s air traffic has increased in recent 
years, reflecting economic growth, greater 
affluence and the difficulty and expense of 
land transport over the island’s mostly 
mountainous terrain. Taiwan regulations 
also keep domestic air fares relatively 
cheap. 

The MOC says there is room for more 
growth. The annual passenger rate in 

'an is only 1576 of the total population, 

pared with a rate up to 80% for more de- 
veloped countries. From 1986-88, domestic 
passenger traffic rose 43%, to 3.8 million 
passengers. 

The new firms vying for passengers on 
newly established domestic routes are 
Foshing Airlines, Great China Airlines and 
Makung Airlines. Another firm, Fortune Air 
Systems, operates a helicopter service which 
is used by sightseers and the Chinese Pet- 
roleum Corp. Fortune hopes eventually to 
join the competition for conventional pass- 
enger service. 

The four new companies, capitalised at 
about NTS$900 million (US$32.55 million), 
have added five 40-60-seat turboprop aircraft 
to routes between Taipei, Kaohsiung, 
Tainan and Makung, an island north of the 
main island. Up to 11 more aircraft, ataround 
US$6-8 million each, are on order, One of the 
existing airlines, Formosa Airlines, has 
placed an order for four Saab turboprop air- 
craft to spruce up its fleet. 


Fledgelings hopes 


an domestic air services 


Taiwan's flag carrier, the formerly gov- 
emment-owned China Airlines (CAL), oper- 
ates four Boeing 737s on domestic routes. Far 
Eastern Transport, a company plagued by 
quarrelling among the children of the de- 
ceased chairman, has eight ageing 737s, 
some of which date from the late 1960s. CAL's 
plans to shift its large jets to more profitable, 
international routes will also open up oppor- 
tunities for new domestic operators. 
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Peter 5zu, general manager of Great 
China Airlines, is optimistic about prospects. 
Poor service provides room for a shakeup — 

“A little competition will help the situation,” 
he said. "The market here is very big for- 
seven companies." He said that with six new 
Boeing Canada Dash 8 turboprops in opera- 
tion by the end of 1990, he expects to turn a 
profit in three to five years. 

The new companies see a trend in smaller 
turboprop aircraft. These require fewer per- 
sonnel to operate and are more fuel efficient 
than jets on short flights, yet add only 10 mi- 
nutes flying time to the hour-long trip from 
Taipei to Kaohsiung. 

But the Taiwan airline business is not 
without its problems. The regulating agen- 
cies, the MOC and the CAA, have no overall 
plan for growth of domestic services and 
tend to make ad hoc decisions. The airlines 
also complain about insufficient ground 
facilities and a lack of trained pilots. 

Although policy may have been 
liberalised, the industry say MOC regulators 
have their hands full with the new com- 
panies and are being stricter with new licence 
applications. Taiwan's shipping giant, 
Evergreen Marine Corp., is still trying to win 
approval for an international cargo and pass- 
enger service. Its application for a NT$10 bil- 
lion service, submitted last September, has 
yet to receive a response from the MOC. 
Evergreen’s airline would become Taiwan's 
second international airline after CAL. 

Optimistic airline entrepreneurs see ex- 
pansion: to China as a possibility in three to 
five years. “We are certain flights will be al- 
lowed to the mainland eventually,” said 


Hsin Chi-hsiu, chairman of Formosa Air- - | : : 
lines. “The only thing we don't know is = 


when.” n 





FINANCE 


Bank Negara closes two more financial institutions 


Bailing out... again 


alaysia' s central bank, Bank Negara 
(BN), is having a busy time. Hard on 
the heels of taking over the Oriental 
Bank and First Malaysia Finance (REVIEW, 19 
and 26 Jan.), the governor, Tan Sri Datuk Jaf- 
far Hussein, has petitioned the High Court 
for an order to place the Cooperative Central 
Bank (CCB) in receivership and — wearing 
his new-found hat of director-general of in- 
surance — has also petitioned for a winding- 
up order against SEG Insurance and the ap- 
pointment of a provisional liquidator. 
Both actions represent a marked change 
from previous central bank practice. In the 
past, BN has pumped in M$670 million 


(US$246 million) to recapitalise three insol- 
vent banks and appointed new manage- 
ment. In the case of CCB, a licensed finance 
company will acquire the assets and assume 
the deposit liabilities. As for SEC, BN has de- 
cided to close it and run off its liabilities. 

BN's legal action against CCB has run into 
difficulties, however. CCB is not strictly a 
bank, ratheritis a deposit-taking cooperative 
which functions — as its name implies — asa 
central bank for 266 shareholding coopera- 
tives and an estimated 360,000 individual 
members. Several shareholders were able to 
get a High Court hearing scheduled for 3 
aie adjourned until 20 February. 

In an affidavit prepared by BN, the court 
was told that CCB accepted deposits totalline 








~~ MSI.8 billion from 157,052 individuals up to 
: the end of 1988. In 1986 it accumulated losses 
< of M$329 million, resulting in a deficit in 
~ members’ funds of M$251 million. On 7 Jan- 
. uary 1987, BN assumed control of CCB and the 
government placed M$323 million with the 
bank as a standby facility This prevented a 
= run on the bank, but losses reached M$726 
million by the end of that year. 
n The affidavit stated bluntly that "quite 
= clearly, CCB is not a going concern and is in- 
| solvent... due to the provisions for diminu- 
- tion in value of assets and provisons for bad 
~ and doubtful loans which amounted to 
< M$680 million in 1987." A large proportion of 
. these loans, the affidavit added, were made 
- "for the purpose of property development, 
. purchase of property or shares or invest- 
~ ments in general." 
The affidavit also revealed that large loans 
_-had been made to individual borrowers, sec- 
. ured by properties charged to CCB by third- 
party corporations. "BN believes that the 














scheme of lending to individuals acting as 
conduits for the corporations in which they 
were interested or were acting as nominees, 
has resulted in or contributed substantially to 
the present insolvency of CCB.” 

It is believed that these allegations refer, 
in part, to 43 CCB debtors who have been re- 
quired by BN to surrender their travel docu- 
ments and assets. The list of debtors some- 
times reads like a Who's Who of Malaysia. It 
includes: former land and regional develop- 
ment minister Datuk Seri Mohamed Adib 
Adam; the former chairman of the Kuala 
Lumpur Stock Exchange, Abdul Razak bin 
Sheikh Mahmood; Datuk Yap Yong Seong, 
the managing director of publicly listed Duta 
Consolidated; and Tan Loon Swan, the 
brother of jailed businessman Tan Koon 
Swan and director of Supreme Corp. — the 
51% owner of SEG Insurance. 

BN has stated that CcB will repay de- 
positors' money on “a dollar-for-dollar cash 
basis, including interest.” 
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— China investigates new ways to tap investment funds 
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top-level Peking think-tank has pro- 


duced a preliminary report outlining 
proposals for setting up capital mar- 
kets in China to tap its huge reserves of per- 
sonal savings and to provide funds for deve- 
lopment of state-owned enterprises. 
Written by Ma Zongshi, a senior research 
fellow from the China Institute of Contem- 
(e porary International Relations, it makes clear 
the magnitude and urgency of the task facing 
- China. After a recent tour of stock exchanges 
in the West and Japan, Ma’s group is to re- 
port to China’s State Council on the feasibil- 
. ity of a capital market comprising stocks, 
.. bonds and money-market dealings. 
Ma says there is no consensus on the form 
. which a capital-market system should take, 
though the committee believes countries 
such as Thailand provide a better model for 
China than the advanced markets of the 
West. At least the ideological hurdle has 
. been crossed — "supporters of a sharehold- 
ing system in China have now prevailed," 
Ma said. 
The case for stockmarkets in China would 
. appear to be unassailable. Ma says at least 
.. 6000 enterprises have already adopted the 
share-capital system. As of last August, 
nearly Rmb 20 billion (US$5.38 billion) of 
stocks and bonds had been issued — and 
could reach Rmb 100 billion this year. But this 
. amountis small compared with savings and 
^ cash on hand. At end-1988, personal bank 





savings were Rmb 379.8 billion and an esti- 
mated Rmb 170 billion was held in cash 
(REVIEW, 2 Feb.). One reason the sharehold- 
ing system has won support even among the 
hard-line socialist economists is that itis seen 
as a means of mopping up some of this in- 
flationary liquidity. 

Despite continuing ideological objections 
from some cadres, Ma argues that 
shareholding can fit into “socialised produc- 
tion" and suits the development of “a com- 
modity economy” — the Chinese code word 
for a more market-oriented economic sys- 
tem. Others argue that a shareholding sys- 
tem is desirable so as to separate enterprise 
ownership from the right to manage. 

Shareholding has been limited mainly to 
small- to medium-sized enterprises and col- 
lectives because "China still lacks experi- 
ence," Ma says, though experiments have 
begun in large, state-owned enterprises. If 
the scheme is to succeed, deeper inroads 
must be made into state enterprises be- 
cause they are the core of the Chinese econ- 
omy. 

Ma says in his report that ^we should 
speed up the separation of government from 
enterprises and give enterprises still more 
autonomy." Neither he nor his colleagues 
favour wholesale privatisation of state enter- 
prise. At least they do not think it politically 
feasible, yet. But they insist that the state 
"should not meddle with business activities 
on a daily basis." Devising a formula which 
permits enterprises more freedom within the 


Given the deficiency in the accounts, it 1s 
difficult to see how BN will live up to that 
promise. BN's own finance company, 
KUMB, is already claiming it is short of funds 
in itsattempt to rehabilitate 12 deposit-taking 
cooperatives which BN took over in 1986. 

SEG Insurance's policy-holders have re- 
ceived no such assurance of full pay-outs. 
The company is 51% owned by Supreme 
Corp., which owns 70% of Supreme Finance 
(Malaysia), which, in turn, is under BN 
supervision. 

SEG has a projected deficiency of assets 
over liabilities of M$16.2 million. sEG's 40% 
minority shareholder, QBE Insurance (Inter- 
national) of Australia — which BN has ab- 
solved of blame for SEG’s failure — has pro- 
vided M$4 million of stop-loss reinsurance for 
the company and agreed in principle to inject 
M$4 million in additional shareholders’ 
funds. This leaves an apparent deficiency of 
some M$8 million, however, as Supreme 
Corp. refuses to put in more money. " 


context of state ownership is part of the 
group's task. 

Compared with the progress made in is- 
suing stocks and bonds and the "enormous 
public enthusiasm" for such issues, Ma says 
that the markets for trading these securities 
remain "primitive." China has only one 
stock exchange, in Shanghai, and that has 
only six listings. Elsewhere there are only 
"exchange counters" for transactions in a 
limited number of bonds. Shenzhen, the 
special economic zone next to Hongkong, is 
to start its own exchange in September. 

A major obstacle to setting up markets is 
the unwillingness of the public to trade 
stocks. Ma blamed this on the high interest 
rates paid on bonds and "shares" compared 
with bank deposits. Holders of scrip are look- 
ing for income rather than capital gains from 
securities. 

"Rising inflation plus competition 
pushed share dividends way up beyor... . 
proper level," Ma says. "The only way for- 
ward is to develop a securities market to re- 
lieve enterprises from the burden of paying 
high dividends. Investors would then be 
more likely to turn to the exchange market 
for raising yields on their investments." 

Ma is optimistic. Measures under consid- 
eration include: extending the shareholding 
system to more enterprises and allowing 
them to enter the securities market; improv- 
ing the negotiability of securities; setting up 
more securities companies and exchanges; 
training securities personnel, and passing 
laws to regulate securities trading and per- 
mitting foreign investment in securities. — 

Less optimistically, he says the fundamen- 
tal barrier lies in the need to “rebuild the 
property right structure in China which ex- 
clusively caters for public ownership.” Still, 
he adds, “the opinion is growing that any 
form of ownership should be encouraged so 
long as it is beneficial to production.” m 





RESEARCH 


A technical hitch 


art of the secret of Japan's tremend- 

ous success as a producer is that Ja- 

panese manufacturing industry has 

traditionally been able to recruit the 
cream of the nation's scientific and engineer- 
ing graduates. Increasingly, however, this is 
no longer the case. 

The reason is quite simple. Over the past 
few years, lucrative new job opportunities 
for such graduates have been springing upin 
the financial sector. Shackled by its never- 
ending need to undercut the competition, 
manufacturing industry cannot afford to 

` salaries to comparable levels. 

wo recent articles in Japanese 
magazines highlight the trend. Daiwa Sec- 
urities, says Nikkei Electronics, has been tak- 
ing on engineering graduates since 1984. 
Such graduates accounted for 20% of its most 
recent intake of recruits. At Yamaichi Sec- 
urities, according to Business Tokyo, recruit- 
ing began in 1985, and accounted for one- 
third of last year’s crop of 150. At Mitsubishi 
Bank, the magazine claims, 80 out of 420 
graduates joining the firm this spring will be 
similarly technically qualified. 

The new recruits are by no means all 
being confined to computer rooms or other 
white-coat specialities. Rather, their superior 
numeracy and analytical skills have made 
them much in demand in such core areas as 
fund management and financial strategy. 

The salary differentials in the primary and 
secondary sectors have become too big for 
young job hunters to ignore. At age 35, an 
amployee of a Japanese bank or securities 

any earns an average of about 

0,000 a year, roughly double the salary 
of his contemporaries in manufacturing in- 
dustry. 

Sky-high housing prices, especially in 
Tokyo, have served to make the gap even 
wider. Aware that they will lose their power 
to attract good people if they do not, some 
big manufacturers are doing what they can 
to compensate. 

For example, Toshiba, says Business 
Tokyo, is planning to pump US$444 million 
into construction of housing for employees 
who work in the capital. Hitachi, according 
to Nikkei Electronics, is altering its salary scales 
so it can pay its engineers as professionals, 
on the basis of ability rather than seniority. 

In the past, salaries were often deter- 
mined on the wages of production-line 
workers. Top managers, many of whom 
began their careers in manufacturing, are re- 
portedly having a hard time understanding 
the need to pay people based on the value of 
their individual contributions to the com- 


AND 


In fact, however, such contributions have 
become vital to maintaining the viability of 
Japan's manufacturing industry. Formerly, 
it was enough to know how to make a pro- 
duct that someone else — usually the Ameri- 
cans — had developed. 

The snag with this approach is that, in 
Japan, it tends to be one in, allin. The resultis 
excessive competition to manufacture the 
same product cheaper. This entails a relent- 
less drive to cut production costs, an impor- 
tant component of which is engineers’ 
salaries. 

Now, with cut-price competitors from 
newly industrialised countries (NICs) claim- 
ing the lower end of many markets, it is 
becoming more important to know what 
to make than how to make it. In order 
to offer higher salaries, and hence attract bet- 


An aversion to industry 


Average o of 3 m; major universities. 


ter people, manufacturers have to be able to 
stake out an area of intellectual property on 
which they can build high value-added pro- 
ducts. 

Canon is a good example of a company 
which has understood the new rules for sur- 
vival in the manufacturing game. Two of its 
most recent products — the erasable optical 
disk drive and the floppy camera (REVIEW, 24 
Nov. '88 and 19 Jan.) — are originals rather 
than look-alikes, and heavily protected by 
patents. Originality will enable Canon to sell 
such products at premium prices, and to fur- 
ther boost revenues by charging would-be 
competitors licence fees. 

But notall firms are as good at promoting 
innovation as Canon. Coming up with novel 
products rather than improved processes is a 
difficult proposition for many engineers. It is 
also one which, thev complain, the lapanese 
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ing given problems rather than finding new 
problems to solve, has ill-prepared them for. 
Such heightened expectations are one 


reason for the increasing job dissatisfaction . 


among graduates in manufacturing industry 
which has been highlighted in a survey of 
2,000 electronic engineers taken by Nikkei 
Electronics. 

The indications are that despite the inevit- 


able patriotic appeals from company recruit- 
ing officers to put the nation’s welfare before 


their individual prospects, young Japanese 
scientists and engineers will increasingly es- 
chew the rigours of the production line for 
the rewards of yuppiedom. 


A solution to the battle of the bulging wal- 
let is in sight — smartcards are getting 
smarter. In France, where since their intro- 
duction in 1984, some 12 million smartcards 
have been issued, they are currently used 
to make telephone calls or electronic pay- 
ments, 

Now Bull CP8, the French company 
which pioneered the technology, has intro- 
duced a new generation of “supersmart” 
cards, These contain several times the micro- 
chip memory of their predecessors. This al- 
lows the same card to be used for both pur- 
poses and several others besides. 

In Japan, plans for supersmart cards are 
equally, if not more, ambitious. They centre 
around a card that resembles a calculator, 
mounting in addition to microchips a tiny 
alphanumeric keypad and a liquid crystal 
display. 

Visa International is the first company to 
try out this combination. The initial applica- 
tion for the supersmart card is as a self-au- 
thorising credit card for shoppers at a Ginza 
department store. 

This year, the card’s usage will be ex- 
tended via a special type of telephone to 
allow 2,000 trial holders to buy shares and 
make airline reservations. Participating in 
this experiment are Toshiba (which makes 
the cards), Nippon Telegraph & Telephone, 
Japan Air Lines, and several banks. ` 

In November, a groupof50companiesled 
by Fuji Bank and Sharp established a study 
group to investigate possible applications for 
the new cards. The group intends to identify 
promising markets, in a bid to help offset the 
high cost of manufacturing the cards. 

Each supersmart display card currently 
costs around '* 10,000 (US$77.33) to make. 
Mass production will bring the price down, 
perhaps by as much as 7576. But that is still 
far more expensive than a conventional, 
magnetic-strip card, which tvpicallv costs 
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STORY: 


Asta s hotel boom spawns new international chains 


Overnight success 





By Carl Goldstein in Hongkong 


n a part of the world with no dearth of 

success stories, the Asia-Pacific hotel 

industry stands out as a stellar per- 

former. Hoteliers are turning away 
business in key markets across the region. In 
Hongkong and Bangkok, occupancy rates of 
90% and better are straining the industry's 
ability to cope, while other markets — Singa- 
pore, for instance — are enjoying their best 
days for more than five years. 

The race is on between Asian-based hotel 
companies — mainly from Hongkong or 
Japan — and big international hotel manage- 
ment chains, most of which originate in the 
US, to claim the disposable dollar of the re- 
gion’s travellers. Despite concern that par- 
ticular markets may overbuild — for example 
Hongkong and Bangkok — the market is 
growing so rapidly that almost everybody in 
the hotel and tourism industry thinks they 
stand to win. 

“This is the fastest growing part of the 
world, and within that the hotel industry is 
probably the fastest rising sector,” said Ad- 
rian Zecha, head of a Hongkong-based com- 
pany that recently bought the Southern 
Pacific Hotels Corp., a chain of three- and 
four-star hotels and motels in Australia, New 
Zealand and the South Pacific. 

Typical of the bullish outlook of most of 
the industry, Zecha said Southern Pacific 
would double the number of properties 
under management or ownership from its 
current 48 to about 100 within five years. 

The region’s hotel boom is the result of 
dynamic economic development in a dozen 
countries, which has rapidly increased in- 
bound business and tourist travel by North 
Americans and Europeans, who tradition- 
ally made up the industry’s main customer 
base. 

Just as important is the appearance of mil- 
lions of travellers from the newly affluent 
middle classes of East and Southeast Asia. Ja- 
panese tourists in particular are flooding the 
international airways. And there is more to 
come, if the Japanese Government's "10 mil- 
lion" plan achieves its aim of doubling the 
number of outbound tourists between 1987 
and 1992. 

Outbound travel from Taiwan has grown 
by leaps and bounds as well, with an in- 
crease last year alone of about 60%. South 
Koreans, still insignificant regional and inter- 
National travellers, are also set to travel in 
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government's lifting of restrictions on over- 
seas travel in January. 

In fact, hoteliers' biggest worry is the 
strain that the rapid rise in the number of 
travellers is placing on the region's airports 
and airlines. The question is simply, will 
tourists and business travellers be able to 
reach their destinations? 

An aviation study by London stock- 
broker James Capel forecast a 10-12% annual 
rise in passenger traffic in the region through 
1995, but only 9% growth in capacity. Severe 
congestion is expected to appearin particular 
routes, especially Hongkong-Japan, and at 
Hongkong, Sydney and Bangkok airports. 

Consultants employed by the Hongkong 
Government have said Kaitak airport will 
reach saturation some time between 1992 
and 1996, depending on what short-term 
measures are adopted. Moves to build a new 
airport on reclaimed land in Hongkong har- 
bour are moving ahead at a glacial pace, and 
there likely will be no new facility before 
2000. Tokyo is another key bottleneck. 

Airlines are under pressure as well. In 
part this comes from a bigger-than-expected 
rise in air traffic. But another problem is due 
to restrictive practices by some of the region's 
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INDUSTRY 


flag carriers, who allow parochial interests 
“to take undue precedence over those of the 
market and consumers,” as Singapore Air- 
lines’ deputy managing director Michael Tan 
told an Asean tourism forum last month. 

Most of Hongkong’s cash-rich hotel com- 
panies are looking first to North America and 
Europe for expansion opportunities. Indeed 
they must go elsewhere, if they want to 
grow, because Hongkong is saturated. Prop- 
erty prices are reaching near-Tokyo le 
and the hotel sector is already braced f 
47% increase in the number of rooms by the 
end of 1991. 

One motivation to look beyond the re- 
gion for growth is to strengthen, or in the 
case of newer groups, to establish their inter- 
national credibility. Another is to gain an 
overseas marketing and sales base for fun- 
nelling customers back into existing and 
future Asian properties. 

This goes for the five-star operators 
whose hotels consistently feature in the in- 
ternational “world’s best hotel" rankings — 
for example, the Oriental in Bangkok and the 
Mandarin in Hongkong (both owned and 
operated by Hongkong-based Mandarin 
Oriental); the Hongkong Regent, which is 
managed and partly owned by Regent Inter- 
national; and Hongkong and Shanghai 
Hotels’ Peninsula Hotel. 


t also goes for their less-elegant cousins 

like New World Hotels, Park : 

Hotels, and Regal Hotels. These _--. 

panies are seeking to make their names 
known through acquisitions in North 
America and Europe, which, they say, will 
be followed by further expansion in the Asia- 
Pacific region. 

As a result, there has been considerable 
deal-making over the past year or so, as 
Hongkong hotel companies bought a series 
of major overseas hotel groups and indi- 
vidual properties. 

“Our ultimate objective is to have most of 
our hotels in the Asia-Pacific, but first we 
need a strong international base from which 
we can provide a strong sales and reserva- 
tions backup for our Asian properties,” said 
Kenneth Mullins, senior vice-president at 
Park Lane Hotels International, which has a 
licensing and marketing agreement with 
Radisson Hotel Corp. of the US, which man- 
ages more than 170 properties in North 
America and Europe. 

The international chains, in contrast, face 
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he major international chains 


and Europe. Asa result, they are making the 
Asia-Pacific region their main priority. 

Their presence here is not new, of course. 
Hilton International was the first to recognise 
the region’s potential when it opened hotels 
in Hongkong and Tokyo in 1963, followed 
quickly by properties in Taipei and Manila. 
The regional presence has since grown to 23 
hotels, with three more under construction. 
Inter Continental also arrived in the region in 
the 1960s, but its growth later foundered 
with management turmoil and ownership 

ges. 

.. was not until the mid-1970s that the 
other international chains followed. These 
included Sheraton operating in its own right, 
now with 34 hotels under its management; 
Holiday Inn International, with 32 proper- 
ties; Hyatt International, which has 36 hotels 
in the region, and Westin. 

Today, latecomers like Marriott and 
Ramada, plus the well-endowed Japanese 
chains Nikko and ANA are piling into the re- 
gion. Industry observers say they are under- 
cutting their better-established rivals by of- 
fering to accept lower-than-usual manage- 
ment fees from hotel owners. The danger for 
them is that in the most overbuilt markets — 
particularly Hongkong and Bangkok — they 
could be vulnerable to a downturn in occu- 
pancy rates, in what remains a cyclical indus- 


Under these circumstances, companies' 
expansion hopes will depend on how well 
they tailor their product to a particular area or 
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"destination resorts" — is increasingly be- 
coming the norm for Asia. 

Executives looking for locations to place 
those products are focusing mostly on Aus- 
tralia and Southeast Asia. The flood of free- 
spending Japanese tourists pouring into 
Australia, in particular, has given its hotels 
the best increase in profit margins of any in 
the Asia-Pacific region. In 1987, income be- 
fore fixed charges for hotels in Australia rose 
a striking 5276 over the previous year, ac- 
cording to a study by Pannell Kerr Forster, an 
international travel and tourism consul- 
tancy. | 
And when 1988 figures become available, 
similar buoyancy is expected. For Southeast 
Asia, the corresponding figure for 1987 was 
33%, compared with 13% for East Asia and 
1976 for the entire Pacific Basin. 


he consensus is that the four larger 

Asean nations — Thailand, the 

Philippines, Malaysia and In- 

donesia — still have alot ofroom for 

growth. Even Thailand, which shocked itself 

along with everybody else in the industry 

with the extraordinary success of its 1987-88 

Visit Thailand promotion, still has plenty of 

underdeveloped areas outside Bang- 
kok. 

Heartened by — and perhaps alittle envi- 

ous of — Thailand's fortune, other 


Asean countries have adopted the Thai stra- 


tegy of mounting a concerted promotional 
campaign by national tourism boards, air- 
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Malaysia in 1990 and Indonesia in 1991, each 
country will mount its own campaign in the 
international media and at travel industry 
conventions. Then, in 1992, the six-nation 
grouping will mount a “Visit Asean Year.” 
The coordinated approach is designed to 
minimise the potential for internecine tour- 
ism competition. 

For their part, the intenational chains are 
looking first to plug any gaps in their pre- 
sence in the capital cities of Southeast Asia. 
Once this is accomplished, the strategic plan- 
ners’ gaze will turn to secondary cities: 
Penang and Ipoh in Malaysia, Surabaya and 
Medan in Indonesia, Cebu and Davao in the 
Philippines, and Chiang Mai in Thailand. 

Thus, Sheraton is planning up to 20 three- 
star inns throughout Indonesia. Three con- 
tracts have been signed already for proper- 
ties in Bandar Lampung, Bandung, and 
Semarang owned by the Rajawali group of 
Jakarta. The target is the Asian businessman 
on a restricted travel budget who nonethe- 
less want international-class service, the 
company says. The same concept may even- 
tually be extended to Australia and China. 

Hongkong-based New World Hotels is 
aiming for the Overseas Chinese market, not 
only in Southeast Asia, but also in North 
American cities like Toronto and San Fran- 
cisco. Director Stewart Leung said new prop- 
erties in these areas would complement the 
company’s existing network in Hongkong 
and China. “We would like to offer a whole 
package for Chinese travellers,” he said. 
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four-star market. Most of the 50 hotels the 
company hopes to establish during the next 
five years will be in this region, according to 
Zecha. 

These seemingly grandiose plans will be 
helped by the rise of Japan and Taiwan'sout- 
bound tourism, which is a bonanza for mid- 
dle-market hotels. These travellers are the 
main reason why this is the fastest growing 
sector of the whole hotel industry. "Japanese 
and Taiwanese travellers are oriented more 
towards three-star hotels," said an industry 
analyst in Hongkong. "They want to spend 
money on Guccis, not hotel rooms," he said. 

In the five-star sector, Singapore-based 
Shangri-La International is building two 
hotels in Manila, one in Hongkong, expand- 
ing its Bangkok property, and has taken over 
a resort in Kota Kinabalu, Malaysia. 

Resort development is becoming popular 
elsewhere as well, especially for the interna- 
tional chains. Bali, the southern Thai island 
of Phuket and, eventually, Cebu, in the cen- 
tral Philippines, are all believed to have good 
development potential. 

Although Bali is hardly a new destina- 
tion, rapid development has only become 
possible in the past two years since the In- 
donesian Government and Garuda Indone- 
sian Airways increased the number of direct 
flights to the island from other regional 
centres. Thus, Hyatt is building its second re- 
sort on the island and Sheraton its first. A 
number of other deals are currently under 
negotiation, according to hotel industry con- 
sultants. 


huket is also experiencing a hotels 

boom — but the island is in danger 

of becoming a lesson in the dangers 

of unplanned development. Un- 
controlled commercial sprawl and in- 
adequate spending on basic infrastructure, 
such as sewerage and other pollution con- 
trols, can destroy the natural beauty that at- 
tracts tourists in the first place. 

^Hotel owners and operators are often 
good at promotion, but short-sighted when 
it comes time to spending money on infra- 
structure," said Robert Stiles, aregional travel 
industry consultant for Horwath & Horwath 
Asia Pacific in Hongkong. Bali’s Kuta Beach 
and Pattaya, on Thailand’s west coast, are 
two good examples of a ruined environ- 
ment, while both Phuket and Koh Samui, a 
smaller island off Thailand’s east coast, are 
both in danger. 

Expansion in the hotel industry is not 
confined to the well-known chains — dozens 
of relatively small property developers and 
other businessmen are emerging in Hong- 
kong, Bangkok and other centres, with one- 
hotel deals, which mostly cater to economy 
travellers, especially Asians. The allure is not 
just one of cash, but also a certain ego gratifi- 
cation that comes from owning your own 
hotel. “There is a certain glamour to the hotel 
hiisiness that gives it a lot of appeal for busi- 
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formerly general manager of the Peninsula 
Group and now head of his own firm, Hong- 
kong-based Swiss-Belhotel Management. 

It is precisely the tremendous number of 
new hotel projects coming off the drawing 
boards these days that raises fears in some 
circles of a crunch still to come — though 
these cautious voices are still in the minority. 
“Given the current pace of building, practi- 
cally every city in the region is going to be 
overbuilt within one or two years,” said 
David Archibald, Sheraton’s Asia-Pacific di- 
rector of operations support. 

Bullish conventional wisdom tends to ig- 
nore past unhappiness resulting from the in- 
dustry’s cycles. Singapore has only just re- 
covered from a disastrous downturn in 1983- 
86 that was triggered by overbuilding and a 
slower-than-expected rise in tourist arrivals. 
Kuala Lumpur is still suffering from a prop- 
erty and hotels glut that hit in 1984. 
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ternational business cycles, the hotel indus- 
try is uniquely susceptible to political up- 
heavals. The Philippines is only now begin- 
ning to overcome the negative images 
caused by the downfall of Ferdinand Marcos 
in 1986 and the instability that has plagued 
the country ever since, industry observers 
say. 

Probably no hotel industry is more vul- 
nerable than Hongkong’s, which has pros- 
pered up to now by keeping the supply of 
rooms down — and consequently enjoyed 
average occupancy rates of 80% and more 
every year for the past decade. Besides hav- 
ing the current surge in hotel construction to 
worry about, Hongkong must depend on 
China for its future wellbeing. Some 60% of 
all visitors to China start or finish in the terri- 
tory. If China falls apart will the tourists still 
come to Hongkong? This question causes 
sleepless nights for more than a few of the re- 
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INDUSTRY 2 


Gilded palaces set a global standard 


Asian style sells 


ing Rolls-Royces are emblems of 

Asia's high quality hotel industry. Far 
from detracting from the bottom line, the 
elegant finishings at the gilded palaces on 
Hongkong harbour, Bangkok's Chao 
Phraya river and Singapore's Orchard Road 
are seen as a key factor in making Asia's hotel 
industry the world's most profitable. 

The unique combination of glamour and 
sound returns resulting from low overheads 

high room rates has made hotels the di- 
--.ification vehicle of choice for growing 
numbers of Asian magnates. Hongkong’s 
Cheng Yu-tung and Lo Yuk-sui, Malaysia's 
Robert Kuok and Singapore's Lien Ying 
Chow are among the many real-estate de- 
velopers and financiers attempting to build 
international hotel groups from an Asian 
base. They join long-established Asian 
hoteliers like Hongkong and Shanghai 
Hotels (HSH) and the Mandarin Oriental 
Hotel Group in attempting to set new global 
standards. 

Increasingly affluent Asia has also at- 
tracted North American-based  power- 
houses like Marriott, Ramada and Westin, 
which are flooding in to join the long-estab- 
lished Hilton International, Inter Continen- 
tal, Sheraton, Hyatt and Holiday Inn chains. 
Japanese firms like Nikko Hotels and ANA 
Hotels are also eyeing regional expansion. 

The result is an unprecedented flurry of 
new hotel openings, rising competition and 

damental change in the way hotel man- 
agement contracts are structured. Unlike in- 
ternational chains, Asian hoteliers generally 
want to hold equity in the property they 
manage. For them, the risk of putting up 
more capital to win a hotel contract is far out- 
weighed by the potential gain of appreciat- 
ing real-estate prices. Their vigorous bidding 
has helped to push up land prices in Asian 
cities like Hongkong and Bangkok. 

For the time being, few analysts fear the 
implications of the rising risk profile of the 
industry. Despite infrastructural limits to 
growth and the potential for excess capacity, 
say analysts, demand should stay at a high 
enough level for all but the most incautious 
io survive a downturn. 

Ever since Conrad Hilton in the 1930s de- 
veloped the concept of a business devoted 
;olely to operating hotels, hotel manage- 
nent companies have been steady, low-risk 
»rofit spinners. In exchange for providing a 
rotel owner with advice on setting up a 
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P olished brass, crisp linen and gleam- 


ment firm would be paid based on a formula 
that has come to be comprised of a small per- 
centage of revenues plus an "incentive" fee 
of a percentage of gross operating profits. 
Additional fees would accrue to the manage- 
ment company to cover advertising costs 
and room reservation systems. 

Companies like Hilton and Inter Conti- 
nental, two of the earliest to enter the Asian 
market, did not have to settle for this mix in 
the beginning; they demanded — and got — 
from the owners a cool 33% of the profits. 
With terms like these, few of the interna- 
tional chains wanted to own equity in a pro- 
ject. “The key issue for the management 
companies has always been that the more 
cash you tie up in a particular deal, the less 
expansion you can afford elsewhere,” ex- 
plains travel consultant Robert Stiles, a direc- 
tor at Horwath and Horwath Asia Pacific. 
The fewer the properties, the less name rec- 
ognition and the smaller the fees a company 
could command. 

In the 1970s, the first period of major 
chain expansion in the region, Hilton, Holi- 
day Inn, Hyatt, Intercontinental and Shera- 
ton captured most of the prime property. 
They saw the addition of new hotels asa way 
to add value and reduce regional overheads. 
Some, like Sheraton and Holiday Inn re- 
sorted to franchising, a less lucrative but 
more expedient expansion route they would 
later come to regret. The hotel owners saw 
the chains as partners they could trust and 
names they could borrow against if they 
needed financing. While the fees offered by 
owners stiffened over time, a hotel operator 
could still count on getting 2-3% of revenues 
and 7-10% of gross operating profit. 

The few early Asian-based companies 
were more select in their expansion, both be- 
cause they were smaller and because they 
wanted a direct stake in their properties. 
Mandarin Oriental, controlled by Hong- 
kong's Jardine Matheson, and the Kadoorie 
family’s HSH, made alliances with wealthy 
Southeast Asian developers, but left some 
key cities like Tokyo and Seoul as well as 
secondary destinations, to the chains. 

Two key factors brought an end to the 
dominance by the major US chains. The first 
was that hotel owners moved up the learn- 
ing curve. Realising how profitable running 
a hotel could be — year-on-year increases in 
revenue were 30% or more in some cities — 
they either kicked out the management 
chain or demanded contract concessions. 

Hilton, for instance, was ousted from one 
of its Tokyo properties byo owner r Tokyu 


the owner, Li Ka-shing’s Cheung Kong 
Holdings, insisted that the chain provide 
US$6 million for property renovation before 
it would agree to renew the contract. Asian- 
based companies were not immune either; 
shipping tycoon Sir Y. K. Pao formed his 
own company to manage three hotels that 
had been run profitably by HSH until 1986. 
The tougher stance taken by owners was 
buttressed by the huge increase in their buy- 
ing power. The mid-1980s' appreciation of 
the yen has allowed the Japanese to gain a 
critical mass in the hotel business almost 
overnight by purchasing US chains. 
Exponential increases in property values 
have also been a factor, especially in the 
growth of Hongkong-based companies. 


The banks are quite aggressive in lending . ae 


for hotel deals,” says Kenneth Mullins, 


senior vice-president of Park Lane Hotels In- = 


ternational, itself the offshoot of a Hongkong 
property empire. “The game is to revalue 
your holdings and borrow against them.” 


T he path many fledgling Asian hotel 


operators are seeking to follow. ap- 

pears to have been trodden first by 
Regent International, a company started in 
1974 by American hotelier Robert Burns, first 
with backing from Tokyu and more recently 
from Japan's EIE Development Co. Combin- 
ing the top-class service of Asia's finest with 
the marketing savvy and corporate finance 
skill of the US chains, Regent moved quickly 
to establish five-star properties in key Asian, 
North American and European gateway 
cities. Burn's widely mimicked idea has been 
to lure young, big-spending business travel- 


lers as they flit from one financial centre to 


another. 

But while Regent established its 
beach-heads on a selective basis — an ap- 
proach being replicated by other up-market 
chains like HsH and Mandarin Oriental — a 
more common strategy pursued by Asian 
companies has been to snap up global mar- 
ket share wholesale. 

The Japanese pioneered this. In 1987, 
construction company Aoki Corp., together 
with Robert M. Bass Group Inc., paid US$1.4 
billion for Westin Hotel Co. Last October, 
Seibu Saison Corp. bought Inter Continental 
Hotels from London-based Grand Met- 
ropolitan for US$2.3 billion. 

Hongkong companies, depending on 
their size, have leaned towards the selective 
approach followed by Regent or the large- 
scale purchases favoured by the Japanese. - 
AIL like Regent, emphasise their Asian roots, 
which they believe have come to be 
synonymous with quality. And all see a 
North American foothold as vital to success. 

Pao's World and Wharf Groups followed 
the Japanese pattern by purchasing the US 
Omni International chain in July 1988 for 
HK$1.05 billion (US$134.6 million). So, too, 
has former Regent deal-maker Adrian 
Zecha. His listed William Hunt Holdings 
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Hotels, which then managed 44 hotels in 
Australia and New Zealand, last year for 
A$540 million (US$471.6 million). Zecha has 
plans to expand the Southern Pacific net- 
work throughout Southeast Asia. World and 
Wharf intend to combine their Asian proper- 
ties under the Omni banner. 

Others are attempting to chart a middle 
course of expanding quickly through al- 
liances, while at the same time avoiding the 
dilution of a quality image. Regal Hotels’ 
purchase last year of 51% of Aircoa, a US 
hotel-management company, and an al- 
liance between Park Lane International and 
the US-based Radisson Hotel chain, are 
examples of this approach. According to 
Regal senior vice-president Fred Fernandes, 
only the best of Aircoa’s 155 North American 
properties will be renamed Regal. 

In the case of Park Lane-Radisson, the al- 
liance will allow Park Lane to tap into the 
huge marketing network of Radisson’s par- 
ent, Carlson Travel, a major US travel-ser- 
vices firm. For its part, Carlson will see its 
Radisson name spread to Asia in the hands 
of an operator which runs one first-class 
Hongkong hotel and claims to have the po- 
tential to do more. 

Still other fledgling chains — as well as 
some evergreens like Sheraton and Hyatt — 
are taking a somewhat different tack in rec- 
ognition of the Asian market's maturing pro- 
file. They are concentrating on specific mar- 


ket niches or on a specific geographical area. 

With the playing field growing increas- 
ingly crowded, contract terms for hotel man- 
agement companies are becoming finer. The 
US-based Marriott chain, for instance, is will- 
ing to manage its new Hongkong hotel solely 
for asmall percentage of gross operating pro- 
fit, a practice avoided by all in the past. In ad- 
dition, some owners are demanding that the 
management company come up with loan 
financing for a project or subordinate its fees 
to debt servicing as the hotel becomes opera- 
tional. Virtually all developers now demand 
an equity investment. 


egional start-ups such as New World 
R and Marco Polo appear to be willing 

to offer harrowingly competitive 
terms on management contracts in order to 
build their networks. Others, which are 
more keen on holding equity in projects, say 
they see the pay-off in the long-term appreci- 
ation of their real estate. “Our real estate in- 
vestment in hotels is more lucrative than the 
rate of return we get on our management 
contracts,” Mullins points out. 

This, of course, is troubling to firms used 
to raking in substantial gains without having 
to put down cash. “Some of the emerging re- 
gional firms are becoming a threat,” acknow- 
ledges Rudiger Koppen, the Holiday Inn In- 
ternational executive who has master- 
minded the chain's aggressive regional pre- 


sence. "They are offering the owners better 
deals on fees and equity." Koppen and other 
industry veterans insist, however, that un- 
dercutting has not yet gone far enou 
make operating hotels in Asia a really ___., 
proposition. The holding of equity, they 
rationalise, could even be a blessing. 

The impression that competition has not 
yet become too cut-throat is reinforced by the 
relative financial health of the companies un- 
dergoing expansion. Few appear to be walk- 
ing a fine line of matching cashflow with debt 
payments. According to Stephen Leung, an 
investment analyst at brokers County Nat- 
West, most regional hotel companies are 
geared at a modest 30%. “Many of these 
companies are sitting on piles of cash,” adds 
Adrian Faure, an investment analyst at 
James Capel (Far East). 

Despite the positive outlook for Asia’s 
hotel industry and the financial caution 
shown by most companies in their expan- 
sion strategies, some experienced operators 
sound a warning note. Sudden downturns 
in markets like Kuala Lumpur and Singapore 
exposed weaknesses in new operatore 
which were not apparent when times 
good. "When you have alot of developers in 
the field, banks willing to provideloans anda 
lot of consultants willing to tell the banks 
what they want to hear, you can go broke 
very easily," says David Archibald, a top 
Sheraton Asia/Pacific executive. " 
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The heady days of China tourism seem to be over 


No honeymoon suite 


into its teens, experienced foreign 

hotel operators are already looking 
back with fond memories to the halcyon 
days of the early and mid-1980s. When the 
Jianguo Hotel, then managed by the Penin- 
sula Group, opened in Peking in 1982, it set 
the standard for international-class service in 
China — and was a big financial success as 
well. 

Its early followers, such as the Lido Holi- 
day Inn and the Sheraton Great Wall in Pe- 
king, and a few other foreign-managed 

Is in Shanghai and Canton, also did well 

oth joint-venture owners and the man- 
agement companies. Occupancy rates often 
ranged above 80%, while room rates were 
high in view of the level of service provided 
by enthusiastic, though inexperienced hotel 
staffs. 

Rapidly rising tourist arrivals during 
those years seemed to point to a rosy future. 
From 1982-85, foreign tourist arrivals almost 
doubled, rising from 764,000 to 1.37 million. 
Foreign travel and hotel industry people felt 
that serious infrastructural deficiencies — 
airport capacity, roads, power supply, 
sewerage, and more — would be solved 
with time. 

But today, the bloom is off China tourism. 
Many of these same people are pessimistic 
about prospects. "China's tourist industry 
has got quite a bad reputation these days," 
said Wing-see Ansley, a hotel consultant 
with Pannell Kerr Forster in Hongkong. 

Last year, foreign tourist arrivals rose a 

‘6%, after averaging 18% a year for the 
pa» five years. If the latest figure is indicative 
of a trend, as most analysts believe, it means 
trouble ahead for foreign hotel ventures in 
China. . 

There is a flood of new hotel projects 
being built or on the drawing boards. This is 
especially so in the major tourist destinations 
of Peking, Shanghai, Canton, and Xian, 
which are already over-supplied. 

Within five years, based on announced 
hotel projects, Peking will have about 20 for- 
eign-managed hotels. Holiday Inn alone has 
three more hotels under construction in the 
capital that are projected to begin taking 
guests in 1990, including one in what 
Rudiger Koppen, the company’s Hong- 
kong-based senior vice-president and man- 
aging director for the Asia-Pacific, called the 
city’s “financial centre.” Asked why he 
wanted so many hotels in Peking, he said: 
“We were offered the opportunities, and if 
we hadn’t accepted, someone else would 


Ell. ^ 


Ithough tourism in China is barely 


In Shanghai, 12 more foreign-managed 
hotels are either under construction or with 
well-advanced plans to join Sheraton, Hil- 
ton, and Nikko hotels already in business. If 
all go ahead, the result will be a 500% in- 
crease in hotel rooms. In Xian, 10 new pro- 
jects will lead to a quadrupling of available 
rooms. The picture for Canton is less critical 
because of the strong demand for hotel 
rooms from Hongkong Chinese. 

And these are in addition to dozens of 
sole Chinese-owned and managed hotels 
going up which, though generally of lesser 
standards, offer serious competition for the 
economy-minded travellers. 

"There's a shakeout coming, and then 
we'll see some wailing and gnashing of teeth 
among some of these companies that should 
make Singapore's situation a few years ago 
look like a tea-party," said another hotel in- 
dustry consultant. 

China's infrastructural problems are get- 
ting worse, not better, in the major cities — 
especially Shanghai and Peking. The na- 
tional airline, the Civil Aviation Administra- 
tion of China (CAAC), remains a symbol of 
bad service and suspect safety standards 
among air travellers. Its reservations system 
is antiquated and chaotic. It also provides far 
too few flights to the key centres of Peking 
and Shanghai, as well as Xian, but blocks for- 
eignairlines from increasing their frequency. 

Shanghai's road and transport network, 


built in the early 20th century, is nearly im- 
passable much of the time; in Peking, for- 
eign-operated hotels in January were or- 
dered to cut back electricity consumption by 
30-40% immediately because of a critical 
shortage of coal for power generation. 

So why is Holiday Inn planning to have 
15 hotels operating around the country by 
1990, while Hongkong-based New World 
Hotels is to add five hotels to the three it al- 
ready has? Or Sheraton, which this year will 
open its fifth hotel (in Xian), with one more _ 
on the drawing boards for two or three years 
from now? 

Two answers: first, all these companies 
are signing management contracts, rather 
than taking equity stakes in the projects. 


Thus, they are practically guaranteed atleast —— 
a modest profit. All expenses for senior ex- — 


patriate staff and other costs are charged to 
the owners’ account, while the management 
company takes its fee off the top, from gross 
revenues. As a result, even when occupancy 
rates dip below 50%, the operator still makes 
money. If there is a profit, then standard in- 
centive clauses will bring an even better re- 
tum. 


proaching it as a long-term investment. 
David Archibald, a senior executive with 
Sheraton Asia-Pacific, said: "We're in it for 
the long haul — like 30 or 50 years." 

Perhaps the main danger is that poor ser- 
vice at these hotels will damage the foreign 
chain's reputation. And in the hotel busi- 
ness, this means a lot. It seems inevitable that 
the shortage of qualified staff now plaguing 
the industry will become more critical, as 
these new projects come on line. 

a Carl Goldstein 
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Japanese hotels cash in on new domestic demand 


A taste for exotica 


apan may be on the verge of its fourth 

post-war hotel building boom judging 

by surveys which show that at least 80 
new first-class hotels will open throughout 
the country before the end of 1991. But this 
boom will differ from the first three which 
focused mainly on the building of hotels by 
integrated owner-management companies 
near central Tokyo. 

Land costs in the capital now account for 
an estimated 80% of the cost of new hotels 
and may soon reach the point where conven- 
tional hotel building projects cease to be via- 
ble, even with occupancy rates of 85-90%. 


Th 2 JV ensure nd. bene be mee ES cn Teed Boe ale msc 


look for projects on the fringes of the capital, 
such as the Urayasu "hotel belt" on the 
northern shore of Tokyo Bay where four 
first-class hotels have opened recently and 
two more are under construction. 


High local development costs are also NS 


forcing the industry to devise new tvpes of 





joint V 'enture to investi in hotel d ev elopmen t. ca ; uS 


Projects in the Urayasu area have mostly 
been based on a three-tier system under 
which the site is leased by the landownertoa. 
joint-venture project company which then 
signs up a hotel company as manager. The 
system has reduced the risks borne by hotel 

operators and managers butis generatingi in- c 


tense competition for some e of the juicier 2s i 
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The second answer is that foreign hotel ot 
operators, like other foreign companies ^ 
doing business in China, say they are ap- ^... 





likely to be a plentiful supply of such con- 
tracts, at least outside central Tokyo. 

Top-dass Western-style hotels in the 
Tokyo area were overwhelmingly depen- 
dent on foreign business until the mid-1980s, 
accounting for as much as 67% of room let- 
tings at hotels. The revaluation of the yen in 
autumn 1985 knocked the bottom out of the 
foreign market in 1986 and 1987 with foreign 
bookings in some cases falling by as much as 
25%. But most hotels managed to compen- 
sate by cashing in on the growing i d of 
ordinary Japanese for hotel life. 

This type of demand should create a mar- 
ket for foreign-managed hotels in the Tokyo 
area (given the increasing taste of Japanese 
consumers for the "exotic"), but foreigners 
wishing to enter the Japanese hotel market 
have to leap some formidable financial and 
administrative hurdles, Owaki said. The cost 
of land, and the fact that most domestic hotel 
companies are in effect “land banks” which 
draw on their own resources is one of the 


A . biggest obstacles to outsiders. 


According to Katsuhiro Goto, a director 
of the Tokyo branch of Horwath and Hor- 


The Japanese companies 


wath, a management advisory company 
specialising in hotels and tourism, the prac- 
tice of Japanese banks of lending to com- 
panies which join hotel operating consor- 


" _ tiums, rather than to the consortium itself, is 


another barrier against foreign entry to the 





: = hotel business. Japanese banks are unlikely 
=>> tolendtoforeign participants as readily as to 
z^. the Japanese partners, Goto suggested. 


Despite the difficulties, Goto believes that 
Japanese owners or operators may increas- 
ingly look to foreign companies as mana- 
gers. The newly opened Sheraton Grande 
Bay Hotel at Urayasu (where Sheraton holds 
the management contract and a 10% stake in 
the operating company)is cited as one exam- 
ple of an apparently successful foreign entry. 

A contract signed by Fujita Kanko with 
Four Seasons of Canada to open a luxury 
hotel on the site of Fujita’s Chinsanzo restau- 
rant complex in northern Tokyo could mark 
another breakthrough in the entry of foreign- 
ers to the Japanese hotel industry. Fujita 
owns the Washington hotel chain, one of 
Japan’s largest, but evidently thought a for- 
eign D would add prestige to the 





The Westin Hotel chain, based in Seattle 
but acquired in January 1988 by Japanese 
construction company Aoki Corp. ae 
another group which may soon enter Japan. 
At the time of its acquisition by Aoki, Westin 
managed six hotels in Asia but lacked a 
foothold in Japan, apart from a reservations 
tie-up with three hotels in the Prince Group. 

Since the acquisition Westin has man- 
aged to secure the management contract for 
a new hotel to be built as a part of a rede- 
velopment in western Tokyo. 


he acquisition of the 99-hotel Inter 
| Continental chain by the Seibu Saison 
group in late 1988 appears less clearly 
designed as a jumping-off point for expan- 
sion in Japan. Saison’s Toshio Ohkuchi says 
the company would like eventually to oper- 
ate “three or four” hotels in Japan in addition 
to the 98 it operates overseas. The main 
reason for the purchase, however, is said to 
have been simply to broaden the base of 
Saison’s retailing and services empire. 
The Saison group’s acquisition of Inter 
Continental has raised eyebrows among 


other Japanese hotel operators who wonder 
whether the acquisition makes sense for a Ja- 
panese company as Inter Continental has no 
substantial Japanese base from which to feed 
customers into its worldwide chain. Yet 
three other Japanese groups are engaged in 
aggressive overseas expansion program- 
mes. Tokyu Hotels International, a member 
of the Tokyu railway and retailing group, op- 
erates 14 hotels outside Japan and says it 
plans to continue expanding at the rate of 
one or two hotels a year. 

Tokyu's strategy is to concentrate on the 
Pacific area in accordance with the wishes of 
the Tokyu group chairman, Noboru Goto, 
whose interest in the region has earned him 
the title "Mr Pacific." The company expects 
Japanese tourists to make up about 30% of 
the clientele of a hotel in Wuxi, near Shang- 
hai, which is due to open this year, and to 
provide roughly 20% of the business in Aus- 
tralia and New Zealand, where three Tokyu 
hotels will open over the next four years. 

Another driving force behind Japan's 
overseas hotel expansion is competition be- 
tween Japan Air Lines (JAL), the national flag 
carrier, and All Nippon Airways (ANA), the 


No. 1 domestic airline which now also flies 
international routes. JAL’s network of 23 
overseas Nikko hotels includes eight that 
have been acquired in the past three years, 
and seems designed to match the airline's 
network, though Nikko president Atsushi 
Goto points out that there still several major 
JAL destinations, such as Bangkok, Singa- 
pore and Los Angeles, without hotels. 

ANA has only six hotels outside Japan but 
Seiji Nakashima, director of the international 
department of ANA Enterprises, "expects" 
to have a network of 50 hotels, including 
franchise agreements, by 1994. 

ANA's competitors in Japan, where the 
company operates hotels in 18 major cities, 
suspect it of using its hotel divisions for tax- 
loss purposes. The two-year-old ANA hotelat 
Ark Hills in Central Tokyo, for example, 
which cost ¥70 billion (U5$541 million) to 
open and was completed after 10 years of ne- 
gotiation with local landowners, is said to 
have been far too costly to be regarded : 
ordinary business investment. 

Nakashima denies this. The Ark Hills 
hotel, he says, began earning a profit in its 





second year, much sooner than the average 
for Tokyo hotels. Outside Japan the com- 
pany expects to benefit by harnessine its 
hotel network to its ABLE computer sy 
used for controlling air services. The opp - 
tunity to set up a single giant computer net- 
work is one reason why diversification into 
hotels makes sense for an airline company, 
Nakashima says. 

Goto describes JAL’s diversification stra- 
tegy as having originally been designed to in- 
crease JAL's passenger traffic, by providing 
accommodation at airline destinations at a 
time when hotel space was in short supply. 
Today hotel developmentis part of a broader 
diversification policy, which includes pro- 
viding jobs for JAL staff. 

The ability to channel large numbers of 
visitors from Japan into strategically located 
hotels helps to explain the speed at which 
both companies have been able to expand 
their businesses. Japanese spending power 
could count for even more after 1993, when 
the completion of three major international 
airport construction and extension projects 
in Tokyo and Osaka releases a new wave of 
tourists onto the rest of Asia. E 
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East-West trade: 
the implications of perestroika 


The winds of change 
sweeping through the Soviet 
Union and the other East 
European countries have 
grown stronger of late. Peres- 
troika is clearly a serious 
attempt to radically overhaul 
society, but if living standards 
are to be raised and the gap 
between economic conditions 
in East and West narrowed, 
then economic relations be- 


tween the two blocs must be 


transformed. In fact, certain 
Eastern nations are already 
seeking to play a more 
active role in world trade 
and the international capital 
markets—a clear departure 
from their traditional philos- 
ophy of self-sufficiency. 

The approach to business 
with the West is also being 
revised. For example, the 
once complete monopoly of 
foreign trade enjoyed by state- 
trading entities throughout 
Eastern Europe has been 
eroded through the decentral- 
isation of decision-making. 
In addition, more financial 
institutions have been author- 
ised to deal in foreign ex- 
change, the eventual goal be- 
ing quasi-convertibility for 
the Eastern bloc currencies. 

Not surprisingly, there- 
fore, Western firms are ex- 
amining their prospects in 
Comecon markets, where the 
prime demand is for capital 
goods to upgrade manufac- 
turing facilities, with a recent 
emphasis on environmental 
protection equipment as well. 
Modernisation is most ur- 
gently needed in light indus- 
tries, especially in consumer 
goods production. Cooper- 


ation with Western firms, 
mostly in the form of joint 
ventures, is being sought 
wherever local enterprises 
stand to benefit from Western 
management expertise. 
East-West trade began to 
revive in 1988, which saw a 
slight rise in Soviet and other 
Eastern European imports; 
export receipts, however, 


dominate. Demand for high 
technology still focuses on a 
very few areas: measuring and 
control devices, electrical en- 
gineering products, pharma- 
ceuticals, and agricultural 
pesticides. Altogether, such 
exports amount to around 
US$3bn, or one-twelfth of all 
OECD sales to Eastern 
Europe. Demand is also quite 
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Data for the first half of 1988. — Source: OECD. 


remained low, due to weak oil 
prices. The EC accounts for 
about two-thirds of all OECD 
trade with European Come- 
con countries, with Japan and 
the U.S. claiming only rela- 
tively minor shares, and the 
advent ofthe Single European 
Market will further expand 
the Community’s role in East- 
West trade. 

Energy exports comprise 
around three-quarters of 
Soviet sales to the West 
and about two-fifths of the 
Comecon countries’ total 
export earnings. Among 
Eastern purchases from the 
West, finished goods pre- 
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West ($ 2,107m) 


Germany 


Other EC 


Japan 


Others 


brisk for the traditional types 
of machinery, which increas- 
ingly utilise electronic com- 
ponents. Conversely, Eastern 
exports to Western countries 
contain only a modest—yet in- 
creasing—proportion of fin- 
ished goods. The six Euro- 
pean Comecon countries, as 
a whole, are net food ex- 


porters. While the Soviet 
Union is not, its current 
drive to improve agricultural 
productivity should eventu- 
ally reduce its reliance on 
food imports, and especially 
those of grain. 


Western qualms 


Fears on both sides that 
East-West trade could lead to 
strategically undesirable de- 
pendence in key areas have 
proved unfounded. For in- 
stance, the Soviet Union has 
not captured an inordinately 
large share of the West Ger- 
man natural gas market, nc 
have Western grain sales bee 
large enough to translate into 
political leverage. 

As glasnost gains ground 
in the Eastern bloc, debate 
will increase in the West on 
removing restrictions on East- 
West trade. This raises sensi- 
tive issues in trade and secur- 
ity policy. The EC Common 
Agricultural Policy restricts 
food imports and the inflow of 
some products, such as steel 
and textiles. And there is also 
the question of whether ex- 
ports of certain advanced tech- 
nologies to Eastern bloc 
countries should be allowed. 

Nonetheless, while East- 
West trade will remain more 
political than commerce be- 
tween other parts of tl 
world, many new opportun 
ties should arise for ex- 
panding economic ties; 
ideally, such improved links 
should take in shared cultural, 
scientific, and educational 
exchanges as well. In the long 
run, the good will thus gener- 
ated should also affect the 
East-West business climate. 
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SHROFF 


The jail-bait offence 


ubai-based Non-Resident Indian 
(NRI) takeover king Manu Chhab- 
ria may not have managed quite 
yet to lock up control of Bombay 
construction giant Gammon India, but he 
succeeded at least in having the company's 
chairman, James Bates, jailed. The hapless 
Bates was hauled out of his room at the plush 
Taj Mahal Hotel and charged with siphoning 
off profits from Gammon's overseas con- 
tracts into Swiss bank accounts, in contra- 
vention of Indian foreign-exchange controls. 

Freed on Rs 5,000 (US$197) bail, Bates lost 
notme in branding the charges (brought by 
¿o named Gammon shareholder) part ofa 
' 1uauCious, slandering campaign to unsettle 
the management" of the Rs 1 billion-a-year 
turnover company. He claimed the 42-year- 
old raider had warned him in advance, 
gangster-style, that any resistance to the 
takeover would be met with "roughshod tac- 
tics.” 

It could get worse before the company’s 
annual general meeting, postponed by the 
Supreme Court until 2 March to give both 
sides time to mop up proxies. The wrangle 
began with a split in the founding Gammon 
family. One Gammon scion threw his 12% 
stake behind Bates and managing director T. 
N. Subba Rao, while another young Gam- 
mon sold a 13% stake to Chhabria for £1.4 
million (US$2.4 million). 

Chhabria has reportedly gone on to 
garner an additional 17% from the market. 
Despite the Gammon management's heel- 
dragging about the transfer of these shares, 
( bria is entitled to enjoy their voting 
r , according to the Supreme Court rul- 
ing. To make sure the share mobilisations are 
all above board, all proxies will have to be 
submitted a couple of days before the meet- 
ing to retired justice Y. C. Chandrachud, 
whom the court named to chair the meeting 
in lieu of Bates. | 

Meanwhile, Chhabria has a flying squad 
of 150 persuaders canvasing proxies door-to- 
door, while Bates and Subba Rao — barred 
by the court from using company funds for 
anti-takeover advertisements — are mount- 
ing a direct mail defence. 

With Gammon in his fold, Chhabria's re- 
cent acquisition of General Electric's local 
contracting subsidiary might make more 
sense. As it now stands, Genelec is the only 
engineering company in the Rs 10 billion 
Chhabria empire. But, with a construction 
company in the group, there might be more 
synergy. 

Chhabria’s pyramiding technique has at- 
tracted numerous NRI and Indian imitators. 


make it possible. For one thing, sharehold- 
ings in Indian companies are so diffuse that 
raiders can gain effective control with rela- 
tively modest stakes, as long as they enlist 
the cooperation of the government financial 
institutions which comprise the swing vote 
on many boards. 

At the same time, the enforced 60% “indi- 
ginisation" of foreign-owned companies in 
1973 has still left sizeable holdings in the 
hands of offshore investors whose interest 
has gradually waned now that their Indian 
ventures have been relegated to mere “af- 
filiate” status. Many of these foreign stakes 
are now up for sale en bloc, well beyond the 
glare of Indian publicity. 


if foreign disinvestment has spurred 
takeover mania in India (with the attendant 
speculative swings in share prices), the Fi- 
nance Ministry's capital market regulators 
count on a spurt of new foreign investment 
— this time on a portfolio, rather than a 
promotional, basis — to provide the anti- 
dote. 

Foreign funds should not only stabilise 
but also augment the capital market, officials 
hope. India's worsening offshore credit 
crunch dictates that, for private-sector firms 
at least, equity rather than debt will have to 
be the chief source of incremental hard-cur- 
rency funding for some time to come. 

Convertible debentures by such blue- 
chip companies as Reliance Industries or 
Tata Steel are expected to lead the way, with 
issues in the US$200 million range en- 
visioned later this vear on European ex- 
changes. The sticking point so far is how to 
structure these instruments to insulate In- 
dian companies from takeover bids from 
abroad. Not that the blue chips, with their 
multi-billion rupee capitalisations, have 
much to fear. But official qualms about eco- 
nomic sovereignty must be allayed. 

One widely circulated proposal would 
have the foreign-issued bonds convertible 
only into a special class of non-voting shares. 
Such scrip might not be expected to capture 
the attention of a market increasingly domi- 
nated by raiders and speculators, but, by the 
same token, they would be spared the full 
brunt of downside swings. Nor would it nec- 
cessarily be a bad thing to ballast the Indian 
bourse with some less-volatile stock. 

But — justly or not — foreign institutional 
investors have so far greeted with a yawn the 
government-backed mutual fund products 
designed to let them buy the Indian market 
as a whole. How much less likely are they to 
snap up the shares of individual firms within 


Direct investment, too, is being wel | 
comed with a new warmth. To signal its re- | 


ceptivity to multinationals, New Delhi has 
bent over backwards to accommodate its old 


bugbear, Coca Cola Inc. Coke flounced out | 


of the country 12 years ago rather than meet 
Indian demands that it take on alocal partner 
with whom it must share its secret soft drink 
concentrate formula. 

Now the multinational will be allowed to. 


make the concentrate in a wholly owned | ^. 


subsidiary set up in a free-trade zone near 
New Delhi. And, under recently amended 
rules, 25% of the plant’s output can be sold in 
the hot, thirsty and teeming Indian market. 
Coke's total outlay will be only US$3 million. 

That is a far cry from the US$17 million 
worth ofinvestment pledged by Coke's arch- 
rival, US-based Pepsico, for a toehold in the 
same market. 

Pepsi, which is not operating with duty- 
free import privileges, had to take on a 50% 
export commitment, diversify into a whole 





range of processed foods, set up an agricul- | 
tural research centre, take on a public-sector | 


partner, base itself in the terrorist-bedevilled 
state of Punjab and even then it will not be al- 


REGISTERED TRADEMARK 





lowed to use its internationally recognised 
brand name. And thev faced a three-year 
lobbying battle, fending off charges of Cen- 
tral Intelligence Agency backing and other 
such twaddle. 

But concentrate sales alone are not the 
main prize for Coke. The real profits come 
from the distributing company, in which the 


multinational has reportedly arranged to | 
take a 40% stake in the name of New York- | 


based NRI clothier Mohan Murjani. The ruse 
is needed because Indian rules bar foreign 
participation in pure trading ventures. Mur- 
jani's rumoured quid pro quo: concessions 


on the continued use of the Coke logo in his | 


high-fashion togs. And the attraction for 
Coke? One merchant-bank study of the com- 
pany's pre-1977 operations in 


imported concentrate was nearly 100-fold. 
There is monev to be made in fizz. 


——————— 
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suggested that the distributor's mark-up on | 
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BANKING 


Change ts no worry for one South Korean bank 


A long-term reward 








By Mark Clifford in Seoul 
F or many years South Korea's financial 





system has been a mess. But a 

buoyant economy is changing all this, 
lifting the weight of bad loans from the bank- 
ing system. Deregulation is beginning to rip- 
ple through the once cosseted financial sys- 
tem, too. 

While some non-bank financial institu- 
tions are eager to cash in on the new era, 
most commercial bankers are worried about 
shrinking profits from lower interest rates 
and smaller margins. One exception is the 
Korea Long Term Credit Bank (KLB). It looks 
well poised to take advantage of the turmoil 
that is set to sweep the country's financial 
system. 

South Korea's banks have usually taken 
their marching orders from the government. 
The Ministry of Finance (MOF) has shuffled 
banking officials like playing cards, and 
major credit decisions have been the govern- 
ment's prerogative. The result: most banks 
have been saddled with bad loans, though 
backed by an implicit government guarantee 
that they would not be allowed to go broke. 
South Korean banks now have an estimated 
Won 6 trillion (US$23.53 billion) in bad loans 
and emasculated credit departments that do 
not know how to evaluate loan quality. 

KLB managed to escape this sort of gov- 
ernment interference, despite being set up in 
1967 as a development bank to funnel for- 
eign capital to South Korean enterprises. It 
owed much of that autonomy to the almost 
20% share that the World Bank put up for the 
initial equity and a series of safeguards which 
it set up to guarantee independence in mak- 
ing loans. But management spunk helped 
too. A popular story in Seoul has it that 
former president Park Chung Hee asked the 
bank's top management what the govern- 
ment could do to help out. "The best help is 
no help at all," came the reply. 

Development banking, with its reliance 
on continued inflows of foreign capital, 
looked like a business without a future as a 
seres of huge investment projects were 
wrapped up in the late 1970s. So KLB, casting 
around for a new mission, turned to the 
domestic market, which now provides 60% 
of its funds. Along the way, the World Bank 
sold off its stake in KLB to foreign banks. 

In recent years, KLB has been diversifying. 
It acquired controlling stakes in a short-term 
finance company and a leasing firm during 
the 1970s. It set up a credit-card subsidiary in 
1987 and entered the asset-management 
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ceived permission to manage trust accounts. 
KLB hopes to pull in Won 300 billion in trust 
funds in 1989. With a projected growth rate 
of 30% a year, trust funds can be lucrative — 
fees average 1.4% of assets annually. 

More diversification may come. KLB is an 
adviser to some foreign development banks 
and may take an equity stake in some of 
them. Its Hongkong office will begin solicit- 
ing deposits soon and the bank hopes to help 
South Korean firms investing in Southeast 
Asia and China. “We are always trying to di- 
versify the scope of our business,” says presi- 
dent Hahm Tae Yong. "One big area left 
[domestically] is insurance." 

The scramble for new business stems 
from the changes sweeping through the 
South Korean financial sector. The past three 
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years have seen cumulative current-account 
surpluses of US$30 billion and the country is 
set to become a net creditor this year. In the 
past, it used to be enough for bankers to sim- 
ply dole out loans, since demand for credit al- 
ways exceeded supply. 

Now, interest rates are set to fall sharply 
in the next few years — a result of abundant 
liquidity brought about by the huge current- 
account surpluses — unless the economy 
hits any unexpected snags. Bank profits will 
then come from controlling and managing 
the growing pool of financial assets, espe- 
cially in fee-based services like the trust busi- 
ness. “The [South] Korean economy has al- 
ready entered the age of excess capital," says 
KLB director Oh Sei Jong. "Under these cir- 
cumstances the conventional banking busi- 
ness has some limits." 

So far those limits are not obvious. The 
bank's profitability has increased every year 
since its founding. Earnings last year suree4 
63% on the strength of an increased c; | 
base, more fee income from tradere | 
business and asset growth. Hahm expects 
earnings to grow 15-20% a year for the next 
few years, though he says that declining 
interest rates are likely to narrow spreads 
and put some pressure on earnings. 

The bank also has to be careful to control 
expenses, which are rising rapidly as a result 
of diversification. A Won 2 billion expansion 
plan is expected to nearly double the branch 
network from 11 branches to 20by the end of 
next year. While KLB will remain essentially a 
wholesale bank, relying on sales of large-de- 
nomination debentures for most of its fund- 
ing, the larger branch network which is 
targeted to scoop up trust business poses a 
new set of challenges. 

Moreover, the financial services field is 
crowded with new entrants. Two joint-ven- 
ture banks, Shinhan and Koram, have been 
set up in recent years, and are bringing a 
more competitive spirit to the local bar '^- ~; 
scene. On 1 February, the MOF issu 
cences for a number of new banks and short- 
term finance companies. The new institu- 
tions, of course, will be unencumbered by 
the bad loans and institutional constraints 
which have hobbled the nationwide banks. 

There is no question that KLB has the fi- 
nancial resources for expansion. The bank 
has a pile of hidden assets in the form of 
equity investments in a number of com- 
panies, including Samsung Electronics, 
Goldstar and car makers Kia and Hyundai. 
The shares are carried on the bank's book at 
their cost of Won 60 billion, while the market 
price at end-1988 was about Won 200 billion. 
In comparison, the bank's shareholder 
equity, after a large capital increase, was 
Won 225 billion. 

The test for KLB will come in manage- 
ment's ability to manage growth into new 
fields at a time of rapid change in the South 
Korean financial sector. But if the experience 
of the past 20 years is any guide, the bank 
looks set to prosper from the changes. E 
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Manila has reached an accommodation with the IMF 


Strings attached 


Ny Jose Galangi in Manila 
T° agreement reached in early Feb- 





ruary by the Philippine Government 

with the IMF on the framework of a 
JS$1.3 billion credit package over 1989-91 
'uts back on track Manila's drive to find sub- 
tantial external financing to support a 
pending programme aimed at expanding 
he economy by 6.5% a year. 

The IMF financing, the terms and condi- 
ons of which will be worked out in another 
neeting late this month, is only the first hur- 
| hat Philippine negotiators need to 
icyvuate. Next to be won over are the New 
'ork-based advisory committee represent- 
1g the country’s 483 commercial bank cre- 
itors, and the Paris Club of bilateral and 
qultilateral official-assistance sources. 

The negotiations also have implications 
x a "mini-Marshall Plan" which will in- 
olve the country's major trading partners 
nd international financial institutions in 
elping to fill the financing gaps which will 
rse from efforts to sustain Philippine 
rowth until the mid-1990s. The scheme, 
ow labelled "Philippine Aid Plan," is ex- 
ected to be formally launched in June. 

The credit package sought from the IMF 
cludes US$900 million from the extended 
ind facility and some US$400 million under 
s compensatory financing programme (for 
ountries experiencing difficulties owing to 
uctuations in interest rates or oil prices). 

In exchange for the credit, which is a vital 

rt to Manila's requests for about US$2 

in new money from the commercial 

anks, the IMF will havea say in economic po- 

cy-making over the three-year period. Dis- 

greement over economic policy led to a sus- 
ension of the discussions in November. 

A resumption of the talks in late January 
roke a stalemate which could have 
ireatened the economic growth that started 
11986 after President Corazon Aquino came 
) power. Growth of 13.9% during 1986-88 
»versed the decline of nearly 11% in the pre- 
2ding three years, which hastened the fall of 
»rmer president Ferdinand Marcos. 

On 2 February, only about a week after 
iscussions with the IMF resumed, finance 
əcretary Vicente Jayme announced agree- 
ent had been reached on five key policy is- 
ies: the economic growth target shall be 
5% a year over the IMF-support program- 
1e’s life; no new taxes shall be imposed this 
ear, though collection efforts shall be im- 
roved; public investment targets shall be 
ynsistent with growth objectives; a flexible 


and the government will continue easing im- 
port restrictions as part of a trade liberalisa- 
tion programme. 

Reports that the Philippine panel had also 
agreed to devalue the peso were later denied 
by Jayme. The reports said that the govern- 
ment had agreed to allow the peso to fall 
from the prevailing P21.35:USS$1 to about 
P25:US$1. 

Jayme stressed that while the govern- 
ment had agreed to maintain policies that 
will make the country competitive in trade, 
he said he was referring to raising exports 


through strong promotions and sale of 


higher-quality products. 
The agreement that no new taxes will be 
imposed this year is an important concession 
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approval in Washington D.C. by May. 

Future growth prospects are conscribed 
by a heavy debt burden. Jayme, describing 
the external-financing initiative, says that 
“the idea is to allow the Philippines some 
breathing space, to allow new funds to flow 
in and ease the burden of loan repayments.” 

IMF representatives had expressed con- 
cern in November that the planned public- 
spending targets could intensify the econ- 
omy’s dependence on foreign loans. Jayme 
has recently stated that the strategy now in- 
cludes provisions to reduce the debt burden 
— which will not necessarily include moves 
to repudiate foreign loans, as proposed by 
certain sectors in government. 

Jayme and Fernandez will next tackle a 
separate request for new loans of around 
US$2 billion from commercial banks. The 
money is to finance part of the external deficit 
expected in the period to 1991. The discus- 
sions are not expected to be easy, given the 
persistent calls in the Philippine Congress for 
radical solutions to the debt problem, and de- 
spite Aquino’s repeated assertions that all 
debt shall be honoured by her government. 
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Jayme; Fernandez: agreement on key policy issues. 


for Manila. The national budget for 1989 pro- 
jects a total deficit of some P22 billion, repre- 
senting 2.4% of the year’s GNP. While tax col- 
lections rose in 1988, they were still substan- 
tially below target. Part of the shortfall was 
owing to leakages in collection, which the 
government will now have to plug. 

The import-liberalisation scheme is one of 
the IMF support programme’s most criticised 
elements. While the objective tallies with the 
decades-old campaign to make local indus- 
try competitive in world markets, many 
business groups have been pulling strings in 
government to retain the incentives that 
shield them from imports. 

Barring any major upheaval in the next 
weeks, the Philippine debt panel, led by 
Jayme and Central Bank of the Philippines 
governor Jose Fernandez, should encounter 
no problems in the final IMF mission late 
this month. A formal letter of intent cover- 
ing the financing package’s terms and con- 


World Bank president Barber Conable is 
due in Manila from 14 February to discuss 
with Philippine officials the Bank’s involve- 
ment in the Philippine Aid Programme. The 
World Bank is expected to take a lead role in 
the effort. 

A coordinating council has been set up by 
Aquino to identify projects and set priorities 
for the aid scheme. The council is led by busi- 
nessman Roberto Villanueva, and includes 
prominent figures in the private sector. Vil- 
lanueva has pointed out that money from the 
aid plan will be used for projects that will 
boost production, and not for debt servicing. 

Conable’s visit, some Philippine officials 
say, may elicit commitments from donor- 
countries participating in the programme. A 
formal pledging conference is scheduled for 
June and the Philippines hopes to raise up to 
US$9.8 billion — enough to fill the financing 
gap for the spending programme that will 
help to sustain 6.5% growth a year during 
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MALAYSIA 


Faster than forecast 


conomists are adjusting estimates 

of 1989's real GDP growth upwards. 

They have been encouraged by last 

years increased investment in 
manufacturing, and a boost to exports from a 
remarkably weak ringgit in the current quar- 
ter. Most analysts now forecast a 7% expan- 
sion of the Malaysian economy this year, 
compared with official estimates released last 
October of 6.5%. 

The next official forecast is not due until 
March, when the central bank issues its an- 
nual report for 1988. However, bullish state- 
ments made recently by Deputy Minister of 
Finance Loke Yuen Yow suggest that official 
thinking supports the more optimistic fore- 
cast. 

The 7% forecast for 1989 implies only a 
slight cooling of the economy, as the official 
estimate in October of 1988 growth was 
7.4%. Traditionally, however, the March 
statement has included a significant revision 
in the official figure for the previous year and 
it could turn out that 7.4% was an underesti- 
mate. 

News from the manufacturing sector is, 
however, most encouraging. The Malaysian 
Industrial Development Authority (Mida), 
reported recently that 732 projects were ap- 
proved in 1988, with a total proposed capital 
investment of M$9.1 billion (US$3.34 billion). 
This compares with 333 projects worth 
M$3.9 billion in 1987. 

About 80% of all manufacturing projects 
go ahead within 12 months of approval, so a 
substantial boost to gross fixed capital forma- 
tion can be expected over the course of the 
year. Mida expects the upward trend to con- 





tinue as more companies in Japan, South 
Korea and Taiwan relocate their plants in 
Malaysia to take advantage of Malaysian ex- 
port quotas to Europe and the US, and 
Malaysia's tariff privileges under the 
generalised system of preferences, which 
Singapore lost last year. 

Growth in manufacturing output is pro- 
jected at 10.5% in 1989, compared with 
15.5% last year and 12.8% in 1987. This 
should increase manufacturing’s share of 
GDP from 24.2% last year to 25.1% in 1989. 

The continued weakness of the ringgit 
helps considerably. The local unit has 
strengthened slightly to M$2.73:US$1 in re- 
cent weeks but overall — since 1986 — it has 
depreciated by 7% against the US dollar and 
about 13% against the Singapore dollar. 
Most economists now believe the ringgit is 


Prices and unemployment rise 
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undervalued, considering the strength of 
Malaysia's economic recovery. 

The main reason for the weakness ap- 
pears to be the low interest-rate regime, 
which is prompting an outflow of capital to 
Singapore's Asian Currency Unit offshore 
accounts. The authorities are keeping the 
base lending rate down to 7%, ostensibly to 
encourage greater investment through 
easier borrowing, but the main beneficiary 
seems to be the government itself. Under the 
pretext of mopping up surplus liquidity, the 
central bank has been issuing large amounts 
of securities at attractive interest rates 
and using the proceeds to repay fo 1 
debt. 

The weakness of the ringgit has stoked in- 
flation, which is now expected to average 
4.1% in 1989, compared with 3% in 1988. It is 
also affecting Malaysia's foreign-exchange 
reserves. When the central bank's figures are 
announced next month, Malaysia's capital 
account could show substantial outflows, 
though these will be moderated by signi- 
ficant imports of foreign-owned capital 
equipment for the new manufacturing ven- 
tures. Meanwhile, analysts say the current 
account should show a surplus of M$2.6 bil- 
lion, compared with official estimates of 
M$515 million. 

Unemployment is still a problem. The 
semi-official Malaysian Institute of Economic 
Research forecasts a rate of 8.5% in 1989, 
compared with the Treasury estimate of 
7.9%. "The persistence of the unemploy- 
ment levels makes a new employment policy 
imperative over the next few years," t" 
stitute warns. m Nick Sea 
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youth Korea to sell 
tate-owned firms 


> South Korean authorities announced a 
chedule for a sweeping privatisation 
rogramme this year on 1 February. Seven 
tate-owned firms worth an estimated Won 
A trillion (USS3.5 billion) at year-end 1988 
ook value are to be sold off this year. 
;overnment officials say that the issue price 
if shares is likely to be at least twice the book 
alue. The most important companies are 
outh Korea's electric power company, 
Corea Electric Power Corp. (KEPCO), the 
elephone company, Korea 
'elecommunications Authority (KTA), and 
he Korea Exchange Bank (KEB). While KEB 
vill be completely privatised, the 
overnment will sell only minority stakes in 

'and KTA. The sales are designed to 

ip liquidity and broaden stock 
iwnership. 


ndonesia stands fast 
in rattan export ban 


> Indonesia is resisting pressure from the 
:C and the US to lift the government's ban 
m the export of raw and semi-finished 
attan. The EC and US have threatened to 
ake the issue to Gatt. Indonesia, which 
upplies more than 80% of the world's 
attan, imposed the ban on raw rattan 
xports in 1986 in a move to stimulate local 
ndustries and raise the value added of rattan 
xports. 


soviets discuss hotel 

enture with Daewoo 

> Four Soviet officials, including the vice- 

^^"^r of Moscow, visited Seoul in early 
ary to discuss a joint-venture tourist 

ioter in Moscow with the Daewoo Group. 

Vhile no formal contract has been signed, 

he two sides began discussions in 1988 

n a 400-room hotel that would be 51% 

'oviet-owned and 49% owned by 

)aewoo. 


JS coconut oil campaign 
vorries the Philippines 

> The Philippine Government is worried 
ibout the impact on the local coconut 
ndustry of a campaign by the American 
soybean Association against the use of 
oconutoil. The campaign is said to have led 
oarecent fallin the price of coconut oil in the 
JS market, and US orders for the 
commodity have also slowed. Philippine 
xfficials fear that a substantial drop in 
ndustry revenues would derail efforts to 
ipgrade living standards in the coconut- 
»oducing areas. Up toa third of Filipinos are 
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accounts for 73% of the world's coconut-oil 
supplies. 


Japan wins concessions 
on knitwear import 


> South Korea agreed to limit the annual 
increase in its knitwear exports to Japan to 
1% for the next three years in return for a 
promise by the Japan Knitwear Industry 
Association to withdraw dumping charges. 
South Korean knitwear exports to Japan 
jumped 60% in 1988, giving the South 
Koreans a 73% share of Japan's total 
knitwear imports. 





Business indicators 
South Korea stockmarket grows 


wm No. of listed companies 
(Right scale) 
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China posts big 

GNP growth 

> China GNP grew to Rmb 1.37 trillion 
(US$369.1 billion) in 1988, more than 11% up 
on the previous year. Industry (excluding 
village-level industry) and agriculture grew 
17.7% and 3.5% respectively. Inflation 
averaged a record 18.5%. Peking plans to 
limit GNP growth to 7.5% this year and bring 
down inflation three to five percentage 


points. 


Sydney to join global 
futures trading network 


> The Sydney Futures Exchange (SFE) 
announced on 3 February it has reached 
agreement in principle to join the Chicago 
Merchantile Exchange’s planned 
computerised after-hours trading system, 
GLOBEX. It is the first exchange outside the 
US to join. Australian officials said the SFE, 
which has notified the Australian National 
Companies and Securities Commission 
(NCSC) of its plans, foresaw no regulatory 
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Singapore's Wing Tai 
offer oversubscribed 


> The first new scrip issue of 1989 by a 
Singapore company, garment manufacturer 
and property investor Wing Tai Holdings, 
was massively oversubscribed on its 1 
February closure. An estimated 10,000 
shareholders won a stake in Wing Tai'sinitial 
public offering, snapping up 36 million 
shares at $$1.25 (65 US cents). The S$48.2 
million raised by the controlling Cheng 
family will be used to finance the acquisition 
of a Singapore office building and to allow 
Wing Tai to subscribe to the rights issue of its 
Malaysian associate, Dragon and Phoenix. 
Wing Tai, which will probably receive its 
Singapore Stock Exchange listing before the 
end of February, is Singapore's largest 
garment assembly firm. 


Macau floats 
local currency 


> China's foreign-exchange regime began 
accepting Macau's currency, the patacas, 
from 1 February. The float of the pataca 
relative to the renminbi and the Portuguese 
escudo will enable smoother trading links 
between the Portuguese enclave, which will 
revert to Chinese administration in 1999, and 
the mainland. Previously pegged to the 
Hongkong dollar, the patacas can now be 
directly exchanged for Portuguese escudos 
and Chinese renminbi. Goods and services 
transactions with China can now be billed in 
patacas. The patacas is expected to follow 
closely the Hongkong dollar-renminbi 
exchange rate. Patacas 100 (US$12.40) was 
quoted at Rmb 46.20-46.43 on the first day of 
trading, compared with Rmb 47.49-47.72 for 
HK$100 (US$12.80). 


Japanese firms named 

in Marcos kickbacks 

> Former Philippine public works and 
highways minister Baltazar Aquino claimed 
on 3 February he received US$4.5 million in 
kickbacks from seven Japanese companies 
on behalf of former president Ferdinand 
Marcos in 1975-76. The money, which 
Aquino said he collected in cash in 
Hongkong and transferred to Swiss bank 
accounts, comprised 10-15% “commission” 
to Marcos for Japanese Government- 
funded construction of highways in the 
Philippines. Aquino (no relation of 
President Corazon Aquino) identified the 
companies as Marubeni Corp., Mitsui and 
Co., Nissho-Iwai Co., Sumitomo, Sakai 
Heavy Industries, C. Itoh and Co., and 
Tokyo Corp. The former minister's 
statement was made in a Manila court 
which is hearing 39 civil suits against 
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ana Malaysia € TE dab t was ata me Por TE « Tokyo wobbled 
briefly in the period ending 6 February a aw 





The market suffered its sharpest fall of the | Manila Negative factors, including rumours of an 
year on 1 Feb., on exchange-rate worries. : Compass am. x. 804 B impending peso devaluation, and fears of 


the return of former president Marcos, 
dampened investor interest, Share prices 
hit three-month lows in some cases. 
Among favourites, PLDT was down 4. 3 fo 


În the subsequent recovery, the index 
reached new highs, and volume was 
heavy, averaging 1.29b shares a day. 
Nishimatsu Construction, one of several 
Strongly favoured construction shares, to P242 (Us$11.30) and Philex-B fell 7.5% 

ww .- --- jumped from ¥1,060 (US$8.20) to ¥1,460. Wa RN RA T 20.37. Daily turnover averaged Gl3Om 
OORWIJTTS0135i*4 TokyuLand closed x21Ohigheratw1,410. | 7 34€1373$9485;*9 shares, worth P69.4m. 








Local investors at first took profits before —— | Seo o O| The market inched upwards on heavier 
the Lunar New Year, but the expected | . Composite index, 577; 4. VOlume. Machinery shares gained 9.1%, 
sell-off gathered no steam. Later, localand | ~m with Korea Machinery up 15.8%. Aut 
institutional buying of properties and blue - advanced 7.376 with Asia Motors jum] 
chips led a strong rally. Turnover ! 15.5%. Financial shares were weak — 
averaged a heavy 1.49b shares worth | 00 MM — insurance shares falling 3.5% and 
HK$2.26b (US$289.7m). Cheung Kong rose | — securities down 1.8%. Volume averaged 
30 HK cents to HK$10.50, and Hutchison ^ — 13.9m shares on daily turnover of 

rose 30 HK cents to HK$10.90. Wl We on 1315. 7b aa 3m). 





: Prices moved ahead i in the euphoric 
pre-Lunar New Year period as investors 
heard that the three closely watched 
government-owned commercial banks 
would be allowed to increase their capital. 
Average daily turnover was NT$44.45b 
(US$1.61b) in the holiday-shortened 
period. Shihlin Paper rose 9.7% to NT$119, 
and China Cable & Wire rose NT$4 to NT$60. 


The market faltered as buying support 
from Malaysia fell off because of the long 
holidays. Average daily volume was Emm 
down to 57.9m shares. Later in the period | qus 
profit-takers moved in prior to the ^ 
Chinese New Year festivities. Hotel 
counter Shangri-La closed at $$7.65 
(US$3.90), 5s cents lower, while SIA 
Foreign shed 205 cents to $$16.30. 





Earnings reports and rumours drove the 
SET higherthroughouta period unaffected 
by the Lunar New Year celebrations. 
Volume averaged 9.7m shares a day, 
worth Baht 855.5m (Us$33.7m). Thai 
Industrial Gas rocketed Baht 90 to Bah 
(U5$20.6m). Lion Corp. closed 33 M cents 400, followed by White Group, up Bal.. 
upatM$2.90 while Sime DarbyslippedáM | 7——————— 6.75 to Baht 39.75. Commerce listing 
cents to M54. 78. 2 ain Wi" Bara + IEREEENE Sunshine fell Baht 26 to Baht 203. 


In only three days of trading (because of 
the public holidays), share prices closed 
marginally lower in very active trading as 
investors moved to take their Lunar New 
Year profit. Turnover averaged 35.5m 
shares a day, valued at M$56.3m 








A mid-period slide was reversed at the 





currency depressed the index, and leftit — "sse gius —— approachoftheendofsettlement. Most of 
close to the psychologically important ua 0 the 76 scrips allowed to be traded forward 


hustralia Spiralling interest rates and a strong 


1,500 mark. False rumours about Bond | 77———————— showed further gains when the new 
Corp. also made investors nervous. (nie account began on 6 Feb. Daily turnover 
Turnover was 545.5m shares, worth averaged about Rs 700m (Us$45.9m). 
A$978.1m (US$857.9m). The building Grasim jumped Rs 13.25 to Rs 105.75. 
sector suffered — Boral fell 16 A cents to Century Textiles gained Rs 80 to Rs 1,510 








| | dog | xe 
"AM Jd awe A$3.29 and CSR shed 9 A cents to A$4.20. ruriri stirr tý and Indian Rayon, Rs 5.50 to Rs 90. 
New Zealand Strong overseas buying on the back ofa | A lacklustre period saw the market 
s dortars index, 2,040. "ONEN weak local currency boosted the market capital int. Wortdindex, 6115 flattened out after January's steep rise. 


strongly in good volumes — 86.7m shares | 
worth NZ$145.2m (US$89.4m). Interest 
centred on Brierley Investments, which 


There was minor profit-taking, and slight 
nervousness about the interest-rate 
outlook. Trading was slower, with 





finished the holiday-shortened period up volume averaging only 183.4m shares 
nu | 14 NZ cents to NZ$1.63. Other blue chips daily. Both the Dow Jones Industrial 
iD ERN . . bh. i 1 N . 
| 07 7777 were popular, including Fletcher Pon NES an Averageand the Morgan Stanley Capital 


RET TES TTT PH Challenge, up 25 Nz cents to N2$5.35. CUOUEWTTARTSWSITW International Index fell slightly. 


CLASSIFIED ADVERTISEMENTS 


Appointments 


A furniture manufacturing company located in Penang, 
Malaysia invites applications for the post of:— 


GENERAL MANAGER 


Candidates should be between the age of 35-45. Possess 
a tertiary education preferablv in Furniture Manufac- 
turing Technology and have excellent track record 
with at least 5 years working experience in the same 
capacity. Experience in handling overseas markets and 
conducting training programmes would be an advan- 
tage. 


The successful candidate will be responsible for the 
overall operation of the company with emphasis on 
production quality and design, establishing cost con- 
trol, marketing network and conducting training pro- 
grammes for staff and potential entrepreneurs. 


Salary and benefits is negotiable and will commensu- 
rate with qualification and experience. 


Interested candidates should submit their applications 
giving details of their cv. and expected salary together 
with a recent passport size photograph (N.R.) to:- 


TheChairmanof PROTEC Management Board 
c/o Project Development Division 

13th Floor, Medan MARA 

Jalan Raja Laut 

50609 Kuala Lumpur 

MALAYSIA. 


Closing date not later than March 16, 1989. 
Only shortlisted candidates will be notified. 








ECTOR OF ASIAN AN AND PACIFIC CENTRE 
FOR TRANSFER OF TECHNOLOGY (APCTT) 


The Economic and Social Commission for Asia and the Pacific (ESCAP) 
seeks a qualified person to head its Asian and Pacific Centre for Transfer of 
Technology (APCTT) at Bangalore, india. The selected candidate will or- 
ganíze, supervise and guide all the work of APCTT. 

Background in engineering, and extensive manageríal and administrative 
experience in top positions in business as well as knowledge of problems re- 
lated to technology development, transfer and adaptation are essential qualifi- 
cations. Substantial experience in international organization and civil service 
and knowledge of problems of industrialization in developing country are 
highly desirable. Fluency in English is essential; knowledge of other UN work- 
ing language(s) is desirable. Post open to both male and female candidates. 
initial appointment of one year from 1 June 1989 with possibility of extension. 

Apply with curriculum vitae and references by 1 March 1989 to Chief, Per- 
sonnel Section, Division of Administration, ESCAP, United Nations Building, 
Rajdamner Avenue, Bangkok 10200, Thailand, Telex: 82392 ESCAP TH, 
82315 ESCAP TH, Cable: ESCAP, Bangkok, FAX No. 2829602, Tel 
2829161-200, 2829381-389. 
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Far Eastern Economic Review, GPO Box 160, Hongkong 
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DEPARTMENT OF FINANCE AND PLANNING | 
PAPUA NEW GUINEA | 

SENIOR ECONOMISTS 
ECONOMIC POLICY UNIT 


The Economic Policy Unit is the key area of economic policy formulation and ES INE 
advice in the public Service of Papua New Guinea. Two positions as Assistant. ] | =; 


Secretary's in charge of small Branches are available as follows: 


(a) Assistant Secretary — Planning Advisory (EPU 007) 
Emphasis is on macro-economic planning and forecasting with particular 
reference to the rapidly growing mining and petroleum sectors. Some in- 
volvement in resource sector negotiations is required as is input to Annual 
Budgets and Five Year Planning exercises. Undertake and co-ordinate re- 
search, policy studies and policy implementation in other areas as re- 
quired. Capital Markets development is currently one such Branch priority. 


(b) Assistant Secretary — Economic Planning (EPU 006) 

Emphasis is on quantitative model building and the provision of forecast- 
ing and other output to all areas of the Department. Major tasks involve 
provision of forecasts for the Annual Budget, the Five Year Plan and for 
periodical reviews of the Economy. A number of basic macro models are 
operational and under development but the appointee will be expected to 
contribute to further development of the modelling and forecasting capa- 
city of the Unit. 


(c) Other Positions 
Other positions in economic and planning policy may emerge later in 1989 
and those with other interests and experience should aiso submit CVs. 


Conditions 

Basic salary of K32420 (approximately US$40,000) supplemented by 
Gratuities of 3595 of gross earnings on completion of 3 years service Gratuities 
are concessionally taxed at 2%. Other benefits include virtually free housing, 
education subsidies, sick leave, six weeks annual leave, mid contract leave 
fares plus removal allowances. 


Successful applicants wil! have appropriate qualifications in Economics, pre- 
ferably at Post Graduate level. Relevant experience will be highly valued. 
However, those with Graduate Degrees and limited experience should 
not be deterred from applying. 


Applicants should send in quadruplicate a detailed CV, copies of degrees and 
names of three referees within three weeks after the appearance of this adver- 
tisement to: 


The Secretary 

Department of Personnel Management 
P O Wards Strip 

WAIGANI, Papua New Guinea 


ATTENTION: ASSISTANT SECRETARY 
PERSONNEL PLACEMENT 


An additional copy of the application should also be sent separately to: 


Deputy Secretary 

Economic Policy Unit 

Department of Finance and Planning 
Post Office Wards Strip 

WAIGANI, Papua New Guniea 
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ce O “David Fuller got it right all the way up and correctly anticipated the downturn 


es X “Fuller is a revisionist - a Deng Xiaoping among technical analysts." 
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The Chart pen a X 
Now in its 21st year O 
Pacific Tour 1989 : 

X 

10 
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TOKYO 
= ve 3l March 


SINGAPORE 
9 & 10 March 


SYDNEY 
2&3 March 


HONG KONG 
22 & 23 March 
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E X For: Forex dealers, currency traders and hedgers, brokers, fund managers, X 
| Oo investment advisors and all other investors or traders, with or without O 
prior experience of technical analysis. X 


vx o4 few comments from recent tours: 

"Great, fantastic, inspirational and “Very good - I found this seminar most inter- 
> X gave me a different and obviously esting and educational. It has certainly 
-O successful approach to chart analy- been beneficial to me, towards better under- Q 
sis, strategic position-taking, profit standing and application of the charts. I 
preservation and minimizing losses.” ^ would definitely recommend the course.” 
Investment Manager, Singapore Trader, Hong Kong O 


“The most simplified and logical common- X 
sense approach to a highly complex and O 
technical subject. Thank you very much.” 
Financial Analyst, Sydney 


uu X “Most enjoyable and productive, with 
oO much practical insight into behav- 
^w ioural psychology. Both content and 
speaker highly recommended.” 
Corporate Treasurer, Tokyo 


C X On the stockmarket crash of 1987: 


s X several weeks in advance." - Ivan Fallon, The Sunday Times, 10/4/88 

..^* “Maybe David Fuller is right after all, and we have already seen the sharpest 
shortest bear market on record." - loan Fallon, The Sunday Times, 1/11/87 

- James 


O Bartholomew, Far East Economic Review, 22/9/88 


For further in information and a brachure, contact: FE ECR3/89 


: x Sue Faulkner, Chart Analysis Ltd, 7 Swallow Street, London W1R 7HD, UK 
` (Q! Telephone: 01-439 4961 Telex: 269884 CHARTS G Fax: 01-439 4966 


E x ‘a Please also send me details of FullerMoney, the international investment letter. 


OE 
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COPYRIGHT REPRINTS 


The combined efforts of the Far Eastern Economic Review's large and highly skilled editorial team have 
made it the premier source of information for those who do business, or have an interest, in or with Asia. 

As.a testimony to the publication's editorial quality, many Review articles have, over the years, been re- 

printed in newspapers, magazines, educational textbooks, newsletters etc throughout the world. 

Should you as an editor, publisher or on behalf of an organisation, educational establishment etc wish to 

enquire about our reprint and copyright charges, please address your correspondence to: 

Managing Director 

Review Publishing Company Limited 

GPO Box 160, Hong Kong 

Tel: 5-8328300 Fax: 5-8345987 Telex: 62497 REVAD HX 


We welcome enquiries from all interested parties and assure vou of our prompt. individual attention. 








The Review Publishing 
Company Limited is now 
publishing a quarterly 
index which details by 
country, subject and date 
everything that has ap- 
peared in the Review. — 


The index is available on. 

a quarterly basis. Sub- 
scribe now and ea 
quarterly index will ve 
sent to you automatically 
as soon as it becomes 
available. A vital research 
tool, the Review index 
will save hours of need- 
less searching for infor- 
mation. ORDER YOURS 
TODAY! Only HK$290 
(US$37.50) for 4 quar- 
terly issues. Just complete 
the coupon below and 
send with your payment. 


cams ibi ter ium inb iie Mi dió tet Jio hate Paire dir VA “YON HPV. ROA. VR OVE AMA. MAE RIA VOR, quis Abi I ciii he aia 


The Circulation Depart- 
ment, Review Publish- 
ing Company Limite 
GPO BOX 160, Hong- 
kong. 

Please send my order for 
the Review Publishing 
Company Limited QUAR- 
TERLY INDEX. / enclose 
HK$290/US$37.50 (or its 
equivalent in local cur- 
rency) in payment. 


(Please print in block letters) 


Name: 
Address 


0216 





It Yourself 


The Recognized Authority 

Now in its 24th year the CHINA TRADE REPORT 
which is published monthly by the Review Publishing 
Company Limited has long been recognized by lead- |- 
ing business executives throughout the world as the | | 






































< HARVARD UNIVERSITY 


Harvard institute for International Development 

















Sixth Annual Course On Banking 





And Monetary Policy In 
Developing Cou ntries most authoritative newsletter of its kind. 
To be held in Singapore CHINA TRADE REPORT Provides A Broad Range 
3 


Of Information 

Covering subjects which range from foreign invest- 
ment to fashion, electronics, telecommunication, 
engineering, contract negotiations and to literally ].o 
dozens of others the CHINA TRADE REPORT is 
essential reading for anyone doing, or wishing to do, 
business with China. | 


You Could Gather It Yourself 

You probably could get the same information on your 
own but in order to locate what is contained in each 
and every 16 foolscap page issue of CHINA TRADE 
REPORT you'd have to read hundreds of publications, 
not to mention have your own network of people re- 
porting from all the important zones in China. 

Why not subscribe now and discover for yourself how 
the CHINA TRADE REPORT can help eliminate the 
mystery and much of the risk in doing business with 
China. 


Small investment . . . Handsome Dividends 
Start benefiting immediately from the information- 
packed CHINA TRADE REPORT by subscribing 
now. A small investment today may pay handsome 
dividends later in saved time, energy and money. 


May 14 to June 24, 1989 


This six-week course is designed for officers from central 
banks, commercial banks, and financial regulatory agen- 
cies who hold important policy-making Arius or will as- 
sume such positions soon. Participants will explore the crit- 
ical policy problems of monetary authorities, regulators, 
and bank managers, review the recent experience of many 
countries, and weigh the solutions most appropriate for de- 

loping countries. The course combines lectures, case 
.. alysis, computer simulations, and visits to major finan- 
cial institutions. 





Information about the course and applications can be 
obtained by contacting: Course on Banking and Mone- 
tary ue. One Eliot Street, Room 310, Cambridge, Ma 
02138, U.S.A. Tel: (617) 495-9773; Telex: RCA 275276 
(HHD CAM); Fax: (617) 495-0527; TWX 7103200315. 
Deadline for applications is March 15, 1989. 


Announcement | 


CLARKE AND KANN 


solicitors and Attorneys 
BRISBANE, AUSTRALIA 


are pleased to announce the 
establishment of their 


ASIA/PACIFIC SECTION 
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Post this coupon today! 


Circulation Manager, 
Review Publishing Company Limited, 














any person forloss or damage incurred or suffered 
as a result of his/her accepting or offering to ac- 
cept an invitation contained in any advertisement 
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war dct: 

Ross Clarke Senior Partner | G. P.O. Box 160, Hong Kong. E 

The Honourable Partner, Former Chief Minister and 4 ; E 

Paul Everingham Attorney General, Northern Territory, | Please enter my one year subscription (12 issues) for | i 

and Member of Federal Parliament | the CHINA TRADE REPORT. | enclose a cheque/ | . 

Bruce Purdue Former Senior Counsel, | money order of 1 ^ madeoutto the Far Eastern | : 

Asian Development Bank Economic Review. Or, please charge my credit card 

Manila, Philippines | (tick one): | D 

Colonial Mutual Building : E , i 

Post Office Square GPO Box 2248 Telephone (07) 221 3133 | American Express LJ Diners Club LJ | a 

Brisbane Brisbane ISD 817 221 3133 | MasterCard C] Visa L] | e 

Australia Australia 4001 Facsimile . (07) 221 5264 | E sane _ ae | p E 
Readers are recommended | Card No: l 
to make appropriate enquiries and take appro- | Exp. Date: a 
priate advice before sending any money, incurring | Signature: | l 
any expense or entering into a binding commit- | Nano: ES 
ment in relation to an advertisement. The Far | | "ame: | 
Eastern Economic Review shall not be liable to | Address: | 





|! Taskmaster for Tokyo 

Michael Armacost, 52, the US ambas- 

| sador-designate for Tokyo, may not have 

| been the Japanese Government's first prefer- 

.— | ence, but this star of the State Department 
| 





“| now has the job he wanted most. Armacost 
—..| is highly respected in Washington for his 
i low-key and pragmatic approach to foreign 
1 policy. “He is a plodder,” said one colleague, 
| “and a hard taskmaster.” As the State De- 
‘| partmene s troubleshooter, Armacost. was 
| the principal architect 
of the US-Soviet agree- 
ment on Afghanistan. 
Having spent a 
number of years in 
Tokyo as a professor 
and then as special as- 
sistant to the US am- 
bassador in the early 
1970s, Armacost be- 
À came respected as a 
Japan expert. This 
reputation was further enhanced by the po- 
licy jobs he held in the Pentagon and State 
Department dealing with East Asia before he 
went to Manila as ambassador in the early 
1980s. 
By sending Armacostto Tokyo, President 
George Bush has signalled that relations 
with Japan — strategically the most impor- 
tant — involve more than trade (the Republi- 
cans wanted a businessman to replace Am- 
bassador Mike Mansfield). In Tokyo, Arma- 
-costis likely to be kept too busy to find time to 
enjoy his hobby of playing the piano, and the 
fine French food he appreciates does not 
come cheap. 




























Back on parade 


|. Retired lieutenant-general Rafael 
;|- (“Rocky”) Ileto of the Philippines refuses to 
| conform to the old adage about old generals 
«| fading away. He is about to be pulled out of 
"retirement yet again to take over as national 
security adviser to President . Corazon 
| Aquino. Ileto, 68 and recently widowed, had 
-| been exiled by Ferdinand Marcos to ambas- 
: | sadorships in Teheran and then Bangkok for 
having opposed the declaration of martial 
law in 1972. 
- When Aquino came to power in February 
`; 1986, she rewarded the affable West Point- 
| trained officer's opposition to Marcos and 
| his earlier friendship with her slain hus- 
.| band, Ninoy, by appointing him deputy to 
| then defence secretary Juan Ponce Enrile. 
| He succeeded Enrile in November 1986, 
| but in January 1988 was retired in favour of 
former armed forces chief of staff Gen. 
| Fidel Ramos, an old West Point chum. 
Tleto, who founded the army's élite Scout 
Ranger regiment, was increasingly at odds 
with Ramos over military policy to com- 
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bat the country’s communist insurgency. 

For a year, Ileto — who has not been in 
peak condition since a heart bypass opera- 
tion three years ago — was quite content to 
minister to his hog farms on the outskirts of 
Manila and spend quiet weekends in his sea- 
side villa south of the capital, improving his 
golf. Now Aquino has lured him back to 
what is clearly no sinecure. Besides filling an 
important security role, Ileto is seen by some 
as Aquino’s political foil to the powerful 
Ramos. 


An apostle of liberty 


Qin Benli, 72, editor-in-chief of the 
Shanghai weekly, World Economic Herald, 
went off toa much-deserved two-week vaca- 
tion in the US in early February — to join 
evangelist Billy Graham's annual prayer 
meeting in Washington. Qin was reportedly 
saved from the sack recently by Deng Xiao- 
ping whose intervention ended the furore 
started by Qin’s publication of a controver- 
sial article by leading political theorist Su 
Shaozhi. Conservative hardliners. were 
forced to drop the matter. 

Qin, formerly an editor of the People's 
Daily and of Shanghai’s Wen Wei Po, is 
known for his aggressive and bold editorial 
policy which made the eight-year-old Herald 
a highly influential but controversial paper in 
China. In the late 1970s, he was chief of the 
World Economics Faculty of Shanghai's 
Academy of Social Sciences until the Herald's 
inception. 

One Herald journalist describes Qin as “a 
shrewd political observer” with a strong 
sense of social responsibility. Always on the 
cutting edge of government policies, Qin is 
extremely skilful in handling sensitive top- 
ics. “There is no one in the paper who can 
replace him,” Qin’s colleague added. 

Every year, a Chinese intellectual is in- 
vited to attend the Billy Graham event where 
well-known intellectuals gather. Qin will 
meet American journalists and publishers 
and is expected to visit Taiwan before return- 
ing to China. 





"Mr Tact’ to the rescue 

Herman Hochstadt, 55, is fast becoming 
Singapore's "Mr Chairman." Less than à 
month after he retired from the top rank of 
the civil service in January — since 1972, he 
had been permanent secretary in four minis- 
tries, including finance — he was appointed 
chairman of Inno-Pacific Holdings (a fast 
food chain franchise holder), executive chair- 
man of the Export Credit Insurance Corp. of 
Singapore (ECICS), and member of the board 
of Singapore Reinsur- 
ance Corp. He re- 
mains chairman of 
Neptune Orient Lines 
(NOL). ! 

Hochstadt's tact — 
he has a diplomatic - 
style which is rare 
among Singapore 
bureaucrats — and 
long experience has 
made him particularly 
valuable to the Singapore Government as a 
rescuer of troubled companies such as ECICS 
and NOL. It is at least partly a testimony to 
Hochstadt that these one-time big loss mak- 
ers, are now very much in the black. 

Hochstadt, a quiet but jovial type who 
said he stopped tippling a year ago and had 
taken up golf and walking, tried to leave the 
civil service nearly 20 years ago. He had just 
started as personnel manager of the Straits 
Times when a phone call from Prime Minister 
Lee Kuan Yew reportedly caused him to 
leave a still-hot cup of coffee at his new desk 
and head back to the Ministry of Finance, 
where he had been deputy secretary. 





Victory for a Front man 

Ong Tee Kiat, 32, has just entere... 
maze of Malaysian politics with his victui y ui 
a 28 January Kuala Lumpur by-election. 
Ong, the novice candidate, was over- 
shadowed throughout the campaign and 
even in victory by his Chinese and Malay po- 
litical bosses in the ruling National Front 
coalition. 

That he beat veteran politician Harun 
Idris, 63, himself the colourful proxy of the 
breakaway United Malays National Organi- 
sation faction, speaks more for the party 
machinery and delicate balance of racial poli- 
tics than for the innate abilities of this 
mechanical engineer. 

A University of Malaya graduate, he is 
fluent in English, Mandarin and Malay, the 
last a major help as he campaigned for the 
67% Malay vote. But in his victory, youth 
and inexperience showed through: after a 
few words in Malay, Ong excitedly shouted 
out the rest of his speech in Mandarin — 
and in the dark did not see the Malay crowd 
turn away. a 








Diary people insist on the best of both worlds when it world’s most prestigious rating agencies. At the same 
comes to financial services. They want a bank that can time we are also a premier player in the world’s finan- 


offer traditional excellence, consistent service quality cial markets. Credit Suisse’s activities are closely co- 
and cast-iron security. But they also realize that success — ordinated with those of the global investment banking 
in today’s global financial markets depends crucially group, CS First Boston Inc, in which CS Holding has a 
on an authoritative international presence. That's why substantial shareholding. International strength backed 
they bank with Credit Suisse. Our solid Swiss virtues by Swiss tradition means that Credit Suisse can offer 
are regularly rewarded with a triple-A rating from the you the best of both worlds. 


We do more to keep you o» at the top. 
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CS 

















le mutt de Cartier 


Paris 


SID) A a 


4 
* 


Ü 
3 
3 


Cou Mer 


VENDOME 





= " rax 2- 


em ; 
INDONESIA «xz: Ks 


zar s400€000019l Olke at Extremists 


THAILAND |. e 
Empire Bulding 
SRL eet ees Ss 
Lifeline for Daewoo 













Sma 


Now there's an aircraft that offers a first-class way to 
fly long-thin routes at economy rates. Its the MD-11. 
The most efficient wide-body plane in the world. 

Now; instead of flying a 4-engine plane thats 
one-half full, you can fly a tri-jet specially designed to 
handle less-travelled routes more efficiently than ever, 
without sacrificing wide-body advantages. 

The MD-11 was built to be more efficient: with new winglets 
that save 3% of your fuel costs, 50% more available revenue cargo 
space than planes that are 30% bigger, and fuel control capabilities 
through fuel storage in the tail to provide lower fuel consumption. 

And that’s just a small sample of the ways the MD-11 
can help you meet your long-range goals with all the efficiency 
in the world. 

MCDONNELL DOUGLAS 
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Benny Sidarta 
Finance Manager 


P.T. Modern Photo Film 
Jakarta, Indonesia 


By the time Benny Sidarta gets to ike office, 
his phone i is already ringing off the hook. 
Sidarta is finance manager of P.T. Modern 
Photo Film Co., and the callers are from 
departments throughout Modern Photo’s head 
office. They check. with Sidarta before they 
start their job each. day because he oversees 
his company's computer systems 


We were missi sin x sale 
because we udi 
respond fast enough. 











Our IBM system i lets us 





Modern Photo is Indonesia's sole agent for 
Fuji film, responsible for distribution and 
marketing. To run at peak efficiency, it must 
closely monitor sales from each of its branch 
offices, give customers quick order turn- 
around and coordinate operations with its 
sister company, Fuji’s manufacturer. The key 
people at Modern Photo depend on Sidarta 
for production figures, sales analyses, and 
financial information. Sidarta depends on his 


IBM system. 
Together, Modern Photo and IBM have 


automated sales tracking, inventory control 
and management of customer accounts, Starting 
with a comprehensive computerisation plan 


We're in the results business 
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designed t to meet the company" s ’s long-term | 
goals, IBM p provided Modern Photo with 

the advice, training and technical support it 
needed to get its system running — and keep 
it growing. Modern Photo is now computerising 
its branch offices, and plans to implement the 
system throughout its operation, from warehouse 
to retail outlets. 





Once this system expansion is fully 
implemented, Modem Photo will fill customer 
orders in half the time. Greater inventory 
control will enable it to reduce costs. Faster 
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generation of sales reports will help salesmen 
anticipate demand and make sure they're 
offering the right product at the right time. 
Everyone will spend more time at his job, 
and less time talking to Benny Sidarta. 
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LETTERS 


Trust the people more 
Let us assume there are no ulterior motives in 
the Singapore Government's latest efforts to 
define a national ideology and identity [Play- 
ing the identity card, 9 Feb.]. 

But even if itis sincere in its desire to instil 
Confucianism as a social ideology, the gov- 
ernment cannot have it both ways. If Singa- 
pore is a genuinely multi-racial society, it dif- 
fers fundamentally from those racially 
homogeneous "other Confucian" successes, 
Japan, South Korea and Taiwan. 

One could even suggest that Con- 
fucianism is incompatible with multi- 
racialism and, in fact, the most enduring suc- 
cess story of all continues to be that racial 
melting pot of no ideology, the US. Its ram- 
pant individualism notwithstanding, it 
is *8ll the most innovative and free of all 
« — omies. 

Governments always seem to confuse 
ideology with national identity, or with pat- 
riotism. Precisely because the latter must 
grow naturally over time, its roots are much 
stronger than any ideology imposed from 
above, be it Confucian, Christian, com- 
munist or whatever. It would probably stick 
in Lee Kuan Yew’s craw to hear this, but Sin- 
gapore's own analogy is not Japan or even 
the US, but rather his oft-criticised southern 
neighbour, Australia. 

Both Singapore and Australia, like 
Canada, suffer in the national identity stakes 
from having been granted independence 
rather than fighting for it. The Australians 
are still debating who they are after 200 years, 
only 89 of them independent. Small wonder 
that BG Lee Hsien Loong frets about Sin- 
gaporeans’ sense of national identity: they 
are striplings after 31 years’ independence. 

The argument really should be focused 
n n ideology and Confucianism, confor- 
n _ or individualism, not even on demo- 
cracy, but on something more important. As 
John F. Kennedy said: "We didn't fight the 
Second World War to save the world for 
democracy, but to preserve diversity." 

Allowing, even encouraging, a diversity 
of voices is a sure sign of a wise and secure 
government: Singapore should trust its 
people more. The "right" ideology and na- 
tional identity will take care of themselves. 
Bangkok 


Squandered political heritage 

‘Another Malaysian’ [LETTERS, 17 Nov. '88] 
claims that Datuk Seri Mahathir Mohamad's 
rectitude — acting as he does within the 
bounds of the law — proves him not to be a 
tyrant. A "tyrant" is described in the Oxford 
English Dictionary as "a ruler or other person 
who uses his power in a harsh or oppressive 
way, one who insists on absolute obedi- 
ence." I submit to 'Another Malaysian' that 
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Mahathir has satisfied both the necessary 
and sufficient conditions in winning the 
dubious honour of that title. 

'Another Malaysian' states that Maha- 
thir, in not having Datuk Shahrir Abdul 
Samad banished, nor Tunku Abdul Rahman 
put under permanent house arrest, some- 
how shows benevolence. Benevolence is an 
imperial prerogative. A prime minister, as a 
public servant, serves his constituents — his 
ultimate masters. It is their right to bestow 
and remove the office he holds. 

‘Another Malaysian’ further writes: 
"Malaysia would not have exhibited an 
ounce of compassion and allowed 
thousands of Vietnamese to set foot on its 
shores if Mahathir was a dictator." Does the 
writer see the prime ministeras a personifica- 
tion of the nation? 

In his defence of Mahathir, ‘Another 
Malaysian' displays a shallow understand- 
ing of parliamentary democratic govern- 
ment. He does not understand that ruling in 
a just manner means more than acting 
within the bounds of thelaw, but also within 
the bounds of civilised norms. If there are 
many who in any way share the sentiments 
expressed by 'Another Malaysian,' it is no 
wonder that Malaysia continues to squander 
its fine heritage of parliamentary demo- 


China's burning fuse 

In your coverage of the recent clash between 
African and Chinese students in Nanjing [12 
Jan.], earlier incidents such as the one in 
Tianjin in 1986 were mentioned. The history 
of these incidents, in fact, goes back even fur- 
ther. 

In 1984 foreign students of Nankai and 
Tianjin universities, both located in Tianjin, 
staged a demonstration to protest at the 
treatment of African students. This was 
prompted by the beating up of an African 
student by personnel of the Friendship Hotel 
in Tianjin. 

At that time the issue was not too sensi- 
tive. Police did not intervene, but made 
video recordings. Chinese onlookers were 
rather amused. 1 fear the moderate slogans 
we carried ("Cherish the friendship between 
the Chinese and African peoples," and so 
on) did not make much of an impact. 

The next day, all participants were criti- 
cised by the Foreign Affairs Office of Tianjin. 
However, no further steps were taken. A 
few windows of the African students' dor- 
mitory were smashed by Chinese students, 
but no large-scale violence broke out. In re- 
trospect, this demonstration was a pre- 
lude to later, more serious develop- 
ments. 


Leiden, The Netherlands JH. v.d. HOEK 
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Taiwan's economic role 

An INTELLIGENCE item [22 Dec. '88] stated 
that "Taiwan is seeking theoretical justifica- 
tion from the Heritage Foundation in an at- 
tempt to gain membership" of the OECD and 
"demonstrate its economic prowess." 

As the author of the "theoretical justifica- 
tion" to which you refer, I[canassure you that 
no representative of the government in 
Taipei ever publicly or privately commis- 
sioned the study. It is the result of this hum- 
ble scholar's own initiative. 

The paper I wrote does unabashedly ad- 


vocate that the US urge Taipei to enter inter- 


national economic organisations and makes 
manifest the necessity of Taiwan’s leader- 


ship to compromise on the name question. _ : 


Such a compromise must address, or 
bypass, the sticky issue of Taipei's claim to be 


the capital of all China. DREW BRICK 
Washington The Heritage Foundation 
Channel for community 


I enjoyed the article The rich China [2 Feb.], .. 
but I do not think there is any group known 
as the "Philippine Chinese Chamber of 
Commerce." Your reporter must be thinking 
of the Federation of Filipino-Chinese Cham- 
bers of Commerce, which has some 150 
Filipino-Chinese chambers as affiliates. To 
my knowledge, this is the largest business 
group in our Filipino-Chinese community, 
and it also acts as our channel for social-wel- 
fare projects. 


Kudos to your magazine for its objective /.— 


and interesting reportage over the years, and 
your continuing improvements. 
Makati FRANKLIN D. LIM 
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Keeping up with the times 

While I’ve been a subscriber for more than 20 
years, I am not one of those "conservative" 
regular readers who “will trigger off a series 
of controversies.” [TRAVELLER'STALES, 5Jan.]. 
It's quite appropriate that the REVIEW 
changes with the times, and times are surely 
changing at an accelerating rate. The REVIEW 
serves an increasingly essential role in il- 
luminating issues which underlie. political 
and economic developments in Asia. 

Pebble Beach, California BOB LUNDEEN 


While the typography and layout of the new- 
look REVIEW create a higher and more agree- 
able impression, I have a substantive grouse 
over your decision to drop the BACKPAGELET- 
TER — especially as PUBLIC EYE seems a poor 
replacement, Could you not retain the letter 
on a less regular basis? 
Coventry, England J. HICKS 
> Occasional ‘letters’ now appear in ARTS AND 
SOCIETY. | 
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Cathay Pacific, 
Hongkong’s hugely 
profitable flag carrier, 
faces a testing run-up 
to 1997, when the 
territory will be 
returned to Chinese 
sovereignty. Despite 
plans to double its 
fleet to meet 
———— —— burgeoning demand 
in Asia, Cathay is dogged by uncertainty in 
its own backyard. Recent talks on air traffic 
rights between Chinese and Hongkong 
representatives ended in deadlock, with 
Peking’s inefficient carrier, CAAC, apparently 
determined to place its own interests ahead 
of those of Hongkong’s airlines. Transport 
correspondent Michael Westlake looks at 
Cathay’s prospects and finance 
correspondent Christopher Marchand 
compares the airline’s performance with that 
of regional rival Singapore Airlines. 68 
Cover illustration by Peter Mong. 
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Lobbying Let-down 

Philippines Vice-President Salvador Laurel 
has hired powerful Washington lobbyist 
Black, Stone and Manafort to improve his 
image in the US. But the first effort by the 
firm, which has strong Republican 
connections, was a failure. Recently, while 
Laurel was in Honolulu to see the ailing 
former Philippines president Ferdinand 
Marcos — who has also retained the 
lobbyists — he tried to establish contact 
with the US State Department. The firm 
called the State Department to arrange fora 
senior official take Laurel's call from 
Honolulu but there were no takers. 
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No Guarantees 

The Taiwan Defence Ministry has scaled 
down from six to two its planned import 
orders from South Korea's Hyundai 
Shipbuilding Corp. of Perry-class frigates, 
each at an estimated cost of US$120 million. 
Taiwan had been pressuring the South 
Korean Foreign Ministry to provide an 
official performance guarantee on the 
vessels. However, apparently anxious to 
avoid provoking Peking’s sensitivity, Seoul 
officials refused to intervene in the deal, 
prompting the scale-down. 


National Pique 

Despite the official calm, Taiwan has been 
severely disappointed by its failure to gain 
entry into the Paris-based OECD, which 
groups 24 industrialised countries of 
Europe, the US and Japan. Taiwan has not 
submitted a formal application but was 
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hoping to get some substantial recognition 
— even a verbal pat on the back — for its 
trading muscle at an informal OECD seminar 
in January. What stung Taipei officials most 
was the grouping’s reference to Taiwan as 
an “entity” rather than a nation. 


Go-slow on Futures 

The stock exchanges of Osaka and Tokyo 
are dragging their feet in replying to 
requests from their opposite numbers in 
Chicago for more information on trading in 
the Nikkei and Topix stock-index futures 
markets. One reason is that Japanese 
authorities are not keen to see the rapid 
introduction of these contracts in the US. 
Tokyo officials know they cannot stop the 
process, but they want to see more of the 
wrinkles of stock-index trading in Japan 
ironed out before these markets open up on 
the other side of the Pacific. 
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Hongkong students protest (42). 
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was invited to lunch at 
US Ambassador 
Daniel O'Donohue's 
residence in Bangkok . 
in early February, ex 
marking the first time fx 
a Vietnamese envoy to 

Thailand had received Hun Sen. 

such an invitation 

since the end of the Vietnam War in 1975. 
The occasion was a visit by retired general 
John W. Vessey, US President Bush's 
special envoy responsible for humanitarian 
issues with Hanoi. O'Donohue had called 
on Le Mai several weeks earlier seeking 
details on the then upcoming visit to 
Thailand by Premier Hun Sen of the 
Vietnamese-backed government in 
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Ambassador Le Mai 
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CAAC aircraft in Peking (68). 


which Burmese students have been sent 
back to Rangoon. During a recent press 
tour to Burma, organised by the military 
authorities in Rangoon, foreign 
correspondents met with several such 
students who expressed fear for their 
safety. They also claimed that they had 
been coerced into returning by the Thai 
military that runs the camp at Tak. 


Cambodia. The US Embassy was having 
difficulty getting this information from Thai 
officials. 


Using the Aid Lever 

Airline sources in Colombo said that an aid 
lever was used by Dutch negotiatiors 
seeking an additional frequency for KLM 
Royal Dutch Airlines for its Amsterdam- 
Colombo flights. Netherlands aid to Sri 
Lanka was used as a sweetener in the effort 
to win for KLM the frequency sought, a 
negotiating chip which diplomats say is not 
usually used in air services matters. 


Arms Bargain Buys 

Arms used by Tamil separatists in their 
five-year war in Sri Lanka’s north and east 
are now being sold off in Colombo. The 
government itself has been offering 
substantial cash rewards for arms 
surrendered but some sources say that a 
better price can be had in the Colombo 
black market. It is understood that buyers 
are easy to find in the climate of escalating 
violence. 


Refugee Reprimand 

The UN High Commissioner for Refugees 
in Geneva has sent a strongly worded 
message to the Thai authorities, in effect 
requesting them to close a repatriation 
centre at the border town of Tak, from 
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Army finds and destroys extremust settlement 


Islam’s hidden warriors 








By Michael Vatikiotis in Bandar 
Lampung, Sumatra 





n army operation to root out a Mus- 

lim extremist group in Central Lam- 

pung province on the island of 

Sumatra has left at least 38 dead and 
once again raised the spectre of militant Is- 
lamic fundamentalism in the world's largest 
Muslim country. 

According to military authorities, a group 
calling themselves the "Kommando 
Mujaheddin Fisabilillah" (Commando War- 
riors of Allah) and numbering as many as 300 
attacked several police posts at the end of 
the first week of February. They captured 
weapons and killed two civilians and two mi- 
litary men sent to investigate. 

On 7 Febuary, the army mounted an as- 
sault on the group’s hideout near the village 
of Talangsari in Way Jepara sub-district. The 
army claims the group’s leaders refused to 
surrender and instead attacked the troops. 

After several attempts, special forces 
troops who had been specially flown in 
succeeded in overpowering the group, 
capturing, by the army’s account, 19 and 
leaving 27 dead. The incident 
was the worst since almost 60 
people were said to have been 
killed in rioting outside a 
mosque in Jakarta’s Tanjung 
Priok Port area in September 
1984. 

Signs of an extensive mili- 
tary operation were evident 
everywhere in the district town 
of Metro, 40 km from Talangsari. 
Three days after the initial as- 
sault, armed police and troops 
patrolled the streets, and there 
were unofficial reports that the 
army base in Metro was attacked 
by members of the radical group 
on the morning of 9 Febuary, re- 
sulting in the death of six of the 
attackers. 

By week's end, some unofficial reports 
were putting the number of dead at over 100. 
This may be a premature conclusion, but re- 
ports from the area almost a week later spoke 
of a continuing military operation and villa- 
gers afraid to return to their houses. The au- 
thorities were reported to be planning wide- 
spread summons of local Islamic officials in 
the province and at least two arrests were 
made in connection with the incident on 
neighbouring Java. Security had been visibly 


tightened at all security posts between Metro 
and the provincial capital, Bandar Lampung. 

Despite tacit evidence of an organisation 
that drew support from elsewhere in the 
country, so far the events at Talangsari seem 
to fit the country's long tradition of isolated 
and shortlived radical Muslim movements 
often led by fanatics. The army and the Mus- 
lim religious authorities have been swift to 
emphasise that the group was only "using 
religion as a mask for anti-government ac- 
tivities." Presumably to avoid any possibility 
of harming religious sensitivities, no one is in 
any hurry to attribute a credible religious 
basis to the Kommando Mujaheddin. 

The past three years have seen at least 
two other similar movements. One in Cen- 
tral Java, known as "Usroh" consisted of a 
small band of men who committed crimes in 
the name of establishing an Islamic state. The 
Negara Islam Indonesia (Indonesian Islamic 
State) movement in West Java strove for the 
same aim. Both groups were broken up and 
resulted in a series of trials ending last year. 
In some cases death sentences were passed 
down by the court. 

More recently, the Indonesian House of 
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Muslims and soldiers in Metro, Lampung province. 


Representatives was presented with a re- 
port at the end of January, warning of a 
group of "rightwing extremists" operating 
clandestinely in Jakarta. This so-called 
“Jemaah Usroh" group, together with other 
clandestine cells around the country have, 
said the report, "encouraged people to see 
the possibilities of establishing an Islamic 
state.” None of these, however, seem to 
have gone beyond being fringe organisa- 
tions attracting only marginal support. 


Puzzling some observers are reports that 
very few of the Kommando Mujaheddin 
group were from the area. This not only 
suggests a more sophisticated organisation 
with outside links, but also raises questions 
about the likelihood of such a group operat- 
ing without the authorities being alerted 
sooner. The group, who local villagers iden- 
tified mainly as younger men, had built sev- 
eral houses and a small mosque on a hill close 
to the village of Talangsari. 

Lampung province, like much 
Sumatra, is a devout Muslim area: the 
vince has 65 registered pesantren or Islamic 
boarding schools, and almost 20,000 religi- 
ous teachers. But no one in the area reported 
any recent radical Islamic activity before the 
emergence of the Talangsari group. Specula- 
tion had focused instead on the possibility of 
a land dispute, possibly involving new 
settlers (the area is one of the oldest destina- 
tions for transmigrants from Java). 

Also of note was the speed and efficiency 
with which the military conducted the oper- 
ation, suggesting that parts of it were well 
planned. Sources say, however, that the mi- 
litary authorities in Jakarta were taken by sur- 
prise. There was also praise in 
many quarters for the way in 
which details of the incident 
were quickly released by the mi- 
litary authorities. Coming so 
soon after the dismantling of the 
military’s internal security ap- 
paratus, Kopkamtib, the 
dent at the very least der 
strated the effectiveness of the 
military's response to security 
threats at the territorial level de- 
spite what some have regarded 
as a clipping of its wings. 

In broader terms, the affair 
has brought the Muslim extre- 
mist issue to the surface just as 
themainstream of Islamic politics 
is heading for another crisis. The 
trend for some time now has 
been moving towards a polarisation be- 
tween the aspirations of Muslim activists — 
both older, traditional ulama (scholars) and 
younger modernists — and the direction of 
the only sanctioned Islamic party, the United 
Development Party (PPP). Matters are likely 
to come to a head later this year if the PPP 
holds a national congress to debate leader- 
ship changes, tentatively scheduled for Au- 

st. 
a The current leader of the PPP, Jaelani 
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Naro, is widely considered to be losing the 
support of the party. Naro's unsuccessful bid 
for the vice-presidency in March last year 
was widely perceived as a mark of his per- 
sonal ambition and has compounded the 
feeling that under him, the PPP has become 
remote from issues of concern to Muslims. 
Naro is currently doing his best to lobby for 
support in the regions in order to head off 
calls for his resignation that are sure to sur- 
face at the national congress. 

Critics who argue that the PPP is losing 
touch with the Islamic community point to 
the party's failure to support the Council of 
Ulama's idea to set up an Islamic consumers' 
council. This moderate notion surfaced after 
last November's scandal concerning the al- 
leged presence of pork fat in processed 
foodstuffs. The PPP's reluctance to comment 
on the affair or support any follow-up action 
has, some say, severely underestimated 
local feelings about the matter. Some villages 

ast Java are reportedly still not buying 
lucts affected by the pork fat scare. 

"The PPP has become virtually a secular 
party," remarked Ridwan Saidi, who left the 
PPP last year to join the ruling Golkar party. 
Although Saidi's view that there are more 
good Muslim politicians in Golkar is hardly 
surprising in the circumstances, he may 
have a point. Golkar campaigned hard in 
Muslim strongholds such as Aceh and East 
Java during the last parliamentary elections, 
and this is reflected in the PPP's almost 50% 
drop in the polls. 


he question posed by the PPP's cur- 

rent weakness: against a back- 

ground of recent extremist activity, 

is whether the government has 
gone too far in neutering institutional Mus- 
lim politics, thus providing more room for 
extremists to operate. “The political expres- 
sion of Muslims in Indonesia is reactive, not 
responsive and penetrative,” said Afan Gaf- 
Í Jogjakarta's Gaja Madah University in 
aiccent article. 

There is a constant undercurrent of Mus- 
lim activism looking for avenues of expres- 
sion in Indonesia. Evidence of this comes 
from traditional organisations such as the 
rural-based Nahdatul Ulama, or urban-based 
Muhammadiya, which have both registered, 
to their surprise, renewed interest in mem- 
bership among the younger generation. In 
many universities, Islamic study groups are 
among the strongestin the absence of interest 
in any other political affiliations. 

For most, this interest comes nowhere 
near the sort of fanatical radicalism unco- 
vered in Lampung province. But the search 
for ways of solving social and economic 
problems through Islam is palpable. Many 
are now Saying it is time the government ac- 
commodated this with less of its customary 
suspicion of Islamic politics. But the Lam- 
pung incident is likely to harden attitudes, 
particularly in the military, towards playing 


noliHoc in the mocamaio * 


THAILAND 


Ambitious thinking behind Indochina, Burma links 


The Golden Land 





By Paisal Sricharatchanya in Bangkok 
B uoyed by a thriving economy at home 








and relative political calm in the re- 

gion, Thailand's political and military 
leadership is pushing an ambitious plan to 
transform the country into a Southeast Asian 
economic power. 

Pending a settlement of the decade-old 
Cambodian conflict, which is now consi- 
dered a real possibility, Bangkok wants to 
play a leading role in bringing about coopera- 
tion and spreading the wealth of an emerg- 
ing sub-region that would include Indochina 
to Thailand's east and Burma to the west. 

Public pronouncements by Prime Minis- 
ter Chatichai Choonhavan and army com- 
mander and acting supreme commander 
Gen. Chaovalit Yongchaiyut suggest a com- 
mon view on the economic emphasis in the 
next phase of Thailand's relations with these 
neighbours. This represents a radical 
reorientation of Thai priorities, which were 
traditionally focused on domestic political 
and security. concerns. The Indochinese 
states in particular had been regarded as a 
security threat since they all fell under com- 
munist rule in 1975. 

The security factor is now being pushed 
to the sidelines as the country's leaders be- 
come increasingly convinced that an immi- 
nent Sino-Soviet rapprochement and also 
the normalisation of Sino-Vietnamese ties 
will usher in an era of peace in the region. 
This in turn, the leadership believes, will per- 
mit the rehabilitation of the war-ravaged In- 
dochinese states. 

Based on this analysis, Bangkok not only 
wants to step up trade and investment con- 
tacts with its resource-rich neighbours but 
also seeks to secure their participation in a 
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new regionally based system whereby eco- 
nomic wealth could be shared across national 
boundaries and ideological differences. 

Chatichai's ambition "to turn Indochina 
from a battlefield into a trading market" is 
now seen as the cornerstone of Thailand's 
new policy. His controversial meeting in Jan- 
uary with Hun Sen, premier of Cambodia's 
Vietnamese-backed government in Phnom 
Penh, marked the first concrete step towards 
realisation of this goal. 

While Chatichai and Chaovalit may share 
the same broad approach to achieving great- 
er economic cooperation with Thailand's im- 
mediate neighbours, the two may have 
some slightly divergent views on how far the 
country should go in trying to position itself 
as leader of an emerging regional economic 
bloc. Whereas Chatichai talked in general 
terms about mutually beneficial economic 
dealings, the military leadership has gone a 
step further to project Thailand as the pro- 
posed sub-region's economic centre by the 
next generation. 

The gist of the military's ambitious goal is 
rooted in as yet a vaguely defined plan to 
turn the Southeast Asian peninsula into a 
prosperous Suwannaphume, or Golden Land. 
Army sources say this plan is Chaovalit's 
brainchild, floated in recent weeks within 
senior military circles. Unfamiliar with de- 
tails of the proposal, lower-ranking officers 
were reluctant to discuss the plan. 

Chaovalit mentioned the proposal for the 
first time in public during his Armed Forces 
Day speech on 25 January. He noted that the 
situation along all of Thailand's borders was 
much more secure now compared with two 
decades ago and that things would continue 
to improve. "The Thai armed forces will 
strive to create a durable peace in order to 


make it possible for the development of eco- 
nomic cooperation, solidarity and prosperity 
in this Suwannaphume — with Thailand at its 
centre,” he said. 

A flurry of diplomatic initiatives mounted 
by Chaovalit over the past year — notably his 
overtures to Lao leaders in early 1988 which 
ended a bloody Thai-Lao border war, his 
controversial visit to Rangoon in December 
1988 to meet Burma’s new military leader- 
ship and the more recent behind-the-scene 
roles he was perceived to play in arranging 
the Chatichai-Hun Sen meeting — was seen 
as part of an effort to lay the groundwork for 
Suwannaphume. 


he plan was given another airing by 
| deputy supreme commander Gen. 
Pat Akkanibutr on 9 February, 
though Pat also failed to explain how the 
plan would be realised. Addressing a sec- 
urity-related forum, he said: "Our aim is to 
bring peace and prosperity to the peoples in 
this region. Thailand will not dominate other 
countries but rather it will serve as a centre 
for them to rely on.” As if to mollify potential 
anxiety among Thailand's Asean partners, 
he added that Bangkok will continue to 
maintain friendly ties with them. 

The concept of Thailand as the Southeast 
Asian peninsula's power centre has histori- 
cal roots. Prior to and during World War II, 
the staunchly nationalistic regime of Field 
Marshal Pibulsongkram openly campaigned 
for a greater Thailand, encompassing those 
parts of Burma, southern China and In- 
dochina inhabited by peoples ethnically 
similar to Thais. It was a distinctly expan- 
sionist proposal that was soon dropped. 

The vague enunciation of the military's 
outlook by Chaovalit and Pat so far has gen- 
erated little public debate. But already there 
is quiet concern in some intellectual circles 
that the military may be developing a new 
form of economic neo-colonialism. "Judging 
by the military leadership's action, there 
seems to be little moral consideration," com- 
mented social critic Sulak Sivaraksa. “The ap- 
parent haste to tap our neighbouring coun- 
tries’ rich natural resources smacks of the 
exploitative nature of the Japanese and 
South Koreans.” 

According to sources who maintain con- 
tacts with the Indochinese and Burmese 
leaderships, their keen interest to do busi- 
ness with Thailand is coloured by fears of 
being exploited or dominated economically. 
Adding to such fears is a recognition by these 
countries that Thailand has depleted much 
of its own natural wealth — particularly 
forest and marine resources — and now may 
well be eyeing the natural wealth of its neigh- 
bours. 

There is similar concern among some 
Thai politicians. Opposition leader Boonchu 
Rojanastien, a one-time deputy prime minis- 
ter in charge of economic affairs, warned ata 
recent seminar that excessive exploitation by 
Thailand's private sector could destroy any 


new economic relationship 
with the country’s neigh- 
bours. Applauding Chati- 
chai’s Indochina initiatives, 
Boonchu said Thailand must 
be sincere about creating 
trust and allow long-term re- 
lations to develop. 

These concerns are not 
lost on Chatichai. The prime 
minister and his policy advis- 
ers have made clear their op- 
position to any neo-colonial 
approach, though whether 
their attempts to ensure a 
process of fair economic 
cross-fertilisation will suc- 
ceed remains an open ques- 
tion. 

Addressing a recent business forum, 
Chatichai urged Thai entrepreneurs to avoid 
"unilateral exploitation" of Indochina's 
abundant resources and instead seek to 
strike "two-way" deals that would serve the 
interests of all parties. He emphasised the 
importance of Thai technology transfer, par- 
ticularly in joint ventures. In projects where 
raw materials from neighbours are imported 
for processing, Chatichai suggested that the 
suppliers should be allowed some equity 
participation. 





Chaovailit: initiatives. 


Observers say the right 
balance could lead to a heal- 
thy economic partnership, 
with each partner's contribu- 
tion complementing the 
other's. Vital raw materials 
that are readily available in 
Indochina and Burma — 
such as timber, marine pro- 
ducts, gemstones, minerals 
and hydro power — are 
badly needed by Thailand to 
support its next stage of in- 
dustrial development. In ad- 
dition, these countries, once 
opened up to foreign invest- 
ment and trade, could pro- 
vide a large market for Thai 
manufactured goods. 

Although the final shape of a Cambodian 
settlement has yet to be worked out among 
the warring Khmer factions, Chatichai's ini- 
tiative has spurred much interest her ` 
trade and investment prospects in Laos 
Vietnam. Thai businessmen are exploring 
the possibility of purchasing minerals and 
timber from Laos and even establishing de- 
partment stores there. In Vietnam, the busi- 
nessmen are seeking investments in hotels 
and are negotiating joint ventures in fishing 
and marine-products processing. a 
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BURMA 


Dwergent reactions to Rangoon’s instability 


Different strokes 





By Bertil Lintner in Bangkok * 


S a direct outcome of the recent up- 
A heavals in Burma, when anti-govern- 

ment demonstrators demanded 
democracy and an end to the socialist sys- 
tem, Burma’s immediate neighbours have 
become involved in its internal affairs for the 
first time in decades. In the process, the three 
most important countries — India, China 
and Thailand — have adopted completely 
different approaches. 

India was one of the first countries to com- 
ment on the Burmese crisis. On 10 Sep- 
tember 1988, New Delhi expressed its sup- 
port for “the undaunted resolve of the Bur- 
mese people to achieve their democracy.” 

Later, when thousands of Burmese dissi- 
dents fled a bloody crackdown that resulted 
from the military takeover on 18 September, 
India became the only neighbour that 
adopted a clear-cut refugee policy. On 25 Oc- 
tober, India’s External Affairs Minister, P. V. 
Narashima Rao, told a parliamentary panel 
that “strict instructions have been issued not 
to turn back any genuine refugees seeking 
shelter in India.” 





One refugee camp was built at Leikhul in 
the Chandel district of Manipur state in 
northeastern India. Two more camps, 
mainly for students from the ethnic ! 
minority, have been built at Champhai ...... 
Saiha in neighbouring Mizoram. Since then, 
news about the comparatively fair treatment 
received by refugees has filtered back to 
Burma, and an increasing number of stu- 
dents have fled to India. The number now is 
said to be about 800, and it is still increasing. 

India's sympathetic attitude has been re- 
flected also in the frankness of All-India 
Radio's (AIR) Burmese service. Previously, it 
attracted only a few listeners, mainly from 
Burma's large Indian community. Today, 
AIR has overtaken the BBC's Burmese service 
in popularity among the public at large. 

"The BBC is government-sponsored, but 
still independent. AIR is run by the Indian 
Ministry of Information and Broadcasting 
and reflects official policy. That's even more 
important," said one observer. 

The Burmese Government-controlled 
Working People’s Daily has over the past few 
weeks published several vitriolic attacks on 
AIR, accusing it of interference "in Burma's 


internal affairs." The 27 January issue of the 
same newspaper also accused the Indian po- 
lice of beating student refugees. This seems 
groundless, but clearly emphasises official 
Burmese concern over the increasing num- 
ber of students heading northwest for exile. 

Analysts suggest that India's stand has 
been prompted not only by the way it usu- 
ally views itself as a “guardian of democracy" 
in the regon, but also by considerations re- 
lated to security and nationality. 

India shares an 857-mile frontier with 
Burma and ethnic insurgents, mainly Nagas, 
use unadministered Burmese territory as 
sanctuaries for cross-border raids into India's 
sensitive northeast. 

So far, Burma's only reaction to this situa- 
tion has been to mount essentially futile, 
half-hearted military operations against the 
insurgents from India. In any case, the Bur- 
mese military has been stretched to the limit 
fighting several ethnic insurgencies within 
T aa. It is widely believed that India hopes 
t | anew democratic government in Ran- 
goon might try a more tactful political ap- 
proach. A stable border could also result in 
increased trade between the two countries, 
analysts say. 

Another consideration might be New 
Delhi's concern for the Indian community in 
Burma, which under a 1982 citizenship act 
has become stateless, or has been given a sec- 
ond-class citizenship by the Rangoon re- 
gime. Traditionally, the Burmese have 
looked down on the kalas — a derogatory 
word used to describe the Indo-Burmese. 
India might be assuming that its strong 
stand for democracy could help make life 
easier for this community in the future, ac- 
cording to some observers. 


t one stage, China seemed to have a 
A similar concern for the equally state- 

less and vulnerable Chinese com- 
munity in Burma. Shortly after the military 
{ iver, the Trade Minister Col Abel called 
li: saan Dee, the commercial counsellor of 
the Chinese Embassy in Rangoon to discuss 
some trade arrangements that had been 
made prior to the August-September upris- 
ing. 

The new regime, anxious to publish any 
evidence of foreign contacts, put a picture of 
the meeting on the front page of the Working 
People's Daily on 4 October. This brought a 
strong reaction from Rangoon's Chinese 
community, which approached the embassy 
to make its views known. 

“If the Chinese Government is seen as 
cosying up with the detested military re- 
gime, the Sino-Burmese community may be 
victimised by angry crowds if there is 
another popular uprising," one Rangoon- 
based diplomat explained. 

However, as the situation has calmed 
down — and border trade with China has 
picked up — that attitude may have 
changed, among the Sino-Burmese as well 
as the Chinese authorities. - 


Recently, Burma's Myanma Export Im- 
port Corp.(MEIC) signed its first official bor- 
der-trade agreement with its counterpart in 
China's Yunnan province. Burma agreed to 
sell 1,500 tonnes of maize, valued at 
US$180,000, in exchange for Chinese milk 
powder, soap and toothpaste. 

In overall terms, this may not be espe- 
cially significant. The total value of private, 
but officially sanctioned and taxed trade, as 
well as smuggling through rebel-held areas 
along the border, may be as high as Kyats 30 
million (US$4.6 million at the official rate) a 
day, according to some sources. 

As many as 300 trucks leave Mandalay 
and Lashio in northern Burma for the 
Chinese border every day, these sources 
say, though most of the goods may come 
into Burma through areas controlled by 
communist and ethnic Kachin rebels. Either 
way, Chinese consumer goods are flooding 
the markets in most northern Burmese 
towns, and increasingly even in Rangoon. 

But in order to encourage trade through 
the only two government-held crossing 
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Burmese students near the Thai 


points — Muse and Panghsai — the au- 
thorities decided recently to allow coopera- 
tives and private merchants to use 2575 and 
40% respectively of their export earnings to 
import Chinese merchandise in kyats at the 
black-market rate — which is about six times 
as high as the official rate of Kyats 6.5:US$1. 
The condition, though, is that goods pur- 
chased in this way have to be resold to the 
MEIC for distribution inside the country. 

Peking's policy on Burma — once di- 
rected towards all-out military and political 
support for the rebels along the border — 
today appears to be almost exclusively 
guided by economic considerations. Local 
sources assert that the Chinese are also still 
maintaining close ties with these rebel 
groups, mainly because they offer more lib- 
eral terms for the traders than the govern- 
ment. 

As for Burma's third major neighbour, 


Thailand, its reaction and policy are prob- 


ably the most confusing and difficult to ascer- 
tain. 


On 22 November, the Thai Government 
granted temporary asylum to the thousands 
of Burmese students who fled to the Thai- 
Burmese border after the military stepped in. 
But then, on 14 December, the Thai army 
chief, Gen. Chaovalit Yongchaiyut, visited 
Rangoon and returned with lucrative log- 
ging and fishing deals — and began repat- 
riating Burmese students (REVIEW, 9 Feb.). 

The inconsistent Thai policy appears to 
have backfired and created considerable 
anti-Thai sentiment. Christopher Schacht, 
an Australian senator who recently visited 
Burma, quoted opposition politicians as say- 
ing that more than 100 Burmese fishing ves- 
sels are now lying idle in ports along the Ir- 
rawaddy delta, because fishing rights have 
been sold to Thai interests. 

Reuters newsagency reported from Ran- 
goon on 7 February that "the army has sold 
off concessions . . . so quickly and so cheaply 
that opposition politicians are warning about 
lasting environmental damage." Former 
prime minister U Nu said: "Our forests will 
disappear. There will be no fish in our wat- 
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border: logging and fishing deals. 


ers.” In the case of an elected government, it 
is plausible to assume that these contracts 
will be terminated. 

The repatriation of Burmese students, 
which appears linked to the logging and fish- 
ing deals, has also upset many Burmese. In 
four townships in Rangoon — Lanmadaw, 
Hledan, Sanchaung and Kemmendine — 
posters have appeared urging the public to 
boycott Thai goods. Ethnic Karen rebels 
have threatened to disrupt cross-border 
trade in teak logs, on which they now levy 
taxes. 

In the long run, it is difficult to judge 
which neighbouring country will be able to 
maintain the closest relations with resource- 
rich Burma — which seems tobe the ultimate 
purpose of the differing approaches of India, 
China and Thailand. 

The only thing that appears certain is that 
Burma’s self-imposed isolation, from which 
Rangoon benefited for years, is over and that 
it will be difficult to restore in the face of new 
challenges. both internal and external. = 


BRIEFING 


Hun Sen government 
slams Sihanouk plan 


> Prince Norodom Sihanouk re-assumed 
the presidency of the Cambodian resistance, 
two days after a 9 February meeting of the 
three resistance coalition partners in Peking 
which adopted a common position on his 
five-point peace plan. But, apparently 
bolstered by a recent meeting between Thai 
Prime Minister Chatichai Choonhavan and 
its premier Hun Sen, the Vietnam-backed 
People’s Republic of Kampuchea slammed 
Sihanouk’s plan as “not constructive” and 
warned that “it would only bring back the 
genocidal regime of Pol Pot.” The resistance 
met to prepare for the second round of 
informal talks between all the Cambodian 
factions in Jakarta on 19-21 February. The 
Sihanouk proposal, backed by China, calls 
for dismantling the Phnom Penh 
government and replacing it with a 
quadripartite coalition government headed 
by Sihanouk. Representatives of the three 
resistance factions had evaded questions 
about Pol Pot's future at a press conference 
on 9 February, though in a letter issued the 
following day, Sihanouk said that the return 
to power by Pol Pot ^willalways be out of the 
question." Butintegrating the Khmer Rouge 
military forces into the quadripartite army is 
necessary, Sihanouk added. 


FBI asked to investigate 
Seow surveillance in US 


> Sen. Edward Kennedy, chairman of the 
judiciary committee of the US Congress, has 
written to the director of the FBI to ask the 
organisation to investigate the claim by 
Singapore's leading dissident Francis Seow 
that he is under surveillance in the US, 
possibly by agents employed by the 
Singapore Government (REVIEW, 26 Jan.). 
Seow is in the US seeking medical treatment 
for a heart condition. The US State 
Department is also said to have raised the 
issue with the Singapore Government but 
there has so far been no reply. A Singapore 
court has, meanwhile, moved to seize 
Seow’s assets to meet fines imposed over tax 
evasion charges heard in his absence. Seow 
is appealing against the convictions. 


Laurel calls for 

US bases withdrawal 

> Philippine Vice-President Salvador 
Laurel has called for a phased withdrawal of 
US military bases in the Philippines over a 
10-year period and has urged President 
Corazon Aquino to begin talks with 
Washington immediately. In a speech to 
Philippine ambassadors on 13 February, 
Laurel said Manila should start drafting an 
accord that provided for a gradual phase out 


of Clark air base and Subic Bay naval base, 
the leases on which expire in 1991. 


Hawke and Gandhi discuss 
Indian naval expansion 


> Australian Prime Minister Bob Hawke 
expressed complete understanding of the 
factors behind India’s naval expansion 
programme during talks with his Indian 
counterpart Rajiv Gandhi, an Indian Foreign 
Office spokesman said on 11 February. 
However, later the same day, Hawke ina 
speech urged India to shun nuclear weapons 
production and wished it had not tested its 
nuclear explosion capability. During 
Hawke’s visit a series of memorandums of 
understanding were signed on Australian 
development assistance and bilateral 
cooperation in telecommunications, 
railways and weather forecasting. 


Social indicators 


India: Cities to grow 


Total population 





Indian court settles 

Bhopal gas case 

> The Indian Supreme Court has ordered 
Union Carbide to pay US$470 million as 
compensation for victims of the December 
1984 Bhopal gas disaster that killed more 
than 3,000 people. The payment is to be 
made by 31 March "in full and final 


settlement of all claims, rights and liabilities" 


arising from the poisonous gas leak. The 
court also quashed all criminal proceedings 
related to the case, which included charges 
of culpable homicide against Union Carbide, 
its subsidiaries and executives. 


Taiwanese fighter 

crashes in China 

»> The Taiwan Defence Ministry said on 12 
February that it was investigating the 
incident of a Taiwan air force pilot flying an 
F5E fighter aircraft that crashed near 
Guangdong on 11 February. The pilot, Lieut- 


Col Lin Hsien-shun, said in a Chinese TV 
interview that he had voluntarily fled 
Taiwan and that his family had known 
nothing of his plan. The Defence Ministry 
indicated Lin was emotionally unstable due 
to family problems. 


Governor to brief Thatcher 
on Hongkong situation 

> Hongkong ; 
Governor Sir David 
Wilson will brief 
British Prime Minister 
Margaret Thatcher on 
22 February in 
London, as she faces 
growing 
parliamentary and 
press interest in the 
territory. New 
accusations that London has shirked its 
responsibilities were sparked by Portugal's 
decision to grant full passports to the 100,000 
ethnic Macanese population of Macau, 
which will make them citizens of the EC with 
the right to settle in Britain. London so far has 
granted similar rights to only a few of its 
senior Hongkong civil servants. The 
findings of a parliamentary foreign affairs 
committee due to visit Hongkong in late 
April could result also in sticky questions for 
the prime minister. 


Thatcher. 


Ageing Taiwan deputies 
resist retirement 


> Despite the new law offering a hefty 
pension for life-term members of Taiwan's 
three national elective organs, including the 
legislature, few mainland deputies are 
willing to resign voluntarily, officials said on 
8 February. So far, only three out of son 
1,000 ageing deputies have said they arı 
willing to step down. However, many are 
said to be dragging their feet apparently to 
benefit from a salary increase for 
government officials starting on 1 July, 
which would add NT$750,000 (US$27,174) 
to the NT$3.7 million pension already 
earmarked for each retiree. 


Thai Government plans 
refugee resettlement 


> Encouraged by the prospect of a 
settlement to the 10-year-old Cambodian 
conflict, the Thai Government is mapping 
out an ambitious programme for the 
voluntary repatriation of over 300,000 
Cambodian refugees currently stranded 
along the Thai-Cambodian border. A major 
aim of the programme will be to train and 
equip the refugees with various professional 
skills to prepare them to return home in three 
years. 
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BRITISH AIRWAYS 


WE FLY 
MORE 
INTERNATIONAL 
PASSENGERS 
THAN 
ANY OTHER 
AIRLINE. 


In 1988 over 22 million people 
travelled on our worldwide net- 
work, which connects some 
170 destinations in over 80 
countries. 

Little wonder British Airways 


is the world's favourite. 


Siquier Courcelle et associés 
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Alcatel CIT: Today's partner fo: 


A trusted partner in more than 100 countries. 

January 1988. France: World commercial inauguration 
of ISDN: Alcatel E10 connects industrial firms in the 
Cotes-du-Nord département (Brittany) to the first ISDN 
network. Space: Alcatel CIT appointed project leader 
with Matra on the Telecom 2 program, with responsabil- 
ity for prime contracting and integration of the three pay- 
loads — civilian and military. These represent about 75 % 
of the contract value (launching excluded). 

China: An additional 155,000 lines and 50,000 trunk cir- 
cuits for the Alcatel E10; a microwave network for tele- 
phone and television transmission. 

Egypt: Installation of one of the largest data packet 
switching networks in the Arab world. 

February 1988. Chile: Alcatel E10: 10 exchanges 





USA: Norfolk-Maseley digital link extended. Order for 
565 Mbps coaxial cable communications systems. 
March 1988. France: ISDN expands: after Saint-Brieuc, 
official connection of Rennes (capital of Brittany region). 
In september, ISDN reaches Paris. By 1990, nationwide 
availability thanks to the Alcatel E10 system. 

North Yemen: 3 new latest-generation Alcatel E10 digital 
exchanges. 

France: Optical videocommunications network for the 
French Presidency. 

April 1988. Ireland: A world event in ISDN exports: 
installation of an ISDN pilot project based on the Alcatel 
E10 for the Irish P&T (Telecom Eireann) in Dublin's future 
international business district. 

France: 50,000 additional videocommunications outlets 


omorrow's telecommunications. 


French Polynesia: Opening of one of the world's most 
modern  voice/data/image  telecommunications 
networks. 

May 1988. Ecuador: 6 additional Alcatel E10 exchanges. 
Orders for 40,000 extra subscriber lines and 6,200 extra 
trunk circuits. 

Middle East: Order for a turnkey microwave military 
telecommunications network. 





All links to communication: a total expertise. 
Alcatel CIT masters every aspect of telecommunications : 
digital telephone switching, intelligent networks, data 


communications, submarine and land links using copper 


or fiber-optic cables, microwave links, space links. 








Alcatel CIT also means the innovation and reliability you 
can expect from an international leader in telecommu- 
nications, within a European group of world stature: 
Alcatel. 
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J. Willard (Bill) Marriott Jr. always dreamed big. But nobody 





















could have realised where those dreams would take him. From 
a small nine-seat root beer stand in Washington D.C. to a 
corporation with 520 hotels and resorts in the U.S.A. and 
around the world. DA 
Soon, in Hong Kong, Bill Marriott realises the pinnacle 
of his dream. A five-star Marriott flagship hotel in the East. 
In February, the Hong Kong Marriott opens its doors. Soaring 
50 storeys in the heart of Central, this stunning new hotel 
blends the perfection of five-star Eastern service with dynamic 
American knowhow. The result is a standard of excellence and 
value that has not been experienced in this part of the world. 
If you appreciate the warmth that springs from true 
American hospitality, then you'll understand what sets the 


Hong Kong Marriott apart. A unique commitment to serving 


your needs superbly with a smile. 
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Come and experience our gracious hospitality soon, in 
our fine restaurants, elegant bars and 605 sleeping rooms 
and suites. It's all designed to put stars in your eyes. s ; ! "à I 
Opening in Hong Kong in February 1989. MERE MEE A oe : 
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AMAarnott. 


Marriott people know how. 





J. Willard (Bill) Marriott Jr. President and Chief Executive Officer of the Marriott Corporation. 


Car additianal infarmatinn ^antact Hana Kana Marrintt Hotel. Pacific Place RR Mmeenewayv Hano Kano. Tel- S-R108266. Tix: 66800 MARTT HX Fax: 5-8450727 
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COMMUNISM 


Leftists search for alliances in election run-up 








By Jayanta Sarkar in Calcutta 


B 





uoyed by prospects of humbling the 
ruling Congress party in parliamen- 
tary elections due this year, India's 
opposition parties are busy at the game of 
making and breaking political alliances. The 
communists — the most successful prac- 
titioners of the art, having secured a victory 
for the first leftist-led front, in Kerala state, in 
the 1950s — are as usual in the thick of it but 
without some of their characteristic finesse. 

That became evident when they formed a 
National Campaign Committee (NCC) a few 
s ago along with some rejected or drop- 
( — ictions from such major opposition par- 
ties as the Lok Dal and the Jan Morcha. The 
initiative to form the NCC came from the pro- 
Moscow Communist Party of India (CPI). 

Later, a section of the national leader- 
ship of the Communist Party of India-Marx- 
ist (CP-M) also joined in. However, 
another section of the CPI-M’s leadership, 
identified with West Bengal Chief Minister 
Jyoti Basu, a veteran CPI-M tactician and the 
main proponent of what has come to be call- 
ed the “Bengal Line,” rejected both the idea 
and the timing of the move. His faction con- 
tends that a party of the CPL-M’s stature 
should align itself with some mainstream op- 
position groups and not with those which 
had only a marginal presence on the national 
scene. 

Proponents of the NCC, led by CPI-M gen- 
eral secretary E. M. S. Namboodiripad, the 
force behind the party’s so-called “Kerala 
L'-- " hold a different view. Their main ob- 
je >is to influence the essentially centrist 
National Front and the Janata Dal, the front's 
dominant component, to draw up specific al- 
ternative programmes that would give due 
recognition to the "Left and democratic" 
forces in the country. They deny that the NCC 
is aimed at opening a "third force" distinct 
from the National Front - Janata Dal combine 
on the one hand, and the communal, right- 
wing Bharatiya Janata Party (BJP) on the 
other. 

The formation of the NCC — behind the 
backs of the Bengal Line leaders, it is al- 
leged in some quarters — only brought to the 
surface differences which had been simmer- 
ing for quite some time. When the Bengal 
Lamp controversy, which involved state 
government contracts being awarded to a 
company associated with Basu's son, 
reached its pitch in September 1988, Nam- 
boodiripad said in a somewhat ambivalent 
statement that if any corruption charge was 
established against any comrade, the offen- 





Strange bedfellows 


der would be thrown out of the party. It fell 
short of the defence that some CPI-M circles 
had expected. 

The differences became even more pro- 
nounced at the party's West Bengal state 
congress, held in December 1988 in Calcutta. 
There was broad unanimity that the Rajiv 
Gandhi government should be ousted but 
emphasis varied markedly in speeches deliv- 
ered at the congress. Namboodiripad in ef- 
fect put in the caveat that such a call would 
not be complete until it was certain that the 
new government would be better than the 
present one. The tensions showed up sharp- 
ly when the general secretary, who was 
billed to be one of four speakers at a massive 
public rally, hastily left the city and did notat- 
tend the meeting. 

Then came the party's national congress 
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Namboodiripad: NCC proponent. 


at Trivandrum in Kerala. While supporters 
of the Bengal Line went there fully prepared 
to make an issue of their stand, the congress 
largely bypassed the matterand left the ques- 
tion of forming alliances open. It was content 
to reiterate the call for ousting the Gandhi 
government and, also, to avoid a tie-up with 
communal organisations. 

The perspective changed following the 
National Front's triumph in the Tamil Nadu 
elections in January. That was a shot in the 
arm for the front. Basu and V. P. Singh, con- 
venor of the front and president of the Janata 
Dal, met in Calcutta on 23 January and dis- 
cussed the possibility of having some kind of 
electoral alliance. As a token move, the CPI-M 
and its leftist allies in West Bengal 
agreed to offer one seat to the Janata Dal 
in the civic polls being held in Howrah, 
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the industrial suburb of the state capital. 

It was at the last meeting of the CP-M polit- 
buro in New Delhi on 31 January-1 February 
when the party leadership agreed to take the 
National Front as its main partner. That 
marked a major concession to the Bengal 
Line. However, the politburo, in deference 
to the stand taken earlier by some leaders, 
chose not to immediately drop the NCC al- 
together and agreed to go to some of its sche- 
duled meetings over the next few weeks. 

These compromises resolved one part of 
the CPI-M dilemma but the other — perhaps 
more tricky — part remains unresolved. It 
concerns what stand the Marixsts should 
adopt towards the BJP, which they regard as 
communal. While Namboodiripad in par- 
ticular harps on the party’s alleged com- 
munal character and, hence, would not like 
to have any truck with it, some other leaders, 
including Basu, have chosen to keep silent. 

At least two developments — one recent 
— have made the CPI-M’s BjP-baiting look 
somewhat unconvincing. In the last Tamil 
Nadu polls, the CPI-M joined a front led by the 
Dravida Munnetra Kazhagam (DMK), which 
has as one of its constituents one faction of 
the All-India Muslim League. Both Nam- 
boodiripad and Basu, among others, also 
campaigned in the state for DMK’s allies. In 
successive leftist governments in Kerala — 
the earlier ones headed by Namboodiripad 
— the Muslim League had been a partner. 

So, does the communal angle entirely ex- 
plain the CPI-M’s anathema for the BJP? Some 
people in the party confide that it does not. 
The BJP's main organisational strength owes 
a great deal to the Rashtriya Sawamsevak 
Sangh (RSS), which is committed to uphold- 
ing Hindu values. However, the RSS is a 
rather slippery entity, and past experience 
shows that it is difficult to know beforehand 
whom it is backing and how far. 

But itis an unstated factor that is proving 
to be the most important. The communists, 
and certainly the Congress, know well that a 
broad opposition umbrella including the BJP 
and the National Front could make an impact 
at the next polls — especially in the crucial 
Hindi heartland, where some local elections 
are now clearly reflecting a disquieting com- 
munal pattern. 

If such a marriage takes place, that will 
also mean the end — for the time being at 
least — to the communists' ambition to ex- 
tend their influence to this decisive region. 
That is not a welcome thought, and the CPI- 
M, left to itself, would not like to be a party to 
any arrangement that could in any way help 
a National Front -BJP tie-up to emerge. 

Right now, the situation is fluid. To a 
query about whether the CPI-M would come 
into the National Front if the front decides to 
join hands with the BJP at a later date, before 
the election, a Marxist leader would only say: 
“It’s a hypothetical question." What will hap- 
pen to the moves to bring the two com- 
munist parties — the CPI-M and the CPI — 
closer is also not known. * 
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Farmers stage protests to manipulate political patrons 


Reaping the harvest 


By Salamat Ali in New Delhi 

ndia's ruling Congress party is grappling 
| with growing rural unrest as it prepares 

for year-end elections. Ironically, that 
unrest is manifested in the actions of a small 
but powerful group of farmers whose politi- 
cal clout is a by-product of Congress’ own 
Green Revolution in agriculture since the 
1960s, which made the country self-suffi- 
cient in food grain production. 

And neither the Congress nor the opposi- 
tion parties can afford to ignore these farmer 
organisations, which control massive vote 
banks in a country where 80% of the 800 mil- 
lion population lives in rural areas and de- 
rives its income from farming. 

Graphic evidence of the farmers’ influence 
was seen last year on two occasions. The most 
publicised came when the Congress com- 
mitted itself to holding the capital’s biggest- 
ever publicrally toobserve the31 Oc- 
tober anniversary of prime minister 
Indira Gandhi's assassination. 

To press home rural grievances, 
over 100,000 farmers from adjacent 
Uttar Pradesh state entered New 
Delhi on the night of 24 October and 
occupied the vast lawns near the 
central government offices, which 
had been chosen as the venue. The 
Congress was faced with the choice 
of either backing down and bowing 
to farmer power or asserting its au- 
thority violently but with unpredict- 
able consequences for the city and 
itself. 

During the week of the seige, a 
constant stream of tractors towing 
trailers full of farmers more than 
doubled the invaders’ numbers. 
After a prolonged battle of nerves between a 
demoralised and harassed New Delhi police 
and the farmers, who threatened to stay in- 
definitely until their demands were met, 
Prime Minister Rajiv Gandhi was forced to 
surrender and shift the anniversary obser- 
vance to a site several miles away. In the 
event, the farmers ended the siege, though 
their demands were not met. 

The episode emphasised, not so much 
the farmers’ grievances — which include de- 
mands for cheaper loans and write-offs, 
higher subsidies for inputs and price in- 
creases for farm products — as their im- 
mense clout in India’s politics. The central 
government was anxious to avoid a repeti- 
tion of an incident when, over four weeks in 
February and March 1988, the same group of 
Uttar Pradesh farmers staged a successful 
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Farm leaders project contrasting lead- 
ership styles: 22. 


massive sit-in at the divisional commis- 
sioner's office in Meerut, about 100 km north 
of New Delhi. The Uttar Pradesh state 
machinery had proved helpless in breaking 
the siege, which had threatened to turn the 
entire western part of the state into a caul- 
dron of violence and chaos. 

The New Delhi siege made headlines be- 
cause the victim this time was the national 
capital, filled with foreign observers and the 
press. But beginning with the massive farm- 
ers’ agitation in Tamil Nadu in 1977, through 
similar protests in 1983 in Karnataka, to the 
Meerut sit-in, there have been several 
equally massive examples of rural unrest. 
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Farmers' rally in New Delhi. 


While last year saw an end to the drought 
that affected most of India over the previous 
three years, and had influenced some of the 
protests, the farmers' turmoil is far from 
over. Rather, it seems to beon the rise and in 
this election year could cause greater reverb- 
erations than before. 

The Bharatiya Kisan Union (Indian Farm- 
ers Union, or BKU), the biggest farmers’ or- 
ganisation in northern India, said at Agra on 
14 January, that unless the farmers' de- 
mands were met soon, they would stop pay- 
ing taxes and rates. Farmers of six districts in 
southern Bihar state have decided to stop 
paying government dues from the end ofthis 
month. BKU leader Mohindra Singh Tikait 
also boosted his influence last year when he 
brought the eastern part of his home state of 
Uttar Pradesh under the BKU's wing. 


OIVEN UIE preponderant Clectoral Dase or 
the rural population, opposition parties ex- 
tend whole-hearted support to the farmers' 
demands without considering the cost in- 
volved for the national economy. The ruling 
Congress' response alternates between de- 
nouncing the agitations as politically moti- 
vated jingoism and displaying its own sol- 
icitude for the protesting farmers. 

Congress has sought to promote dissi- 
dence covertly within the BKU by militants 
unhappy over the abrupt withdrawal of the 
New Delhi siege and is trying to do the same 
in Maharashtra state's major grouping, the 
Shetkari Sanghatana (Farmers Movement), 
against its president Sharad Joshi. On the 
other hand, it was the Congress itself which 
introduced the so-called loan fairs — tours of 
rural areas by Congress ministers with man- 
agers of nationalised banks in tow to grant 
loans on the spot, usually onan election eve. 

Late last year the Congress government 
in Maharashtra compromised with Joshi and 
wrote off Rs 2.2 billion (US$144.2 millic [ 
the Rs 7 billion outstanding farmers’ loan» v 
avert protests by cotton growers, agreed to 
raise the cotton support price by 20% and 
also to allow an additional bonus ranging 
from Rs 45-145 per quintal of produce. In 
Uttar Pradesh, the Congress state govern- 
, mentraised the sugarcane price and 
” also increased the pegged-down 

price in the east of the state. 

Observers of the Indian eco- 
nomic scene say that a notable as- 
pect of the current farmers’ unrest is 
its origin in trends which have been 
promoted by the Congress govern- 
ment itself since the mid-1960s. 

These are rooted in the agriculture 

policy that brought about the Green 

Revolution which, after making 

rapid advances until the early 1980s, 

has unmistakably levelled out. 
Under the new agriculture po- 
licy, emphasis shifted from ir ^*^: 
tional reforms to technologici — » 
grading of farming coupled with 
price incentives for the farmers pro- 
ducing marketable surpluses. The 
policy — targeted on the states of Punjab, 
Haryana and western Uttar Pradesh — suc- 
ceeded in achieving self-sufficiency in food 
grains but at a heavy cost, involving irriga- 
tion, power and infrastructure support, 
coupled with other incentives. Even in these 
regions, the main beneficiaries were farmers 
growing commercial crops rather than those 
involved in traditional subsistence farming. 

But while some economists calculate that 
the agriculture policy helped only 10% of the 
farm households to outgrow the old, ineffi- 
cient feudal pattern of unimaginative use of 
land and labour, this 1076 now has a high 
stake in government subsidies through va- 
rious inputs. And these farmers — forming 
the backbone of the agitation — are in a posi- 
tion to reinforce their stake through their 
newly acquired relative prosperity and 


consequent social and political influence. 

Some economic analysts also argue that 
the agricultural policy could have been a 
complete success, if industrial growth had 
kept pace with it. The policy had depended 
vitally on a vast range of inputs ranging from 
chemical fertilisers and electricity to labour- 
saving machinery and infrastructure. But 
these inputs could only have been cost-effec- 
tive if modern industries had grown at the 
same pace as the commercial farming, which 
they failed to do. 


n recent years, farm prices have lagged 

behind those of industrial goods at an 

average of 10%. Consequently, the farm- 
ers' groups allege that the government had 
formulated its policies to enrich the cities at 
the cost of countryside. The minimum sup- 
port price fixed by government year after 
year has also failed to keep pace with the cost 
of inputs. It is the consequent steady erosion 
nf nrofits which has hit the rich and middle- 
|i ne farmers who have been at the fore- 
tront of recent agitations. 

However, the Green Revolution had pro- 
vided this small group of farmers — repre- 
senting neither the very few vast landown- 
ers still existing, nor the great mass of peas- 
ants — with considerable clout, as the situa- 
tion in Maharashtra demonstrates. The rise 
of Joshi and his organisation can best be un- 
derstood within the context of the sharp fall 
by the late 1970s in the size of the average 
landholding and the adverse land-man ratio. 

Joshi was largely responsible for develop- 
ing awareness among farmers that they 
would be unable to afford inputs unless they 
formed cooperative societies. In turn, the 
power of the cooperatives was appreciated 





Costly demands 


Although the intermittent farmers' protests vary from region to 
region, the demands come down to three essentials: cheaper 
loans or the writing-off of loans, higher subsidies on various farm 
inputs, and a steady increase in the prices of all farm products. 
Cumulative figures are not available either on the total subsidy 
India pays on the prices of fertilisers and other inputs, or on con- 
cessionary farm loans in various states. However, some indicators 
emphasise the considerable outlay on both accounts. Over the 
past couple of years, Haryana and Maharashtra states have writ- 
ten off loans totalling around Rs 5 billion (US$328 million). This is 
in addition to their spreading the repayment of the remaining out- 
standing loans over several years either at low interest or no fresh 
interest during the newly laid down periods of repayment. 
Understandably, New Delhi vehemently opposes writing off 
loans, arguing that it plays havoc with the nationalised banking 
system and various institutions specifically set up for the farmers. 
Similarly, opposing any further concession on electricity bills, Ag- 
riculture Minister Bhajan Lal said last year that government- 
owned utilities in various states were losing Rs 3 billion annually 


by the Congress, which captured them 
largely to insulate its government in the state 
against the anti-Congress feeling sweeping 
other states in the 1970s. And since the 
societies became an appendage of the ruling 
party, they acquired state patronage. 

However, eventually the tail came to wag 
the dog. In western Maharashtra, sugar is 
the main crop. Over time, those who gained 
control of the sugar cooperatives also ac- 
quired direct or indirect substantial interest 
in the sugar mills and liquor 
distillares. Currently, all 
politics in Maharashtra is 
conducted in the coopera- 
tives which control the flow 
of the state's wealth and not 
in the offices of the local Con- 
gress party. 

A dramatic illustration of 
the cooperatives’ clout was 
provided two years ago 
when current Finance Minis- 
ter S. B. Chavan, who was 
then Maharashtra’s chief 
minister, attempted to check 
some malpractices in the 
cooperatives. His local Con- 
gress rival and former chief 
minister, Vasantdada Patil, 
rebelled, forcing Gandhi to induct current 
Chief Minister Sharad Pawar, who has de- 
veloped close ties with Shetkari Sanghatana 
leader Joshi. Gandhi had no option because 
Patil was speaking for the cooperatives, 
which finance legislators, deliver votes and 
thereby decisively influence a large block of 
votes in the legislature. 

Apart from whatever marginal support 
he may have provided for the return to 





power of the present chief minister of 
Maharashtra, Joshi is credited with tilting the 
balance in favour of the opposition in some 
constituencies in the last general elections. 
And though the key farmers' leaders are 
careful not to play an overt political role, their 
preferences do come to light. For example, 
Joshi said recently that he preferred Gandhi's 
arch foe, V. P. Singh as "the smaller of the 
two thieves." 

Similarly, in the north, Tikait declared re- 
cently at Allahabad that he 
would not rest until he pulled 
the government down, 
though he did not clarify if he 
meant the central govern- 
ment or that in his own home 
state. He has often said that if 
forced to the brink, his BKU 
could opt to become political. 
He has also hinted at the 
possibility of personally con- 
testing the next general elec- 
tions. 

In the final analysis, the 
government seems to have 
concluded that, since the 
economy cannot afford to 
meet most of the farmers' de- 
mands and at the same time it 
cannot afford politically to ignore them al- 
together, the only short-term option is to 
dribble out astutely timed concessions. But 
only the year-end general elections will lend 
credence to — or refute — the Congress’ as- 
sertion that the farmers’ organisations are 
lobbies rather than politically significant 
groups and that there is more thunder and 
fury than real electoral clout behind their agi- 
tation. £ 


oa 
Gandhi: surrender. 


In a pre-budget meeting with Finance Minister S. B. Chavan 


earlier this month, farm leaders supporting the ruling Congress 
party made several demands. They sought a 50% subsidy for all 
community irrigation works and concessional rates for irrigation _ 
works undertaken by individuals and a 75% subsidy in premiums 


for farm products. 


because of existing subsidies on electricity supply to farmers. 


for group insurance of small and marginal farmers, plus a 50% 
subsidy for all other farmers. 

They also demanded the creation of an agriculture equity fund 
for advancing interest-free loans to farmers to buy shares in agro- 
processing industries. The list went on to add that farmers’ 
cooperatives should be compensated for all losses incurred in fer- 
tiliser distribution; and that a pension scheme be instituted for all 
farm labourers, including marginal farmers and disabled ones. 
The listended with yet another plea for across-the-board increases 


Earlier demands by other farmers’ organisations have in- 
cluded: a direct link between the cost of living index and prices of 
farm products; non-imposition of penalties on late payment of 
bills; uniformity in power rates in all states and the waiving of out- 
standing power bills in years of drought and floods; lower prices 
for agricultural implements, machines and fertilisers; reservations 
in government service for farmers’ sons and daughters; compen- 
sations at market rates for any land acquired by government; and 
parity of rural educational facilities with those in the cities. 
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Farm leaders Tikait and Joshi project contrasts 


Peasant politician 


here are probably scores of Indian 
ES who claim to lead the 

farmers of their regions. However, 
none disputes the primacy of Mahendra 
Singh Tikait in Uttar Pradesh and Sharad 
Joshi in Maharashtra. The impact of the 
protests these two men have launched in 
recent years has been felt throughout the 
country. However, despite the political na- 
ture of their movement and negotiations 
with authorities, both claim to be totally 
apolitical. 

The two could not be more different. Clad 
always in a rumpled cotton dhoti and shirt, 
the 53-year-old Tikait fits the typical image — 
though a tall one at 1.87 m — of a north In- 
dian peasant. He had little formal education 
and goes about bare-footed. Some believe 
his image of a country bumpkin is a deliber- 
ately cultivated one. Joshi, also in his mid-50s 
and of medium height, is a highly educated 
former civil servant who did a stint with the 
UN and alternates between Western clothes 
and Indian cotton trousers and shirt. He is 
suave and highly articulate. 

Some of his admirers call Tikait the sec- 
ond Mahatama after the revered nationalist 
Mahatama Gandhi. At the New Delhi pro- 
test in October 1988, which brought him 
international press coverage, he was bless- 
ing a constant stream of infants brought 
to him by their peasant parents. At that 
rally, after a stint on the dais holding forth 
against the governments misdeeds, he 
would descend to squat in front of the stage 
puffing on a traditional Indian water-filled 
pipe, before returning to resume his day- 
long speeches. 

By contrast, Joshi is the epitome of a con- 
temporary trade union leader. His detractors 
portray him as a typical wheeler-dealer, 
launching and withdrawing his protests as 
part of a tactical war. However, no one 
denies that he gets results for his consti- 
tuents. 

Tikait heads the Bharatiya Kisan Union 
(Indian Farmers Union, or BKU) — which 
groups the farmers of the prosperous west- 
ern region of Uttar Pradesh, India's most 
populous state with more than 100 million 
people. But contrary to subtle government 
propaganda, the BKU is not the union of 
kulaks or rich farmers alone. A host of small 
and marginal farmers constitute a large part 
of his support. Among the other factors con- 
tributing to Tikait’s success is his shrewdness 
in preserving the rural hierarchical structure 
of his region. 

Western Uttar Pradesh is dominated by 
the Jat — the farmers’ caste — which is in 


turn divided into 18 subcastes called Khaps. 
Each Khap has a chief called Chaudhury, 
whose jurisdiction extends scores of vil- 
lages. Although Tikait makes full use of this 
command structure, his BKU is no longer an 
exclusive preserve of the Jats and the BKU 
units are no longer organised on the Khap 
basis. 

Some observers believe that despite his 
seemingly whimsical ways, Tikait is neither 
unintelligent nor emotionally unstable — as 
his detractors suggest — but that he deliber- 
ately cultivated this style after joining the BKU 
in 1986. He owns some 8-10 ha of land 
and is highly respected by all 18 Khaps. He 
commands equal respect among the non- 
Jats, because before joining the BKU he was 
an activist in the movement against rural so- 
cial evils and for settlement of disputes 
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through local voluntary bodies rather than 
the corrupt governmental machinery and its 
tardy judicial system. 

Tikaits agitational tactics are a mixed 
brand of confrontation and pacification. He 
builds a protest rally up to a stridend pitch 
and calls off the agitation when a violent 
clash with the government seems inevitable. 
And he cares little for the phalanx of cadres 
and other hangers-on, which most Indian 
politicians find indispensible for projecting 
their leadership image. All the same, he has 
often urged the peasants to resort to direct ac- 
tion and beat up policemen, while at big 
rallies he is often surrounded by scores of 
bodyguards, some of them armed. 

True to his peasant origins, Tikait is usual- 
ly blunt and to the point in speech. But he is 
also fond of listening to poetry. He often says 


that all ne wants is to see people live with 
honour and dignity “and see for myself that 
there is God and truth in this world.” Invited 
in February 1988 to an opposition leaders’ 
conclave at Surjkund, on the outskirts of 
New Delhi, he told them: “We fought for our 
rights and won in the past and we will fight 
and win in future too, but I cannot join you 
because I am nota political leader.” 

Joshi heads the Shetkari Sanghatana 
(Farmers Movement), based in Ma- 
harashtra. He acknowledges that he 
speaks for farmers who produce marketable 
surpluses. Unlike Tikait he goes to seminars 
and sits down with politicians and govern- 
ment functionaries to negotiate. His thesis is 
that ever since India's independence, the 
farmer is locked in a neo-colonial system 
based on exploitation. 

The government often offers incentives 
to industry — both in the private and public 
sectors — to increase production but always 
ignores farming which is the most produc- 
tive sector of the Indian economy, he sa 

Joshi advocates what he calls peacerui 
guerilla methods. He believes Tikait is mis- 
guided in mounting a host of demands in- 
stead of agitating on specific issues. Merely 





Tikait addresses members of the BKU in Merrut. 


assembling a large number of people and 
demonstrating over a long period cannot 
achieve desired results, he says. 

Explaining his own preferred tactics, 
Joshi recalls the protest he launched a couple 
of years ago, when his followers in 
Maharashtra stopped all supplies of onions 
from the farms to the cities. The price of the 
staple vegetable of the urban poor zoomed 
and the state government came to terms with 
Joshi's demands. He has often threatened to 
call on farmers not to produce any food 
grains beyond what they need for their own 
consumption. While noting that ultimately 
such tactics cannot succeed unless all farmers 
in India join hands, Joshi says: "To be suc- 
cessful, an agitation should atleast pose a po- 
tential threat to the powers that be." 

E Salamat Ali 
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MONGOLIA 


Ulan Bator rehabilitates Genghis Khan 


Hordes of pride 








By Alan Sanders 





ultural relaxation has been moving 

ahead since December's plenary 

meeting of the ruling Mongolian 
People’s Revolutionary Party approved the 
politburo’s proposals for wide-ranging 
democratic reforms (REVIEW, 19 Jan.). Au- 
thorities are allowing greater freedom of na- 
tional and cultural self-expression and en- 
couraging Mongolian customs which fell 
into disuse during the 30 years of “stagna- 
tion” when Yumjaagiyn Tsedenbal was the 
country’s leader. 

The politburo’s proposals stated explicitly 
that until recently Mongolian people’s ideas 
and initiatives “connected with their feelings 
of national pride and progressive national 
traditions” had simply been condemned out 
of hand as nationalism and their patriotic 
feelings had consequently been “blunted.” 

Tsedenbal, ousted in 1984, had held 
“dogmatic” attitudes on the country’s recent 
past, including the destruction of Mongolia’s 
cultural heritage by his predecessor, the 
Stalinist dictator Marshal Choybalgan. Tse- 
denbal had also been unwilling to risk of- 
fending the Soviets by disputing their official 
negative view of the historical role of Gen- 
ghis Khan and the Mongol Empire he 
founded, which conquered medieval Rus- 
sia, as well as much of Central Asia and 
China. 

The party’s call now is to “overcome any 
instances of indifference to the national cul- 
tural heritage and its careful preservation 
and transmission to the next generation.” As 
far as Mongolia’s ancient history is con- 
cerned, efforts are being made to restore the 
good name of Genghis Khan — with the em- 
phasis on his role as founder of the nation 
and national hero rather than as bloodthirsty 
conqueror. 

It has been suggested that a new hotel 
being built in the Mongolian capital Ulan 
Bator be called the “Genghis Khan” in his 
honour, or at least be named after the ancient 
Mongolian capital, Karakorum. 

There have also been complaints that 
while hundreds of books and films have 
been made about Genghis Khan elsewhere 
in the world, Mongolia itself has produced 
almost none. Genghis hotpot is sold in 
Japan, but not in Mongolia. 

Prose and poetry by the Mongolian pre- 
revolutionary writers Ravjaa and Injinash, a 
Mongolian edition of the classic Secret History 
of the Mongols, and a two-volume biography 
of Genghis Khan published in Chinese Inner 
Mongolia in 1987 are among historical works 


that the younger generation 
would like to read. 

However, their wide- 
ranging reading request list 
also includes Joyce’s Ulysses, 
Rybakov’s Children of the 
Arbat and biographies of 
Winston Churchill, Oliver 
Cromwell and John Lennon 
as well as Made in Japan by 
Sony Corp. founder Akio 
Morita. 

Demand is strong for the 
publishing of new books in 
the Mongolian classical 
script, abandoned in favour 
of the Russian Cyrillic script 
after 1945. The classical script 
is being taught in senior 
schools once again and there 
are many leisure study 
groups for adults, though no newspapers 
or magazines are published in it at pre- 
sent. 

Knowledge of this script is the key to the 
currently fashionable study of Mongolia's 
post-revolutionary history as well as its re- 
mote past. Meanwhile, the newspapers are 
publishing new biographies of Mongolian 
leaders like Amar, Losol and Dogsom, who 
fell victims to Choybalsan's "personality 
cult." 

During the recent celebrations of the 80th 
anniversary of the birth of the prominent 
writer and historian Damdinsuren, it was 
noted that in the 1930s he had been a firm 
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supporter of the use of the Latin script 
for writing modern spoken Mongolian. 
Books, journals and postage stamps were 
printed in it at the time. Moreover, the spell- 
ing rules in Latin script that he drew up were 
said to have been less obscure and ambigu- 
ous than those for Cyrillic, which was even- 
tually adopted as a political gesture by Tse- 
denbal. 

Besides adopting the 
Russians’ alphabet, the Mon- 
golians have also over the 
years absorbed quite a large 
number of Russian words 
into their everyday language. 
The party and government 
newspaper Unen (Truth) has 
been running a series of 
short articles under the 
pseudonym “Corrector” call- 
ed “Dictionary of Five 
Words” in which readers are 
encouraged to use Mo - 
lian wordsinsteadofRu: — 1 
ones. 

Authorities approved that 
restoration work be recom- 
menced on the decaying Jan- 
raysegu temple at Gandan 
lamasery in Ulan Bator, one 
of the country’s few remaining fine histori- 
cal buildings. At the same time, in keeping 
with the new mood of “democratisation” 
and giving the country a new historical 
image, the future of Ulan Bator’s monument 
to Stalin is under discussion. According to 
the Minister of Public Security Lieut-Gen. 
Jamsranjav, it has already been daubed with 
paint and inscribed “Enemy of the people” 
— the epithet for many thousands of Stalin’s 
victims. 

Stalin Street, which runs from the offices 
of the Academy of Sciences where the Stalin 
monument stands westwards, behind the 
Soviet Embassy compound, has alr ^": 
been renamed. 

Mongolian people are also being encour- 
aged to wear their national costume, the deel, 
a knee-length garment of brightly coloured 
silk or wool buttoning at the shoulder and 
worn with a contrasting sash. The deel was 
actually banned from the university and 
technical colleges in the 1950s and has be- 
come quite rare, made only to order. The 
writer Dulmaa told the Mongolian trade 
union newspaper Hodolmor that they should 
be mass produced, adding: “The deel should 
become the ceremonial attire of Mongolian 
officials and diplomats.” 

With the Lunar New Year celebrated on 6 
February in Mongolia as Tsagaan Sar, the 
government's decision to make it a public 
holiday again has been widely welcomed. 
On Tsedenbal's instructions the occasion be- 
came "Agricultural Production Association 
Workers' Day" in the 1960s and ceased to be 
a holiday — yet another reason why there 
will be little mourning for the passing of the 
Tsedenbal era. E 
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DEFENCE 


Singapore-Malaysian exercises signal improved ties 


Room to manoeuvre 





By Suhaini Aznam in Kuala Lumpur - 





or the first time since Singapore pulled 
F out of the Federation of Malaysia in 

1965 and the two former British col- 
onies went their separate ways, troops will 
participate in a joint land exercise later this 
year. The exercise, which follows water and 
gas agreements concluded last year, indi- 
cates an improvement in relations. Dip- 
lomats said both sides want to take advan- 
tage of the general rise in confidence. 

The neighbours’ long-held mutual suspi- 
7^"$ over security have not been completely 

laged — as evidenced by the nature of 
the joint manoeuvres. Malaysia has invited 
Singapore troops to joint artillery exercises in 
Kota Belud, at the northwestern tip of Sabah, 
which has the advantages of being both a 
larger training facility than the one in 
Malacca and well away from the peninsula. 
Singapore has reciprocated with an invita- 
tion to one of its regular battalion live-firing 
exercises. But diplomats see the exercises as a 
positive first step towards defence coopera- 
tion. 

To date, the two armed forces have only 
participated in multilateral air and naval 
exercises — the annual Starfish and Lima 
Bersatu — under the aegis of the Five-Power 
Defence Arrangement, of which Britain, 
Australia and New Zealand are also mem- 
bers. Singapore troops carry out their jungle 
combat training in Brunei, with which it en- 
joys a cordial relationship, based on similar 
concerns as small states surrounded by 
.. dly, if sometimes nervous, giants. 

lowever, the announced joint man- 
oeuvres do show that the relationship has 
taken a 180-degree turn since Israeli Presi- 
dent Chaim Herzog's visit to Singapore in 
November 1986, which aroused a public out- 
cry in predominantly Muslim Malaysia. At 
the time, the youth wing of the dominant 
Malay party in the ruling National Front coal- 
ition submitted a letter of protest to the Singa- 
pore high commissioner in Kuala Lumpur, 
and the Malaysian Government said it 
would review its ties with Singapore. 

A joint land exercise between Malaysia 
and Singapore is particularly significant be- 
cause of the emotive image it conjures; the 
civilian populations of both countries are 
equally touchy about the idea of “invasion” 
by the other's troops. In 1987, Trade and In- 
dustry Minister Lee Hsien Loong, a retired 
brigadier-general, directly questioned the 
loyalty of ethnic Malays in the Singapore 
Armed Forces when he said that the govern- 
ment did not want to put some soldiers in a 


position where their feelings for the country 
could conflict with their feelings for their reli- 
gion. Soldiers in combat must have no 
qualms about what they are fighting for, he 
was reported to have said. 
That prompted Malaysians 
to wonder whether Singa- 
pore indeed had thoughts of 
attacking Malaysia. 

A year later, Lee recalled 
that Singapore officials had 
gone to great lengths to ex- 
plain both privately to senior 
Malaysian defence officials 
and to the Malaysian public 
that “we would be crazy to 
contemplate it." And theinci- 
dent helped the two coun- 
tries discuss mutual sen- 
sitivities more openly. Thus, 
when Singaporean soldiers 
were reported — several 
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days after the event — to have been spot- 
ted heading up the Sungai Melayu river in 
Johor in 1987, both sides publicly play- 
ed down the incident. Singapore said the 
soldiers would be punished, while Malay- 
sian politicians barely murmured their pro- 
test. 

One of the restrictions to joint military 
exercises lies in the Asean concept itself, 
which espouses economic cooperation and 
is not, and was never intended to be, a de- 
fence pact. "We do not want to formalise the 
defence forces in Asean, but we would like 
, to have bilateral cooperation 
= among Asean countries," 
? summed up Singapore First 

Deputy Prime Minister and 
Defence Minister Goh Chok 
Tong during his visit to Kuala 
Lumpur on 26-28 January. 
Defence of the two coun- 
tries was indivisible and 
neither could afford to 
be at loggerheads on ques- 
tions of security, said Malay- 
sian Defence Minister Tunku 
Ahmad Rithaudeen. “We 
must work together." Mean- 
while, joint naval exercises 
will continue, with one plan- 
ned soon. ~ 









REFUGEES 


Thailand pushes Vietnamese boat people out to sea 


Sink or swim 


By Murray Hiebert in Bangkok 


hailand continues to deny asylum to 
| many Vietnamese refugees and to 
push their boats back to sea despite 
Bangkok's announcement in April 1988 that 
it was abandoning the policy, refugee work- 
ers and diplomats in Thailand and Malaysia 
assert. The Thai action caused the number of 
refugee arrivals in Thailand to drop nearly 
60% lastyear, while brutality inflicted against 
Vietnamese boat people by Thai pirates in- 
creased sharply, these officials say. 

Relief workers who have interviewed 
Vietnamese refugees in Malaysia have ac- 
counted for nearly 3,200 people in more than 
120 boats who were pushed off the Thai coast 
and arrived in Malaysia during 1988. These 
figures do not include boats that never made 
it to Malaysia and were either lost at sea or re- 
turned to Cambodia or Vietnam after being 
rejected by Thailand, refugee officials say. 

Pushoffs from Thailand’s east coast were 
highest in January and February last year, 
after Thai officials became alarmed at the 
sharp increase in Vietnamese refugee ar- 
rivals in 1987. The US-based Lawyers Com- 





mittee for Human Rights charged in a Janu- 
ary report on Thailand’s treatment of ref- 
ugees that hundreds of boat people died dur- 
ing these pushoffs. 

Thailand’s southern provinces appear to 
have waited until mid-1988 to begin denying 
asylum to refugees and redirecting them to 
Malaysia. Late last year, the south relaxed its 
policy again, allowing 415 refugees to land in 
November and December, according to fig- 
ures collected by the UN High Commis- 
sioner for Refugees (UNHCR). 

Thailand's pushoffs were accompanied 
by a dramatic increase in the level of violence 
by Thai pirates, even though the actual 
number of attacks dropped. At least 503 ref- 
ugees were killed or listed as missing because 
of attacks last year, a five-fold increase over 
the 95 victims in 1987, UNHCR statistics indi- 
cate. Some 334 of these deaths were caused 
during nine refugee boat rammings by Thai 
pirates or fishermen. The number of ref- 
ugees raped and abducted rose to 188 in 
1988, up from 95 the previous year, the 
UNHCR says. 

"The anti-Vietnamese climate creates an 
atmosphere that it's okay to engage in [boat] 


rammings and violence," observed a dip- 
lomat. “And as the arrests [of pirates] con- 
tinue, you're left with the worst, the most vi- 
cious, the most sophisticated pirates for 
whom the threat of 20 years in jail is hardly a 
deterrent," he said. 

The pushoffs, accompanied by increased 
pirate brutality, caused Vietnamese refugee 
arrivals in Thailand to drop from 12,842 in 
1987 to 5,448 in 1988, UNHCR figures suggest. 
This drop came at a time when overall Viet- 
namese refugee arrivals in the region rose to 
43,903, up from 29,694 in 1987. 

Thai Government officials were reluctant 
to discuss publicly the pushoff charges, but 
privately they deny the reports. "Thailand 
still has a firm policy of first asylum," an offi- 
cial said. "Vietnamese can stay — if they 


manage to land on a beach. but we no longer 
consider them refugees — after 13 years it's 
too much," he said, referring to the official 
Thai view that many of these people are not 
fleeing political persecution but seeking bet- 
ter economic opportunities. 

But local officials often have a different 
understanding of Bangkok's policy. “Marine 
police officers in the east say they have infor- 
mal orders to do everything in their power to 
make sure refugees don't land," a relief offi- 
cial said. "A local official who reports too 
many arrivals understands full well that he 
may not be going too far," a diplomat said. 

In many cases, Thai officials in the south 
redirect boats to Malaysia after providing 
them with fuel and wood. A group of 30 ref- 
ugees who arrived in Malaysia on 11 De- 
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NEW GUINEA 


Soldiers mutiny over pay and conditions 


A morale p 


By Bailey Ericson in Port Moresby » 
Te Papua New Guinea (PNG) Gov- 














ernment is trying to re-establish its au- 

thority after having had to placate sol- 
diers who, in a protest over their pay, went 
on a rampage through Port Moresby on 8 
February. Armed with sticks and stones, 
they smashed cars and attacked several jour- 
nalists before finally breaking windows at 
the parliament building. 

Prime Minister Rabbie Namaliu, who ad- 
mits that he was taken by surprise at the sol- 
diers’ action, denied that his government 
had “caved in" to their demands, saying that 
a massive pay rise — of up to 72% in some 
cases — had been recommended already 
by an inquiry and accepted by the govern- 
ment. 

The demonstration came only because of 
administrative mistakes which had delayed 
the first instalment of payments of increases, 
and lower-than-expected payments when 
they did come, the prime minister said. 
These problems would be solved and discip- 
linary action would be taken, after an in- 
quiry, against those who took part in the 
riot. 

But investors, particularly the dominant 
Australian business community, have been 
shaken by the events, which follow a cam- 
paign of sabotage at the Bougainville copper 
mine by local land owners. 

The spectacle of the police having to use 
tear gas to disperse an estimated 1,000 un- 
armed soldiers — out of a total 3,500 Defence 
Force personnel — was hardly calculated to 
instil confidence. 

Two days later, after grilling Defence 
Force commander Brig.-Gen.  Rockus 


roblem 


Lokinap, Namaliu stated: "I want to reassure 
the nation, and our trading partners and for- 
eign investors that the situation in Port 
Moresby and PNG is completely under con- 
trol and there is no cause for alarm." 

He also praised Deputy Prime Minister 
Akoka Doi for his action in facing the angry 
soldiers outside parliament and defusing the 
situation with his promise that the pay rises 
would be forthcoming. 

Apart from the possible effect on foreign 
investment, the incident has 
harmed the PNG military's 
reputation, which atone time 
was high. In 1980, PNGtroops 
were dispatched at the re- 
quest of the Vanuatu Gov- 
ernment to help put down a 
separatist rebellion just be- 


fore independence was 
granted by Britain and 
France. 

PNG's fireman role in the 


Pacific was largely based on 
an ability to quickly and effec- 
tively respond toacrisis. There 
wasspeculationoverthepos- — 
sibility of a similar action to = ~ 
prop up Walter Lini's gov- 
ernment in Vanuatu in 1988. 

But years of neglect of equipment and pay 
have taken a serious toll, both on the army's 
capability and — more seriously — its 
morale. 

The PNG Defence Force grew out of a 
proud tradition started by the Australian-of- 
ficered Pacific Islands Regiment which 
fought with distinction alongside Allied 
forces against the Japanese in World 
War Il. 





cember tola their interviewers that mey naa 
spent three days in Thailand while their 
boat’s engine was being repaired. The ref- 
ugees reported that they were given rice, 
canned fish and cigarettes by Thai police, 
who towed their boat to the Malaysian bor- 
der when the repairs were completed. 

But other attempts to prevent Vietnam- 
ese refugees from landing appear to be more 
violent. “Refugees tell us that sometimes 
people are shot at, others are towed at high 
speed causing their boats to break up and 
some face physical abuse on shore,” said a 
Western diplomat responsible for monitor- 
ing refugees in Thailand. “These policies 
aren't ordered by the central government, 
but nothing is done to discourage severe 
local actions." Di 


Localisation was completed by the time of 
independence in 1975, when Ted Diro — 
then a brigadier and currently a member of 
Namaliu's cabinet — became the first i 
genous commanding officer. 

But little attention has been paid to main- 
taining standards. There have been no pay 
rises except cost of living increases since in- 
dependence. Weapons and other equip- 
ment have become obsolete and defective. 
Brig.-Gen. Tony Huai, sacked a year ago as 
commander for allowing standards to fall, 
has spoken publicly with nostalgia for the 
days before independence “when we had 
stacks of personal equipment." 

The Defence Department has repeatedly 
pointed out the situation in annual reports, 
but no action had been taken despite a warn- 
ing that morale and discipline were danger- 
ously low, primarily because men were 


, living and supporting 
? families on wages set 15 years 
2 ago 


The Namaliu govern- 
ment, which came into office 
in July 1988, accepted " 
findings of an Australian 
sultant recommending mas- 
sive wage rises, especially for 
the lowest paid, and provi- 
sion for the start of a three- 
year implementation of these 
was made in the defence ap- 
propriations in November 
1988. 

With the first increment 
— due in the first week of 

February, anger became 

general when men expect- 
ing a 17% increase in their Kina 3,230 
(US$3,915) annual salary, received only 
about 3%. 

Rumours spread quickly that officers, al- 
ready earning relatively good wages, were 
receiving more substantial increases. After 
several days of indiscipline and damage 
to property inside barracks, the soldiers 
swept out into the city to make their case in 
public. » 
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ommerzbank, one of West 
Germanys Big Three 
private-sector banks, has 
increased its holding in Korea- 
International Merchant Bank 
[MB) from 20% to 30%. 
This step by Commerzbank 


in 1979— reflects its confidence 
in the growing potential of the 
Korean market. 

Over the years, Korea Inter- 
national Merchant Bank has 
consistently expanded its busi- 
ness volume and earnings. The 
bank has established its repu- 
tation as a manager and under- 
writer of Won-denominated 
bonds for. Korean and inter- 
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JAPAN 


Takeshita cornered by election defeat 


Name the guilty party 


By Charles Smith in Tokyo 


he cabinet of Japanese Prime Minister 

f Noboru Takeshita has been forced on 
the defensive by a critical by-election 

defeat and the first crop of arrests in the long- 
running Recruitinfluence-peddling scandal. 

Takeshita will survive if he can resist de- 
mands from the media and the opposition 
parties for an early dissolution of the lower 
house of parliament. But his critically low 
support rating in recent public opinion polls 
— around 28% — means that he is, at least 
theoretically, open to attack from inside the 
ruling Liberal Democratic Party (LDP). 

This would be a serious worry if there 
were aspirants for party leadership who 
could claim to be less tainted with the Recruit 
scandal than Takeshita himself. 

Of the two shocks inflicted on the LDP 
during the past few days the party's stun- 
ning election defeat in Fukuoka, a prefecture 
in the southern island of Kyushu, was proba- 
bly the most serious, if only because of the 
shadow it seems likely to cast over a 
forthcoming election campaign in 
July for half the seats in the the 
upper house of parliament. 

The Fukuoka upper-house seat, 
which fell vacant in December with 
the death of a sitting LDP member, 
should have been safe for the gov- 
ernment as the electorates consist 
chiefly of small businessmen and 
farmers, who traditionally vote LDP. 
Yet, the result turned out to be a 
triumph for the opposition Japan 
Socialist Party (JSP). 

The JsP’s Sadao Fuchigami won 
751,000 votes out of a total of just 
under 1.7 million, leaving 564,000 
for the LDP’s Kei Omei, a former Ag- 
riculture Ministry official picked be- 
cause of his ties with farm groups in 
the area, and 170,000 votes cast for a com- 
munist. The LDP debacle followed campaign 
visits to the constituency by a total of 170 LDP 
parliamentarians, including Takeshita him- 
self and party secretary-general Shintaro Abe. 

Commentators described the result as a 
rout, even though the results of earlier 
municipal elections in  Kitakyuhsu, 
Fukuoka's second-largest city, had 
suggested the government might have a 
tough time. 

The Fukuoka electorate's disillusionment 
with Takeshita may not have been due solely 
to the Recruit affair. Reports from party 
workers during the campaign suggest that 
voters were angry with the governmment 





for enacting a controversial tax reform in De- 
cember which incorporates a 376 general 
consumption tax that will severely hit small 
businessmen. 

Takeshita’s insistence on pushing 
through a series of farm-product import- 
liberalisation measures — including full 
liberalisation in three years of beef and 
orange imports — may also have been an 
issue. Farm cooperative officials in Tokyo 
have estimated that the LDP should expect to 
lose up to 30 seats at a general election be- 
cause of beef-import liberalisation alone. 

Takeshita himself, however, admitted 
after the Fukuoka results were announced 
that the LDP's "total defeat" in the prefecture 
must have reflected public dislike of the gov- 
ernment's handling of the Recruit scandal. 

The Fukuoka verdict meant, Takeshita 
added, that the government had to try hard- 
er than ever to restore confidence in politics 
by introducing political reforms that will 
make politicians less susceptible to arm- 
twisting by unscrupulous businessmen. The 


Takeshita; arrested Recruit founder Hiromasa Ezoe. 


key element in such reforms would be the in- 
troduction of a single-seat constituency sys- 
tem, replacing the multi-seat system in the 
lower house of parliament, which would put 
an end to money-wasting contests between 
members of the same party. 

The switch to a one-seat constituency sys- 
tem would also help to increase the transpa- 
rency of the political-funding system by re- 
storing the business of collecting and dis- 
tributing funds from individual politicians to 
central party executives. Takeshita hopes to 
prepare legislation for changing the electoral 
system in time for consideration by a special 
session of parliament later this year. 

The jsp, now riding high after its triumph 





in Fukuoka, apparently agrees with 
Takeshita that Japan urgently needs to get rid 
of the corruption-prone, multi-seat system. 
But JSP leaders have also been inisisting on 
getting to the bottom of the Recruit affair be- 
fore the political-reform issue is tackled. 
Party chairwoman Takako Doi argues that 
the Takeshita cabinet should recognise its 
own involvement by resigning en masse to 
smooth the way for an unfettered investiga- 
tion. Another alternative would be for 
Takeshita to dissolve parliament. Doi says 
this would allow the public to show just how 
seriously it takes the affair. 

Doi's call for a parliamentary dissolution 
is quite clearly an attempt to capitalise on the 
LDP’s current weakness — and on that of two 
other opposition parties, the Komei "clean- 
government" party and the Democratic 
Socialist Party (DsP), which have suffered 
their own share of Recruit revelations. 

Unlike the LDP, DSP and Komei, the JsP has 
so far only owned up to one Recruit victi 
relatively junior politician who was forc — 
resign his seat in November after admitting 
that he had "unwittingly" bought shares in 
in Recruit Cosmos, the Recruit group's real- 
estate subsidiary. Yet, political analysts agree 
that Takeshita may have to do more than 
simply dig in his heals in response to the de- 
mands for dissolution. 

A double election in July, when elections 
are due anyway for half the seats in the upper 
house of parliament, might seem a 
natural option for the government, 
especially as double elections to the 
upper and lower houses simultane- 
ously have been staged twice be- 
fore, in 1980 and 1986. If Takeshita 
decides instead to hang on until the 
legal time limit for the next lower- 
house election in July 1990, he could 
face a further plunge in his already 
dismal public-support ratings. That 
could become a problem in Novem- 
ber when he faces election to a 
ond two-year term as presider.. _- 
the LDP, the office which carries with 
itthe prime ministership. 

Takeshita's solution to the prob- 
lems facing him apparently 
amounts to little more than a dog- 
ged determination to press on at all 
costs with political reform, while hoping that 
time will heal some of the current “misun- 
derstandings” about tax reform. The plan 
may sound unduly negative, but Takeshita- 
watchers note that the same tactics work- 
ed when he successfully wore down op- 
position inside the LDP to the tax reforms 
and when he managed to wrest control of 
the party's largest faction from Kakuei 
Tanaka. 

Takeshita may have another wild card up 
his sleeve — the possibility that further 
probes into Recruit by the Public Pro- 
secutor's Office could implicate more oppo- 
sition politicians, including some from the 
JSP. N 
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PAKISTAN 


A military ‘consensus’ 
with Iran, Afghanistan 


Islamic 
alliance 


A akistan and Iran are Eu develop- 
ing a new strategic consensus for 
West Asia — which will include Af- 
ghanistan once a mujahideen government is 
installed 4 in Kabul — and growing military 
ties between Islamabad and Teheran are ex- 
pected to radically affect the balance of 
rer in the region. 

ran has asked Pakistan to help rebuild its 
armed forces, shattered after the Iran-Iraq 
War. Numerous Iranian military delegations 
have visited Islamabad in the past two 
months for discussions with the Pakistani 
military on joint weapons production, train- 
ing for Iranian officers in Pakistan and the 
hiring of Pakistani military technicians. 

Iran's Minister for the Revolutionary 
Guards, Ali Shamkhani, said in a press con- 
ference in Teheran after returning from Is- 
lamabad in late January that both countries 
will form "an Islamic defence line in the re- 
gion.” 

Sources said the first such arrangement is 
expected to be for Pakistan's air force to help 
Iran. with training and maintenance for 100 
F7 fighters that Teheran has purchased from 
China. Pakistan, which has used Chinese 
fighters since the 1960s, already has one 
squadron of F7s and is expected to buy sev- 
eral more. 

'akistan's chief of army staff, Gen. Mirza 
„adm Baig, is the foremost advocate of a 
strategic consensus between the three coun- 
tries, once the mujahideen have captured 
Kabul. Baig first publicly aired this strategy 
two years ago, during the regime of Pakis- 
tan’s late president Zia-ul Haq. 

Sources said the army believes such a 
consensus would counter a perceived mili- 
tary threat from India, prevent the Soviet 
Union from taking advantage of an expected 
power struggle following the death of Iran's 
Ayatollah Khoemeni, allow Islamabad to 
dominate the future government in Kabul 
and help Pakistan build up its weak indigen- 
ous arms industry. 

Baig has also been a strong advocate of 
building up what is viewed as the country's 
inadequate defence industry. He wasin stru- 
mental in cancelling an order last year for 400 
of the latest American-made battle tanks, the 
MI, because they were considered too ex- 
pensive and unsuitable for Pakistan. 

Baig recently announced that Pakistan 
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had developed two types of surface-to-sur- 
face missiles with ranges of 80 km and 300 
km, that the army would produce its own 
tanks within two years. Pakistan is also 
building a jet trainer, called the Karakorum, 

with Chinese cooperation. Itisexpected to be 
ready by 1990. 

Baig is also a strong advocate of diversify- 
ing its arms purchases so as not to be too de- 
pendent on the US, still the country’s main 
arms supplier. The air force plans to buy 50 
second-hand ! Mirage 111 fighters from Aus- 
tralia. 

The military has long argued that Wash- 
ington's periodic threats to cut arms supplies 
and military aid — a tactic employed to dis- 
courage Pakistan's development of nuclear 
weapons — can only be countered by indi- 
genous weapons research and prod uction in 
which countries like Iran and Turkey could 
help share the costs. 

The military is also keen that Turkey be 
brought into the proposed military consen- 
sus with Iran and Afghanistan. Turkish Pre- 
sident Kenan Evren is scheduled to pay a 
state visit to Pakistan starting this month. He 
told the Lahore daily newspaper The Nation 
that he is keen for cooperation in defence 
production with Pakistan. 

The key question being asked in Is- 
lamabad is what will Washington's reaction 
be. Some diplomats believe that the US 
should have no objections because Pakistan 
would be a moderating influenceon Iran and 
that US arms suppliers and civil contractors 
could use Pakistan as a stepping stone to get 


back mto Iran. Other observers argue that a 
strong Islamic line-up in West Asia would 
worry the new administration of President 
George Bush as it would allow Pakistan to 
pursue a powerful and more independent 
foreign policy in the region. 

However, the growing cooperation is cer- 
tain to antagonise both India and the Soviet 
Union. Moscow is certain to view with ap- 
prehension a strong Islamic military belt run- 
ning right along its sensitive southem border 
— especially in light of expected Pakistani 
help in rebuilding a new Afghan army once 
the mujahideen are in power in Kabul. India 
has repeatedly voiced concern at the growth 
of Islamic power in the region and would op- 
pose Pakistan becoming such a power in 
West Asia. 

Pakistan, Iran and Turkey have cooper- 
ated closely in many fields since the 1960s, 
though at that time there was little military 
cooperation. Since then, Pakistan has played 
a successful balancing act by maintaining 
cellent relations with the Khomeini regi — 
despite Pakistan's military presence in some 
20 Arab and East African countries. Last 
year, Saudi Arabia sent home 20,000 Pakis- 
tani troops stationed there, which caused a 
considerable loss of revenue for Islamabad. 

For the past 20 years, Pakistan has tried to 
balance India's massive military supperiority 
with close ties to the Arab countries. Now, 
with the new opportunities available in Iran 
and Afghanistan, it is shifting emphasis to 
West Asia. How this will be viewed by the 
superpowers may determine its success. W 
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Rival forces gear up for coming battles 


Flexing their muscles 


ith the withdrawal of Soviet 
troops, the battle lines in the Af- 
ghan civil war are now more 
clearly drawn than ever before. The Mos- 
cow-backed regime of President Najibullah 


has concentrated its forces in major cities and. 


vital communication installations. The dis- 
parate bands of mujahideen guerillas, with 
varying degrees of control over the coun- 
tryside, are planning to march on the urban 
centres. 

Foreign backers of the two opposing 
camps have recently reiterated their resolve 
to prop up their Afghan allies. The Soviets 
have supplied enough arms and ammuni- 
tion to Najibullah to last for several months. 
Washington has announced that it will con- 
tinue to supply the mujahideen as long as 
Moscow supports Kabul and the Pakistani 
military has also left no doubts about its 


opposition to the Najibullah government. 

As Soviet troops were handing over the 
defence of Kabul to the Afghans, Najibullah 
accused Islamabad of amassing troops along 
the Afghan border. While the charge was re- 
jected by Pakistan, the stridency of mutual 
recriminations probably heralds that the civil 
war is set to intensify. 

There are reports in Kabul that a military 
council is soon to be formed to take overall 
charge from the government for crisis man- 
agement in the days ahead. Headed by 
Najibullah, the cou ncil will include Vice-Pre- 
sident Lieut-Gen. Mohammad Rafie, In- 
terior Minister Aslam Watanjar, Minister of 
State Security Gen. Ghulam Farouq Yaqubi, 
and Defence Minister Shah Nawaz Tanai. 
Najibullah and Yaqubi belong to the Par- 
cham faction of the ruling People's Demo- 
cratic Party of Afghanistan (PDPA), while 
the others are hardcore members of the rival 
Khalq faction. 


The proposed military council will over- 
see the whole range of military issues, in- 
cluding troop discipline and coordination 
among the units loyal to the various seg- 
ments of the PDPA leadership. Although of- 
ficial sources rule out the possibility of 
mujahideen infiltrators organising a rebel- 
lion in the capital, such rumours appear to 
have spurred the authorities into action. In 
recent weeks, house-to-house searches of 
suspected areas of the capital have un- 
earthed large quantities of hidden explosives 
and those involved have been apprehended. 
The regime's intelligence network seems in 
tact and strangers in any neighbourhood are 
promptly spotted and taken in. 


DPA sources say the morale of the gov- 
P ernment forces is high, while its de- 
tractors maintain it is about to col- 
lapse. But the known fact is that, occasional 
desertions notwithstanding, the defence 
^ shave by and large stood their ground. 
ar, the mujahideen have not overrun 
government troops in Kandahar, Jalalabad 
and Khost, though the rebels say they have 
been content so far to keep up pressure from 
the surrounding countryside. 

The Soviet-trained officer corps has by 
now acquired considerable combat experi- 
ence. The Soviets have been generous with 
military hardware, too. The Afghan army is 
equipped with T55 tanks, 130-mm field artil- 
lery, SAM2and SAM3 missiles and assorted 
armoured personnel carriers (APCs) and roc- 
ket launchers. The mainstay of the air force 
are MiG 21 fighters, long-range transporters 
— which keep the remote outposts supplied, 
Mi 35 and Mi 17 helicopter gunships, and 
some air-to-air missiles. 

According to an official spokeseman of 
the Afghan Foreign Ministry, more than 
30,000 supporters of the PDPA in the capital 
have recently been armed so they can defend 
their homes and neighbourhoods. In addi- 

, there are about 40,000 party members 
wung the combat units of the armed forces, 
paramilitary groups and border forces. The 
logistics and medical wings of these forces 
have another 5,000 women PDPA members 
who are also fully armed. 

The capital's defence perimeter extends 
to a radius of about 25 km and is manned by 
troops supported by fixed wing aircraft and 
helicopter gunships. Tanks and APCs patrol 
the area round the clock. The mujahideen 
mainly use rockets with a range of up to 22 
km to attack Kabul's suburbs. 

A high PDPA source that if the mujahideen 
were to lay siege around the capital, govern- 
ment troops would certainly fight it out. In 
his view, if the PDPA can tough it out for 
another three or six months, the factional 
rivalries among the rebels would come to the 
fore. However, other observers point out 
that the rebels have been racked by these 
rivalries for long and the PDPA has not been 
able to take advantage of that. Noris the PDPA 
free of its own cleavages. In all probability, 


the factional squabbles on both sides would 
remain subdued so long as the fighting goes | 
on. 

If the contending Afghan groups are left 
to themselves, without excessive external in- 
terference, the civil war could go on for sev- 
eral years. There would be intermittent | 
pitched battles interspersed with prolonged | 
lulls — as happened in the last year's skir- 
mishes around Jalalabad and Kandahar and 
Khost. Kabul and the mujahideen have 
maintained the Afghan tribal tradition of 
communication and occasional accommoda- | 
tion with their adversaries. It is significant 
that the mother and sister of rebel leader | 
Ahmad Shah Masoud are presently living in 
Kabul and quite a few PDPA leaders have re- 
latives among the mujahideen. 

The recent crisis in the supply of food and 


fuel, which affected the capital and which the | 


rebels hoped would arouse popular unrest, 
seems to have been temporarily resolved. 
Those who can afford to stock up with 


supplies for the coming months have done | 
so. Theauthorities have been able to bring in 
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Afghan soldiers training: high morale. 











convoys of hundreds of trucks carrying es- | 


sential goods. 


In the fortnight leading to the final pull- | 


out, Moscow carried out a daily airlift of 600 
tonnes of wheat flour, medicines, and petrol. 
It is estimated that the cities need an average 


of 750 tonnes of necessities per day. Supplies 
also continue to come in from private Pakis- | 


tani traders. 


But organised trade, largely in the hands | 


of private businessmen, has taken a severe 
beating. The northern highway which con- 
nects Kabul with Hairatan via the Salang 


pass was blocked by snowfall as well as | 


mujahideen activity. By mid-February, the 
highway had only been partially opened to 


traffic. According to trade sources, some | 


7,000 container loads of supplies have been 


held up on the Soviet side of the border. In | 
addition, there are an estimated 4,700 truck- 
loads held up in Hairatan and Mazar-i-Sharif | 
in northern Afghanistan. * 
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AFGHANISTAN 2 


Afghan exiles’ assembly marred by factionalism 


Shura in shambles 








By Ahmed Rashid in Islamabad 





s Soviet troops were completing their 

withdrawal from Afghanistan and re- 

bels opposed to the Kabul regime 
were tightening their noose around the na- 
tional capital, Afghan politicians abroad 
were still squabbling over their share of 
power. A national council, or shura, con- 
vened in Islamabad by mujahideen groups 
to set up an alternative interim government 
had to be postponed indefinitely as factional 
leaders failed to resolve their differences. 

Since the beginning of February, 
hundreds of Afghans — from Peshawar, 
Iran, Europe, the US and even from within 
Afghanistan — had begun converging on Is- 
lamabad to discuss the shape of the future re- 
gime of their country. But after a week of hec- 
tic bargaining, the leaders of the seven-party 
mujahideen alliance based in Pakistan de- 
cided to postpone the shura on 10 February 

— just a few hours before it was due to go 
into session — because they failed to reach 
agreement on the allocation of the shura 
seats with the eight Iran-based rebel groups. 

All the same, in a brief inaugural session, 
attended by some 400 delegates, moderate 
leader Nabi Mohammedi was declared 
chairman of the shura and the fundamen- 
talist Abdul Rasul Sayaaf its spokesman. 

The refusal of the Iran-based mujahideen 
to attend theshura was only one of the many 
problems plaguing the assembly. Karim 
Khaleeli, leader of the Iran-based alliance, 
told the REVIEW that Sebghatullah Mujadedi, 
spokesman of the Pakistan-based alliance, 
had earlier signed an agreement with him in 
Teheran. According to this deal, the Iran- 
based groups were to be allotted 100 of the 
more than 500 seats in the shura, eight in the 
cabinet of the future government and six in 
the supreme council — the paramount body 
of the mujahideen movement. 

"Mr Mujadedi signed an agreement with 
us on behalf of the alliance and after consult- 
ing Pakistan, but the other leaders here re- 
fused to stand by this agreement," Khaleeli 
said. Fundamentalist leaders who dominate 
the supreme council later offered Khaleeli 60 
seats on the shura, which he refused. 

Khaleeli, who represents some 2 million 
Afghan refugees in Iran as well as guerillas of 
the Shia Muslim sect, threatened to fly back 
to Iran. Diplomatic sources said Khaleeli is 
being backed by the Islamic government of 
Teheran, which after the loss of face in its 
disastrous war with Iraq, is now keen to in- 
fluence the future government of Afghanis- 
tan. The Shias comprise only 10% of the Af- 





ghan population but Teheran is pushing 
Khaleeli to demand a much bigger role in 
shaping the next regime in Kabul. This is to- 
tally unacceptable to the fundamentalist 
leaders of the Sunni majority. 

If there is no agreement with Khaleeli, the 
Soviets, who have already offered the Shia 
Afghans a separate autonomous region in 
Afghanistan provided they cooperate with 
the Moscow-backed Najibullah regime, will 
almost certainly try and woo him again. This 
could result in the partitioning of the country 
long before the Najibullah regime collapses. 

The shura also failed because of continu- 
ing differences between the four fundamen- 
talist parties and the three moderate parties 
in the Peshawar-based alliance, on the shape 
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Shura spokesman Sayaaf: factions. 


of the future government. Last year, the fun- 
damentalists, backed by Pakistan and Saudi 
Arabia, proposed an interim government 
headed by Ahmad Shah, a Muslim of the 
Wahabbi sect backed by the Saudis. 

Pakistani sources now say that in an at- 
tempt to cater to Iran'sinterests, Islamabad is 
hoping that Burhanuddin Rabbani, leader of 
Jamiat-e-Islami — the strongest rebel fight- 
ing force — would be chosen president of the 
new government. Rabbani, who belongs to 
the minority Tajik tribe in Afghanistan, is 
supported by Iran because he is considered 
strong enough to keep the Wahabbis from 
dominating the government. 

The moderates among the Pakistan- 
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based mujahideen are in a minority and have 
no clear-cut proposals for the future govern- 
ment. The two moderate leaders, Pir Ahmad 
Gailani and Mujadedi, had hoped that by 
backing the demand of 100 seats for the Iran- 
based parties they could tilt the shura in their 
own favour. 

In the run-up to the planned shura, there 
were widespread demonstrations — some of 
which turned violent — in the refugee camps 
in Pakistan by thousands of Afghans de- 
nouncing the shura and demanding the re- 
turn of ex-king Zahir Shah from his exile in 
Rome. The former monarch is backed by the 
moderates but has not been invited to the 
shura. 

However, some of his colleagues in his 
former government did come to the shura 
from their exile in the US and Europe. The 
most prominent of these is Samad Hamid, a 
former deputy prime minister during Zahir 
Shah's rule. Hamid has no links with any 
party and, though he is widely respected ` 
has no support from the regional Isla 
countries or the fundamentalists. 

Many ofthe delegates complained of total 
confusion at the meetings and said they were 
unaware of any rules of procedure or.an 
agenda for the shura. Of the shura's 526 pro- 
posed members, those who did not turn up 
included not only the Iran-based Afghans, 
but also the 19 members from Kabul and 
hardly any prominent guerilla commanders 
from inside the country. 

The shura is likely to meet again, but fac- 
tional rivalries are so intense that any govern- 
ment chosen by the shura will find it impossi- 
ble to command broad-based support. Ulti- 
mately, the guerilla commanders inside Af- 
ghanistan, who have become increasingly 
impatient with the squabbling politicians, 
will decide the outcome of the war. 

Abdul Haq, who commands guerilla 
forces around Kabul, said he and other com- 
manders would try to form a united com- 
mand to capture the capital. "We will ; 
the political leaders some more time to cv... 
up with something, but we cannot let the 
country go to the dogs. We are preparing to 
unite first the commanders around Kabul 
and then all the commanders in Afghanis- 
tan," he told the REVIEW. He added that he 
was in contact with Ahmad Shah Masud, his 
main rival, who operates in the region north 
of the capital and commands the best or- 
ganised guerilla troops in the country. 

Haq said he was discussing with other 
commanders his strategy to take Kabul 
which, according to him, ^would notinvolve 
bombarding the city with thousands of roc- 
kets to kill civilians like some leaders want to 
do." He believed Kabul would collapse 
through a joint internal revolt by mujahideen 
infiltrators and troops defecting from the re- 
gime. However, President Najibullah is al- 
ready planning to counter such a possibility 
with the creation of a 10,000-strong elite 
guard, chosen from among the soldiers com- 
mitted to his regime. * 
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From its privileged position on the 
River of Kings, The Oriental Bangkok 
has watched in stately splendour 

the parade of history passing 

through its doors. 

For more than a century we have 
provided monarchs, dignitaries, artists 
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and writers, as well as distinguished 
world travellers with the elegant 
grandeur and discrete personal service 
that has earned us the reputation of 
the finest hotel 

in the world. The legend. 

Where greatness has come to stay. 


MANDARIN ORIENTAL" 
THE WORLD'S FINEST HOTELS 





Traveller s Tales 


here are lies, damned lies and statis- 
tics. So said Sir Winston Churchill. 1 
was sorry to see one of the London 
weeklies recently drop a regular fea- 
ture in which readers were invited to point 
out the infrequent mis-use and mis-interpre- 
tation, deliberate or otherwise, of statistics. 
Many literate people, who would never will- 
ingly commit a grammatical error, remain 
proudly innumerate. A recent feature in 
the Herald Tribune recorded that one such 
grammarian at a conference listened to a 
weather forecast which gave a 50% chance 
of rain for Saturday and a 50% chance of 
-== on Sunday, and remarked that there 
a 100% chance of rain over the week- 
end. 

Thesamenewspaper, however, reported 
the operation in December performed on 
former president Reagan's colon for the re- 
moval of asmall polyp. The item stated: "The 
tissue taken from Mr Reagan was about one 
to two millimetres [0.04 to 0.08 inches] in size 
and was about 120 centimetres [48 inches] 
into the colon." As David Hopkins, who 
spotted the item in Jakarta, commented, it 
looks as if Reagan actually had brain cancer 
and they did not want to scare the American 
public. Anyway, it was a long way to go to 
get a polyp. 


This advertisement, spotted by Robert 


_ Kapp, appeared in the London Economist: 





E United. | Nations ; Development. [m 
i : ` gramme; which provides and coordinates 
technical assistance to developing coun- 
tries through anetwork of 112 officesi in 182 
countries. and territories, is seeking experi- : 
enced senior-level economists for posting | 
in Africa. 


Any organisation, even a UN body, 
which manages to maintain a network of 112 
offices in 152 countries must be suffering 
from advanced schizophrenia. 


The most frequent mis-use of statistics is 
by those — often journalists — whointerpret 


| surveys. Journalists are by no means the only 
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sinners; the Hongkong Government mis- 
represented the results of one of its surveys 
in an attempt to demonstrate that its 


| populace was not in favour of direct elec- 


| tions. Butthe poor pressman is most often at 


| fault. Take this recent headline from the 
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South China Morning Post spotted by Vernon 
Moore: 


-More couples . 
^M using condom is- 

The alonte item quoted the E re- 
port for 1987-88 of the Family Planning As- 
sociation and added: "The report released 
yesterday said that 29,330 men used con- 
doms in 1987, compared with 26,830 men in 
1986." The statistics are suspiciously de- 
tailed, and one wonders, whatever the sam- 
ple used for the survey, how the research 
was carried out. 

But the doubts which arise about such an 
item pale beside those inspired by a headline 
in the other English-language Hongkong 
newspaper: 









according to researchers - 


The item, from AAP, concerned a — 
on condom breakage rates by researchers at 
Sydney University who spent four months 
surveying three Sydney brothels and found 
a surprisingly low condom breakage rate of 
0.06% — much lower than in the community 
at large, it appears. The results of this survey 
were published in the Lancet medical journal, 
so one assumes that the survey methods 
were proper and the findings relevant. 
One's faith in either the learned journal or in 
the way its material was reported took rather 
a heavy blow, however, with the revelation 
that the study involved four female and 30 
male prostitutes. And the headline offered 
"Safe Sex." 


A brochure was picked up in Peking by 
John Dimock which sung the praises of 
Chinglong Mountain mineral spring water, 
claimed to be "No. 1 in World" and a "China 
National Treasure." The promotional prose 
featured the usual poetic exaggerations and 
misprints, including: "It is a nice food for 
gods"; "There has been no cancer patient 
found among the feople who use it as their 
daily drinking water"; "Amber, sourly- 
sweet with a slight taste of honey date, it is 
for four seasens use to theold or young," and 
"There is a Chinese traditional saving that a 
blue dragon has been staying there [in 
Chinglong Mountain] and taking spring 
water as it’s drink every day." 

But the brochure got into real trouble 
when it tried to demonstrate the properties 
of the mineral water by presenting the statis- 
tical results of a medical survey: 
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I just love that last sentence: "Tge degree 
of results are different on each one.” It ought 
to be engraved on the tombstone of each and 
every statistician. 


But even day-to-day statistics can land a 
reporter in trouble. Mark Seltzer, on holiday 
around the Mediterranean, spotted this 
Reuters report in the Turkish Daily News, 
about a wave of strikes in Greece. One para- 
graph read: 


More than 15,000 hospital doc- 
| tors have been imposing daily 
stoppages, forcing Athens —— 
hospitals to operate o on dde : 

staffs. ; XR 





Hospitals in nere are not staffed i 
skeletons, neither do the doctors lack for or- - 


gans to transplant: the law provides that 


everyone is a potential donor, unless he or 


she signs a specific refusal to allow his or her |. :L. 


body to be used as a source for such trans- 


plants. A headline in The Straits Times dipped | - 
by David Cornwell appeared to indicate a | 


very poor return from a very large number 
(of positively mainland Chinese propor- 
tions) of cyclists: 





It was the headline writers at work again; | 
there were only 58 motor-cyclists. mi 
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CHINA 31 


Legacy of ancient kingdom causes history to be revised 


‘Treasures of the tombs 





By Gopal Sukhu i in Suizhou 





he town of Suizhou, in China's 

Hubei province, is as grey and 

characterless as most towns its size. 

But Suizhou has one remarkable 
feature: standing in one of its main squares is 
a huge, stilt-legged steel bird with an ostrich 
neck, hooked beak, and the antlers of a deer. 
This bizarre creature is a symbol of the pride 
of Suizhou: a 2,500-year-old tomb disco- 
vered in 1977 in the countryside nearby 
which yielded hundreds of treasures includ- 
ing the bronze original of the steel bird 
whose antlers once supported a drum. The 
tomb’s principal inhabitant, the Marquis Yi, 
of Zeng, loved music. 

Among the many musical instruments 
buried with Marquis Yi wasa set of 65 bronze 
bells that have the extraordinary capability of 
producing at least two tones depending 
upon where they are struck. Chinese scho- 
lars are calling them the eighth wonder of the 
world. One of the largest, 3 ft high and 
weighing nearly 300 Ib, bears an inlaid gold 
inscription stating that it was a gift of King 
Hui of Chu. And if you ask a citizen of 
Suizhou where the ancient Kingdom of Chu 
was he will point at the ground and say: 
“Right here.” 

During its heyday in the Warring States 
Period (475-221 BC), the Kingdom of Chu in- 
cluded parts of what are now Henan and 
Anhui as well. The southernmost of seven 
states vying for supremacy, it was also the 
largest. Chu was destroyed in 223 BC by the 
prince of the Kingdom of Qin, who unified 
the warring states and became the first em- 
peror of China, and one of the worst tyrants 
of all time. But remnants of the Chu aristo- 
cracy eventually got their revenge by par- 
ticipating in the overthrow of his dynasty. 
After that Chu faded in the collective mem- 
ory. 
History has long had it that Chu was 
never quite Chinese, because it was located 
beyond the bounds of “civilisation” centred 
in the Central Plains and the Yellow River 
Basin. While historical legend credits Chu as 
the birthplace of the first patriarchs of 
Taoism, Lao Tzu and Chuang Tzu, as well as 
that of China's first poet, Qu Yuan, the scant 
historical record has described Chu as a be- 
nighted place populated by barbarian tribes 
in the thrall of shamans, with little to recom- 
mend it save a certain savage vitality. 

But archaeology is proving history 
wrong. During the past 15 years, digs in 


Hubei and Hunan have uncovered such a 
spectacular legacy that scholars are now say- 
ing that far from being a cultural backwater, 
Chu was on a par and in some respects 
superior to the states of the Central Plains 
and the Yellow River Basin. These dis- 
coveries are challenging the long-cherished 
idea of the Yellow River Basin as the seedbed 
of Chinese civilisation. 

Pre-Qin dynasty gold and silver coins, 
for example, are found only in Chu tombs, as 
are China's earliest lacquerware, silk, iron 
implements, wood sculpture, writing 
brushes, paintings, manuscripts, and even 





Archaeologists at work in a tomb. 


chopsticks. One recent discovery is bound to 
become the most famous. 

In 1986, an archaeological team working 
in Hubei came across a grass-covered 
mound with a tunnel underneath it. They 
knew from experience that the tunnel 
was the work of grave robbers and that a 
tomb must be located at the other end. But 
the tunnel ended halfway. No one knows 
why the robbers abandoned their work, but 
what they missed turned out to be one of the 
most important finds of the 1980s: a tomb be- 
longing to a member of the Chu royal family 
so well preserved that it is a virtual time cap- 
sule of elite Chu culture in the 2nd century 
BC. 

In the principal chamber was a four-layer 
nested coffin coated in richly patterned lac- 
quer. Theinnermost coffin contained a skele- 
ton festooned with jade ornaments. Other 
compartments of the coffin held stunning 


bamboo, bronze and lacquer vessels, and 
food — water chestnuts, persimmons, lotus 
roots, ginger, peppercorns, as well as the 
bones of cows, pigs, and fish — in a remark- 
able state of preservation. 

Also unearthed was one of the earliest 
writing brushes discovered to date, a unique 
full-size wooden folding bed, a complete 
manuscript written on bamboo slips that 
sheds light on Chu divination, mythology, 
and law, and a lacquer box decorated with a 
miniature scene of Chu royal officials : 
coming an envoy from another state wl 
riding a chariot. This work predates the silk 
paintings from the famous Han tomb at 
Mawangdui that had been considered the 
earliest example of representational painting 
in China. 

A new discipline known as Chu studies 
has grown up around these remarkable dis- 
coveries. And in November 1988, the first in- 
ternational conference on the history and 
culture of Chu was held at Wuhan Univer- 
sity and various museums and archaeologi- 
cal sites in Hubei, Hunan and Anhui. The 
conference was a joint project between Seton 
Hall University in New Jersey and several 
Chinese institutions. 


he conference also gave foreign 
scholars their first opportunity to 
visit Chu archaeological sites and 
walk along the ruins of the wall of 
the ancient Chu capital at Jinancheng. Local 
peasants decorate their houses with { 
ments of the ancient royal city they plous.. 
up in the fields and sell stray Warring States 
bronze ritual vessels as scrap. 
Archaeologists must deal with a host of 
other conservation problems. Lacquerware 
often emerges from tombs looking brand 
new, due as much to the extreme care with 
which the tombs were constructed as to the 
alkaline water that over the centuries kept 
seeping in. The hard water preserved the 
wooden cores and the lacquer coating them. 
But after removal from a tomb, the article 
must be re-submerged or else it will dry out 
and disintegrate, one reason museums pre- 
fer to display replicas rather than originals. 
Foreigners who participated in the Chu con- 
ference, however, enjoyed the privilege 
of entering museum storerooms, peering 
into the large jars of distilled water in 
which the originals are kept, and leav- 
ing their fingerprints on one-of-a-kind 
bronzes. 
The conferees were also given the oppor- 





tunity, usually reserved for high officials, of 
hearing a performance on the marquis’ bells. 
No one knows what the music of Chu 
sounded like so the programme was drawn 
from the Chinese classical repertoire. Young 
women tapped the smaller bells with little 
hammers and a young man struck the bass 
bells with a hefty pole. The atmosphere was 
exquisite until they played Auld Lang Syne. 
But such lapses are mild compared with 
most of the arts and crafts and knick-knacks 
inspired by the Chu craze. A colossal mural 
in the East Lake Hotel in Wuhan depicts a 
Chu revel with ecstatic musicians and gyrat- 
ing dancers (all female); the artwork and 
atmosphere are more Disneyland than Chu. 
As one Chinese gentleman said after such a 





Marquis Yi's bronze tune bells; panther on bronze jar: remarkable discoveries. 


performance: "That's not Chu — it's not 
even Chinese." 

Despite these perversions, the Chu craze 
represents a serious yearning for an unor- 
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~ ade in women ts widespread in rural areas 

















By ACorrespondent in Peking 

hina's black market is thriving as any- 
C one can tell from the hard-bargaining 
money changers and swarms of ticket 
touts that hover outside train stations and 
the abundance of street-side stalls selling for- 
eign cigarettes. Beyond such blatant and 
somewhat tolerated activities, however, 
marketeers in parts of the country are en- 
gaged in a more covert but extremely lucra- 
tive trade: the selling of women. 

Public attention has been drawn to the 
problem by the dramatic tale of a Shanghai 
research student who was sold to a Shan- 
dong peasant in February last year for Rmb 
2,480 (US$667). Head of her class and already 

mmunist party member, she was travel- 

_ during her vacation to collect material for 

her thesis when she was befriended by a red- 

cheeked, pigtailed young peasant woman 
who shared her lodgings. 

The peasant, who called herself Li Min, 
proposed that the student accompany her to 
the Shandong countryside to buy antique 
silver coins which could be sold at a profit. 
Thestudentagreed and they set offby bus to- 
wards Jinan, getting down at a small village. 

There, Li Min said they should separate 
to collect the coins and sent the student off 
with nine young men who would inspect the 
goods. Only after travelling some 10 miles 
deeper into the countryside to arrive amid 
the fire crackers, drums and festive chaos of a 
rural wedding, did the student realise that 
she had fallen into the hands of a gang of 
“people pedlars." 

The man who bought her was Gong 
Changen, a 30-year-old peasant who had 
borrowed Rmb 2,000 of the price and was un- 
convinced by promises that her family 


People pedlars 


would reimburse him if he released her. He 
raped her and she spent 70 days as his ^wife" 
before being traced and rescued by Shanghai 
Public Security officers in May. During this 
period she made several attempts at suicide. 
Gong eventually was sentenced to five years 
in prison for rape. 

The social status of the victim and the rela- 
tively happy ending have earned this story a 
national audience but it is by no means an 
isolated case and several Peking-based 
magazines have covered the phenomenon 
in more depth. The articles are written in the 
"reportage-literature" style which allows for 
considerable poetic licence in elaborating 
scenes and characters. Despite the some- 





Gang and cowering victim. 
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thodox, romantic alternative to the 
mainstream of Chinese tradition, which 
many now associate with Confucianism, au- 
thoritarianism and backwardness. ie 


times florid diversions, these articles are 
based on statistics from local Women’s Fed- 
erations and judicial organs and on inter- 
views with convicted pedlars and with the 
victims and their families. 

From them it is clear that the trade in 
women is a widespread and officially recog- 
nised problem, particularly in remote and 
impoverished rural areas of Sichuan, 
Guizhou, Guangxi, Henan, Shaanxi and 
Shandong. According to a Public Security 
Bureau investigation, 131 women were ab- 
ducted for sale in Zhongjiang County, Si- 
chuan, in 1985 and 323 in 1986. 

A joint report by two judicial bodies in 
Henan province states that 899 women were 
traded in the city of Hengyang between 1984 
and March 1987, while a municipal court in 
Anshun in Guizhou province received 87 let- 
ters reporting abductions between October 
1986 and February 1987, accounting for a 
third of all letters received during the period. 

Although some case histories describe 
women being forcibly abducted from the 
street or public transport, most are lured 
from their homes by offers of jobs as contract 
workers ormarriage prospects in prosperous 
areas. 


iven the desperate poverty in which 
{ they live, many will jump at any 

chance to leave. Most of the women 
are semi-illiterate or illiterate and many are 
well below the legal age for marriage. Of the 
355 females abducted from Dongkou 
County in Hunan, five were under 14 years 
of age and 142 were between the ages of 14 
and 19. Of the total, 29% were married. 

The pedlars generally operate in gangs 
with networks of contacts across the country 
through which the women are passed before 
the eventual sale. The profits are enormous 
and rising: the Hengyang report states that 
the average price of a woman in the area has 
risen from Rmb 200-300 to Rmb 3-4,000 over 
the past five years. One pedlar, Wang Ming- 
lian from Shandong, made Rmb 30,000 in 
one year from the sale of 28 women. 

“Selling the population” is a crime in 
China and carries a prison sentence of up to 


five years or more than five years in serious 
cases, but this does not seem to deter the 
traders. "It'sano-cost, high-profit business,” 
said one convicted pedlar, “and even if 
you spend a few years in jail, it’s well worth 
it.” 

Nor does heavy sentencing appear to be 
the rule. A pedlar surnamed Dai who sold 16 
women in one year for a profit of Rmb 31,300 
was sentenced to three years in prison. The 
purchase of women and children is also il- 
legal but there is no statutory punishment 
and the five-year sentence for rape given to 
Gong seems to be an exception. 

Indeed, security officers have cited lack of 


cooperation from local officials as the major 
obstacle to stamping out the trade. In areas 
where arranged marriages, dowries and put- 
ting a price on a bride are deeply rooted 
traditions, some local cadres interviewed 
on the question regarded the pedlars not 
as criminals but as “long distance match- 
makers.” 

When a party official in the village into 
which the Shanghai student was sold was 
asked how he could allow such a tragedy to 
occur, he replied: “I know it is wrong to buy 
wives . . . but when someone has already 
forked out the cash, what can I say? When 
youngsters get married today, it costs 4-5,000 





HONGKONG 


Students’ apathy reflects general malaise 
A study in passivity 


By Emily Lau in Hongkong 


onservative, apathetic, interested 

only in the things which immediately 

affect him, such as half-price bus pass- 
es and the quality of canteen food, or passing 
exams and having a good time, he does not 
concern himself with Hongkong’s future 
under Peking’s rule, much less with the Basic 
Law, the post-1997 constitution. Few would 
quarrel with this profile of the Hongkong 
student. So when a flurry of student inci- 
dents took place within five days of each 
other between November and December last 
year, many were surprised. 

The first incident, in which 20 post- 
secondary college students gathered outside 
the head office of Ming Pao, an influential 
Chinese-language daily newspaper, chant- 
ing slogans denouncing the proprietor Louis 
Cha and dramatically burning the news- 
paper, attracted the widest publicity, 
suggesting as it did a turning pointin the sag- 
ging fortunes of the pro-democracy lobby. 
Cha, a Peking appointee to the committee 
drafting the Basic Law, had put forward a 
plan for delaying universal suffrage until at 
least 2012. Known as the “mainstream 
model,” the plan was widely condemned; 
but what really triggered off the demonstra- 
tion was the series of articles which Cha 
wrote to defend it in his own newspaper. 

The demonstration was followed by a sit- 
in at the Chinese University of Hongkong, in 
which 4,000 students and lecturers — a far 
larger turnout than expected — protested 
against the government's proposal to short- 
en the four-year degree course by a year. 
Three days later, seven students arrived in 
Canton to protest against the mainstream 
model. 

Did all this point to a rekindling of the 
dying — some would say dead — embers of 
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Hongkong’s student movement? From 
1969-73, a period now remembered as the 
golden age of student activism, Maoists, 
Trotskyists, anarchists and anti-colonial radi- 
cals brought about an outburst of activity. 

It was also a time of schisms: the 
Trotskyists quarrelling with the anarchists, 
the pro-China activists falling out with those 
favouring a focus on local problems. In the 
heated struggles, the pro-China group 
gained the upper hand, but when the Cul- 
tural Revolution (1966-76) ended with the fall 
of the so-called Gang of Four, its members 
were left floundering, not knowing who or 
what to believe in any more. 

Since then, the student movement ap- 
pears to have fizzled out, retreating before 
the rising affluence, which seems to have 
produced a much more contented genera- 
tion, happier making money than champ- 
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yuan. It only takes about 2,000 to buy a wife, 
so lots of people in the village are doing it and 
no one asks questions.” 

The articles predictably point to poverty 
and backwardness as the roots of the prob- 
lem but also regard the current social climate 
as an environment in which this unsavoury 
trade thrives. Prevailing financial greed, 
greater social mobility and lessened social 
control have, they say, allowed backward 
feudal traditions to surface from beneath 
what in many rural areas is no more than a 
veneer of what is called socialist civilisation, 
and provide opportunities for the un- 
scrupulous to exploit the ignorant. E 


ioning social causes. As Andrew To, presi- 
dent of the student union of Lingnan Col- 
lege, put it: “We are not like some develop- 
ing countries which have serious economic 
and political problems. In Hongkong the 
economy is booming and most student 

not feel oppressed.” Even in other count 
another student said, they only rise up after 
decades of suppression. 

Last year, when To was busy with a sig- 
nature campaign to press for direct elections 
to the Legislative Council, two students, 
from Nepal and the Philippines, arrived in 
Hongkong for a visit. They asked if To might 
be arrested for what he was doing. The ques- 
tion took him by surprise. “In Hongkong, it 
never occurs to us that gathering signatures 
could land us in jail.” It was this lack of op- 
pression, some student leaders said, which 
explained their failure to galvanise the stu- 
dent population. 

Mak Wah-cheung, a former student ac- 

tivist, says that students “should be the con- 
science of the community” and fighters for 
democracy, but is himself the general man- 
ager of Hongkong Economic Times, a daily 
which Xinhua officials (Peking's representa- 
tives in the territory) describe as a "friendly" 
paper. 
But the apathy of the students may ju... ... 
a reflection of the general malaise brought 
about by the approach of 1997. Hongkong 
has become more utilitarian than ever, and it 
is every man for himself. 

Besides, whatever may be the long-term 
significance of the Ming Pao demonstration, 
there is no doubt that the political and social 
content of today's student activism — if such 
it may be called — is quite different from that 
of the 1970s. Then it drew its inspiration from 
its sympathy for China and the Cultural Rev- 
olution, whose ideological messages found 
takers not just in Asia but also in the West. 
Now, far from firing enthusiasm, China 
dampens it. 

Should students be Hongkong’s agitators 
for democracy? How long will it be before 
they wake up to their role? Peering into the 
future, some observers say that the curtail- 
ment of personal freedoms and the onset of 
oppression may be the best catalyst for a re- 
surgence of the student movement. m 


“KLM tugboats?” 


Ly P ^» á AP 
1423 eee 
S TU = . 


nm. 
:Yj 
| 


A — 
Hi X 


y A 





y pun 
( Ji aae pa 


- ' om 


Em i —À 


P 





A shipper's transportation needs reach way beyond the world, they have grown to understand the needs of shippers. 
> the airport. And that is something KLM realizes Therefore, the judges at the Air Cargo Forum named 
IBI only too well. KLM *Air Cargo Carrier of the Year". Which demonstrates that 


- Which is why they offer tailor-made solutions to KLM Cargo really does take things further. 
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The way they were 


People of the Philippine Cordillera: 
Photographs 1934-56 by Eduardo Masferré. 
Devcon I. P. Inc., Manila. No price given. 


To spend more than 20 years document- 
ing something you know will soon vanish is 
obviously a labour of love, patience and 
foresight. Eduardo Masferré possesses all 
these qualities, together with the ability to 
raise monochrome photography to an art 
form. Self-taught, and using equipment 
which today's photographers would con- 
sider primitive, he produced images of clar- 
ity, beauty, and great anthropological in- 
terest. 

His subjects were the people of the Gran 
Cordillera Central, the mountainous heart of 
Luzon, where he was born and has spent 
most of his life. 

As we learn from the biography by 
Gladys Montgomery Jones at the beginning 
of the book, Masferré's father was one of the 
few Spaniards to remain in the Cordillera 
when Spain relinquished the Philippines to 
the US. His mother belonged to the Kank- 
ana-ey, one of the 11 different cultural 
groups that inhabit the region. 

In 1934, while working as a teacher at a 
mission in his home town, Eduardo Mas- 
ferré sent to Manila for a mail order camera 
and began to document the mountain 
people. “I could see," he said, "there would 
beatime when the life would disappear." AI- 
ready thatched roofs were being replaced by 
corrugated iron, and loin cloths by trousers. 

Working initially among the Kankana-ey, 


then ranging further afield to visit other cul- 
tural groups, he built up a unique collection 
of photographs. They are presented here 
under four main headings: agriculture, vil- 
lage life, rituals and portraits. Captions are 
brief, but at the end of each section Jill Gale de 
Villa’s text fills in some of the gaps. 

Many of the photographs are exquisite. 
There are spectacular towering rice terraces 
forming “stairways to the sky,” and dramatic 
misty mountain landscapes punctuated by 
villages of thatched huts; but the people are 
the real strength of the book, both literally 
and pictorially. 
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Villagers inspect a camera. 





Oh, what a lovely war 


Page after Page by Tim Page. Sidgwick & 
Jackson, London. £14.95 (LIS$26). 


The most wounded photographer in the 
Vietnam War, Tim Page was hit twice in the 
head, twice by American fire, and three 
times declared DOA (dead on arrival). 
Another time he heard a surgeon say: "He's 
only got another 20 minutes left." Writing of 
his third DOA, when his otherwise inert left 
arm and leg would shoot up to a Sieg Heil 
angle of 45 degrees should he sneeze or have 
an orgasm, he says laconically: "It boded 
much for recovery." 

The only outward sign of all this flying 
heavy metal is a slight limp and a habit of 
smoking non-stop. His favourite brand is 
marijuana, a drug recommended by his 
physician. He came to war a virgin and could 
not snap the first foul-smelling dead he met; 
later he could spend time prising out pieces 


of his own brain from his cameras as he made 
a slow recovery in hospital. 

In addition to war wounds he put his 
hefty body through bedroom and other 
tests for which the Good Lord never de- 
signed it, defeating numerous diseases, fail- 
ing a suicide attempt, running amok during 
his first marriage and only just being saved 
from terminating the life of his bride with ex- 
treme prejudice (as murder was called in 
‘Nam) by two American policemen called in 
to stop the mayhem. By a strange coinci- 
dence, these men turned out to be old mates 
from the US Army riverine force once operat- 
ing in the Mekong Delta; they saw to it that 
he was put in friendly care rather than be- 
hind bars. 

Despite an unpredictably on-off style, 
this book, his fourth, reads often like a mix of 
Tom Wolfe and Michael Herr (the author of 
Dispatches, which may still be the best book 
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Their bodies are sturdy and muscular, 
often more than half naked; men in loin 
cloths and pillbox hats, women wearing only 
short skirts and heavy necklaces. Masferré 
photographed them at work or at leisure, 
their handsome faces rapt in concentration, 
illuminated by smiles or creased with age, 
making skilful use of natural light to capture 
character and emotion. He shows them har- 
vesting and threshing rice, weaving, making 
pots, carrying water, cooking, smoking their 
pipes. 

Surprisingly, the section on ritual is the 
weakest. Some of the images are repetitious. 
Shots of men walking away from the camera 
or sitting on hilltops occur more frequently 
than their quality warrants. Occasionally 
crowds and activity defy the photographer's 
genius for simple, strong compositions. 
These are minor faults, but should have 
been eliminated by more selective picture 
editing. 

A far more serious cause for dismay is **~ 
book’s format. Foot-square pages make it 
ficult to read in any degree of comfort. This 
would matter less if there was not so much 
useful information in the rather pedestrian 
text. Most of this could have been made 
more accessible by the use of expanded cap- 
tions, without detracting from the ultra spa- 
cious layout of the picture pages. 

It is good to see the photographs given 
room to breathe, but nothing would have 
been lost and much gained if more eloquent 
words and slightly smaller images had been 
intergrated in a book you could easily hold. 

In the final analysis though, Masferré has 
given us sucha beautiful and sensitive record 
of the people of the Cordillera as they were, 
that it is well worth the physical effort of 
grappling with this unwieldly volume. 

B Sue Earle 


on the Vietnam War and which has Page asa 
hero). It is the tale of Page from the t 
when, aged 16, he set off with a youn_ 
pregnant girlfriend to see the world along the 
hippie trail; finding himself broke in a war 
zone in only a bowler hat and jeans, he be- 
came a photographer. It is a locomotive of a 
book, written so compellingly that the reader 
is hauled along with the author. 

Page believes in the glamour (his word) of 
war. This has caused observers who have 
not had the thrill of spiralling down on an 
enemy Landing Zone (LZ) under fire to think 
that his books have a cathartic purpose. This 
is rubbish. Page is like those men of Britain's 
Special Air Services in World War II who cor- 
rupted the clarion motto "Who dares wins" 
into "Who cares who wins." 

Today his home LZ (his word) is a small 
cottage above the Weald of Kent where a cat 
with the Vietnamese name of Phuong sits on 
a mat in front of the fire and a new wife 
named Lindsay has disproved his theory 
that there is no such thing as love at first 
sight. 8 Donald Wise 
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The welcome smile 


Fly Biman for lovely charm 
and grace. Step aboard toa 
welcome smile-into our world 
of warmth and friendliness to 
24 destinations in 3 continents. 


Ninety per cent on time 
arrivals and departures with 
convenient onward connections. 








Travel in our luxury 
Executive Class or Economy 
Class with traditional 
hospitality. 

Enjoy the in-flight movies, 
select music and delicious 


continental and exotic oriental 
cuisine served with a smile. 
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Nothing is more costly for an airline than 
engines that can't fly Which is why no matter 
how else engine operation is measured, 
performance of duty, flight after flight, is the 
criteria that really matters. 

So among the high by-pass turbofans 
of the 60,000-pound-plus class, which has 
earned the accolade, “most reliable”? 

GE’s phenomenal CF6-80C2. 

Derived from the turbofan technology 
GE pioneered, the -80C2 began commercial 
service with the reliability record of an engine 
at full maturity. 

It's a record that's only gotten better. 
Among its peers, the CF6-80C2 typically 
requires fewer spare parts, which lowers your 
inventory. It makes fewer shop visits, which 
significantly reduces your maintenance costs. 
And its in-flight shutdown and delay and 
cancellation rates are so low, it is the only 
engine in the class to make FAA 180-minute 
ETOP approval possible for the new 
widebody twins now entering service. 

GE's CF6-80C2, the industry's most 


frequent flyer with the bonus of lower costs. 





GE Aircraft Engines 
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Schemer or statesman? 





J. R. Jayewardene of Sri Lanka: A 
Political Biography, Volume One: The 
First Fifty Years by K. M. de Silva and 
Howard Wriggins. Anthony Blond/Quartet, 
London. £20 (US$35). 


If the life of any Sri Lankan public figure 
encapsulates the politics of that country, it is 
that of former president Junius Jayewar- 
dene, J. R. or Dickie for short. When he retir- 
ed from active politics in December 1988, at 
the age of 82, he had, with only briefinterrup- 
tions, had a career in public affairs for 45 years. 

He ranks among the world’s elder states- 
men. In his time he participated in the draft- 
ing of the San Francisco Peace Treaty; dis- 
cussed India's independence movement sit- 
ting cross-legged in a hut with Mahatma 
Gandhi, Jawarhalal Nehru and Burma's 
Aung San; and helped launch the Colombo 
Plan, the package aimed at putting South- 
east Asia and the Subcontinent back on their 
feet after World War II. 

A complicated and controversial figure, 
he has often been misunderstood. To some, 
he was a dictator who schemed for more 
than four decades to win absolute power; to 
others, such as his confidant Lalith Athulath- 
mudali, Sri Lanka's former minister of na- 
tional security, Jayewardene was a politician 





who did not want to rock the 
boat, but who let the boat 
rock him. 

His biographers, a former 
US ambassador to Sri Lanka 
and a history professor, de- 
scribe him as a moderate 
whose "supple mind and in- 
tellectual originality, the very 
qualities that rendered him 
most suspect to his erstwhile 
colleagues," saw his party 
through its most critical years. 

While not officially au- 
thorised, the biography had 
his support; he gave the au- 
thors permission to go 
through the state documents 
in the presidential archives 
and his own personal papers, including 
diaries carefully kept during most of his adult 
life. 

The period covered by this first of two vol- 
umes was one in which a few families be- 
longing to the anglophile elite held all the po- 
litical power in Sri Lanka. They were the 
heirs of D. C. G. Attygalle, beneficiaries of a 
family fortune founded on plumbago 
(graphite) mines. 

The eldest of Attygalle’s three daughters 





Love in a harsh climate 





Love in a Small Town by Wang Anyi. 
Renditions: Chinese University of Hongkong. 
No price given. 





Love in a Small Town, recently translated 
from Chinese into English, is a story of first 
sexual love. Set partly during the Cultural 
Revolution, it is also a thinly veiled indict- 
ment of a society where lack of privacy and 
lack of education about sex can warp and ulti- 
mately destroy those who dare to break sex- 
ual taboos. 

First published in China in 1986, the novel 
is the work of Shanghainese writer Wang 
Anyi. As part of a trilogy by Wang popularly 
known as the "Three Loves," it was con- 
demned during the anti-bourgeois liberalisa- 
tion campaign of 1987 for the fact that the au- 
thor, a woman, writes about sex with a deter- 
mined straightforwardness. 

The novel is based on a real-life relation- 
ship observed by Wang during the Cul- 
tural Revolution, when she worked as a 
cellist in a performing arts troupe in rural 
Anhui province. Its two central figures are 
dancers, aged 12 and 16 when we first 
meet them, whose love evolves during 


gruelling practice sessions after hours. 

Evoking emotions and physical sensa- 
tions with an almost hallucinatory clarity, 
Wang traces the way both "he" and "she" 
(they remained unnamed throughout) react 
to the protracted but irreversible move from 
friendship to desire. Sometimes tender, at 
times repelled or furious at the mere sight of 
each other, the two finally become lovers. 

As seasons flow past — the physical dis- 
comforts of dance practice in summer and 
winter are brilliantly portrayed — the two 
continue their clandestine relationship, es- 
caping each night from their communal 
dorms for a rendezvous outside. 

At first both blossom, but increasingly 
the secretive nature of their relationship 
takes its toll. Aware that they are breaking a 
social law, both at times try to break free. But 
they are drawn back to each other when the 
troupe sets out on a tour. Unable to find any- 
where to be alone, they are driven to per- 
verse lengths to snatch moments of sol- 
itude. Sex is warped irreparably into a frantic 
activity which fills them with self-loathing. 

In the end, the love comes close to de- 
stroying both, and the outcome is not a 





J. R., 26, as a barrister. 


Was Marea to r. IX, penanayake, Dromer OI 
Don Stephen Senanayake, Sri Lanka's first 
prime minister. Don Stephen's son Dudley 
succeeded his father as the country's second 
prime minister. Another Attygalle daughter 
married T. G. Jayewardene, 
J. R.’s paternal unde, while 
the third daughter married 
the father of Sir John 
Kotewala, the country's third 
prime minister. A feud be- 
tween the Jayewardenes and 
the Kotewalas was later to 
spread to include the 
Senanayakes and that other 
great political family of Sri 
Lanka, the Bandaranaikes. 

The volume ends in 1956, 
the year which saw the ruling 
United National Party swept 
out of office and S. W. R. D. 
Bandaranaike installed in 
power. The authors leave 
with an image of J. R. ata1 
ment of defeat, but alreaay 
embarked upon the task of rebuilding his 
broken and disorganised party, a feat he was 
to perform again and again. 

The next volume will describe his victory 
in the momentous election of 1977, when he 
achieved "the greatest triumph of his long 
political career," his biographers tell us, "by 
publicly repudiating the essence of elite poli- 
tics in Sri Lanka, its dominance by . . . the 
Senanayakes and the Bandaranaikes." 

B Aruna Kulatunga 


happy one. She gives birth to twins, and the 
two separate for good. While she finds some 
solace in raising the children, he turns to 
gambling and drink, unprepared by life or 
education, Wang says, to come to terms 
with the new lives their love has created. 
Young people's ignorance about sex, and 
the tragic lack of guidance from society 
how to cope with the power of the se 
drive, are a key theme in Love in a Small 
Town. Confusingly, however, one is never 
entirely sure where Wang's own moral sym- 
pathy lies, and whether she is expressing so- 
ciety's, the lovers' or her own feelings about 
sex: "A sin like theirs is like a seed," she 
writes at one point. "Once it has reached the 
soil there is little hope that it will just die. 
They [the lovers] live in a time of bleak ignor- 
ance; there is no forerunner to help them see 
the light. Besides, there are some things in 
which even the sages would not have been 
able to help. We can only grope, search, 
crawl and scramble in the dark, trying to 
find a way out of the filth and mire . . ." 
Brave though Wang's novel is, and acute 
though many of her observations are, there 
are times when her writing seems embarrass- 
ingly ingenuous. However, the central re- 
lationship she portrays is a subtle one, and 
she handles the passing of time with a skilled 
and pleasing deftness. Carolyn Watts 
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No seasoned business traveller would 
ever miss the chance for an upgrade. 


The entire Hyatt Aryaduta 
Jakarta has been dramatically 
upgraded. New rooms, professional 
services, and elegant decor. An 
uplifting spirit has spontaneously 
emerged. 

With your needs in mind 
experience the comfort of our 
spacious rooms, carefully designed 
to the highest specifications, some 
featuring enchanting outdoor terraces 
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opening on to the exotic Balinese 
Pool and an exclusive Fitness Centre. 
Our all-new Ambassador Wing, 
for instance, is an excellent 
example. 

The beds are king sized. The 
marble bathrooms have walk-in 
showers. The luxurious 
furnishings and decor are 
subtle and refined. There 
isa well equipped Business 


HYATT 
TOUCH 


Centre with secretarial services 
and a private conference room. 

And you can entertain with 
confidence in a choice of exquisite 
restaurants. 

Hyatt Aryaduta offers you the 
traditional charm and hospitality 
of Indonesia with inter- 
national style. Experience 
Jakarta's most elegant 
hotel now. 


HYATT(S) ARYADUTA JAKARTA 


Talav: AAN IKT Cable: ARVADITTA "Telefav: 349816 











. INVESTORS WHOSAW IN THE NEW YEAR with satisfaction as equity mar- 
_ kets turned upwards, seemed to decide that it was too soon to end 
. the party, despite mounting evidence of problems in US financial 
markets. As a result, markets surged into territory untravelled since 
the collapse of October 1987. 
_ Wall Street continued its celebration of the start of the Bush pre- 
| sidency — atleastuntil he presented his "gentler, kinder" budget — 
with a rise of 7% in the Dow Jones Average in the first six weeks of 
the year. London's FT 100 index was up double that, while Tokyo 
showed no fear of heights asit put on 6.5%. 
. Inpartinvestors were reacting to market fundamentals — expec- 
tations of strong earnings figures for 1988 were widespread; in part 
ignoring them — further hardening of US interest rates in the first 
half of 1989 is inevitable, especially in light of the Bush budget, 


spoils the part 


WHERE TO PUT YOUR MONEY 
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which offered little medicine for the now chronic fiscal and trade def- 
icits. 

But in large part investors have just been giving vent to the op- 
timism that has emerged out of having survived 1988 without any of 
the dire predictions of recession or collapse having come to pass. 

Most of the secondary Asian markets joined in the celebration, 
led by Hongkong, which always places a premium on emotion over 
fundamentals. The Hang Seng Index had climbed an almost unin- 
terrupted 18.5% by 10 February, pulled along by growing strength 
in the market for Hongkong S favourite resource — property. The 
relatively low price-earnings ratios of blue-chip issues brought in 
many buyerslooking for theearly: signs ofarevivalofthebull market. 

The strength of the US dollar prior to the Bush budget was cap- 
ped only by concerted intervention by Rupee central banks, which 





Cautious Mi funds fail to keep pace with That market 
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safety first 


By Paul Handiey in Bangkok 


HE QUADRUPLING of Thai-dedicated 

overseas funds in 1988 has given 

foreign investors a greater choice of 

avenues into the Securities Ex- 

change of Thailand (SET). These funds' per- 

=> formances in the second half of 1988 are good 
indicators of which funds to follow over 
1989. No one predicts an economic down- 
turn, and the market is expected to provide 


Local value 





local-registered shares for short periods. 

The TMEC funds also gain from tax bene- 
fits, such as a 50% cut in the withholding tax 
on dividends. This gives them another ad- 
vantage, though the others, like the Bangkok 
Fund, make complex use of bilateral tax 
treaties in various countries to minimise the 
tax penalties. 

Fundamentally, though, the non-TMFC 








good returns over the next three years in all 
of the funds. 

However, Choedchu Sophonpanich, 
head of Bangkok First Investment and Trust 
= Co., adviser to the Bangkok Fund, warns 
<s that the SET will be difficult to play in 1989. 
Company earnings should be up 25-30% in 
gross amounts. But with large capital-raising 
exercises in process or expected, Choedchu 
predicts the dilution effects will be considera- 
*. ble. A recent example is the one-for-one issue 
^s by Saha Union in late 1988 to raise funds for 
several billion bahts worth of up-coming pro- 
jects. The move should pay offin four 
or five years. Meanwhile per-share 
earnings will suffer, and the market 
has registered its unhappiness. 

The challenge, says Choedchu, is 
not only to look at good industries, 
but see whether individual com- 
panies’ management can handle 
rapid growth. This will be the stra- 
tegy of the Bangkok Fund, the mar- 
= ket’s oldest and its best perform- 
¿o er. “Some companies’ managements 





Bangkok F Fund 
Thai 


l 





cannot handle us you have to look 
at their capability and depth," Choedchu 
says. 

"Six of the overseas funds are supervised 
by The Mutual Fund Co. (TFC), which is 
government controlled. This gives the six ac- 
cess to scrip registered in local names. The 
other three, the Siam Fund, Bangkok Fund 
and Thai Investment Fund, are limited in 
principle to buying foreign-registered 
shares, which are in short supply and gener- 
ally demand a premium. However, sources 
say that these funds have taken positions in 
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Bangkok and Siam funds have outperformed 
all others. Since January 1988, of the tt 
funds — the Bangkok, Siam and Thai: . . 
funds — only the Bangkok Fund outperform- 
ed the SET index. The index was up 21.3% for 
the end-January to end-December period; 
the Bangkok Fund's net asset value (NAV) 
was up 23.9% and the Thailand Fund up 
14.1%. The Siam Fund took up a sizeable 
portfolio of shares not long before the October 
1987 crash, and was unable to sellit all off and 
start from the bottom of the market. Hence, 
over the same period it was up just 12.5%. 
The Thailand Fund and its larger 
sister, the Thai Fund Inc. inaugu- 
rated last March, have the worst re- 
cords of the bunch. The July-De- 
cember period shows the two funds 
off 20%, against the index's 15.4% - 
slump. Meanwhile, the Siam Fund 
and Bangkok Fund were off 13.4% 
and 12.3% respectively. The then- 
new Thai Euro Fund was also limit- 
ed to a 12.3% fall. The Thai Prime 
Fund, which opened in September, 


appear determined to keep the greenback below US$1: x 130. As it 
was, the US unit gained 3-4% against both the yen and the 
deutschemark in the first six weeks of the year, pointing to a "buy 
American" sentiment among investors. 

But the budget changed all that. Coming on top of news of con- 
tinuing very strong growth in US employment, the lack of decisive 
measures in the budget to tackle the twin deficits sent tremours 
through the currency and bond markets. Figures showing a surgein 
US wholesale prices, and heavy losses by dealers on a major 10- and 
30-year government bond issue, were topped of with a half-point 
jump in US prime rates. Further rises seem certain as an already 
squeezed economy continues to soak up imports it cannot afford to 
buy. 

"Within the region, attention was on the Australian dollar which 
reached a four-year high above A$1:US$0.89, as funds were at- 
tracted into the currency by a further increase in already high in- 
terest rates. Although hardly justified by the country's trade per- 
formance, interest rates should stay up in the face of mounting in- 
flationary pressures, keeping the unit strong. 

Meanwhile, gold has continued to be shunned by one and all, as 
the lure of the financial markets — real or imagined — has seen the 
price erode steadily since the start of the year. m Ron Richardson 
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proved to be the last quarter's best per- 
former. 

The unlisted Thai Growth Fund started in 
July, was also consistently outperformed by 
the index. But many expect better perform- 
ances from the Thai International Fund, 
which fortuitously entered the market in the 
deep December slump, and rounded out the 
month with an increase, against falls in NAV 
among the other seven. 

Some of the funds trade abroad at signi- 
ficant discounts to NAV, partly because of 
fears that they may eventually face tax 
liabilities and also because some foreigners 
consider that the Thai market is overbought. 

However, this has not prevented many 
foreign investors in and outside Thailand 
from opting to deal with the SET through the 
five onshore mutual funds. Their attractive- 
ness lies in their play-it-safe philosophy — 

>was granted a monopoly on baht funds 
... p. Ovide research-backed market access to 
small investors, protecting them from the big 
player/manipulators. “The Mutual Fund Co. 
funds all have a strategy of diversifica- 
tion, which is relatively safe," says Kit- 
tirat Na Ranong, research chief at Securities 
One. 

Through last year, according to Dam- 
rongsuk Amatyakul, operations manager at 
TMEC, fund portfolios were weighted more or 
less to match the market's sectoral structure. 
This means a heavy weighting in banks, 
even though the sector was expected to per- 
form poorly on a per-share earnings basis. In 
late January, Securities One estimates, Ruam 
Pattana Fund had a 19.476 bank weighting, 
and the lightest holding, Sinpinyo 3 Fund, 
was 13.876. 

In addition, the funds have avoided pro- 
fit-taking, except when a sector’s weighting 
gets too high or crosses the 25% maximum 
limit. But Damrongsuk argues that the low 
supply of blue chips discourages selling. "If 


we have more listed companies, the 
portfolios would move more than this," 
Damrongsuk says. 

The funds generally sell at a discount to 
NAV, with two of them only recently seeing 
the spread droptoless than 10%. One reason 
is that TMFC is not very open about its funds 
and fund-management strategy. Also, TMFC 
only publishes NAVs monthly, nine days 
after the end of the period. 

But it is essentially an image problem. 
To its credit, TMFC does substantial in- 
depth industry and company research, 
and probably has more access to corporate 
and economic information than other 
brokerages. With an eye towards research- 
ing unlisted firms, the company has planned 
to add five more people to its 12-man re- 


search department in the next few months. 

The funds are a mixed bag. Through the 
end of January only the newest onshore 
fund, Sub Thawee 2, dating from September 
1988, had outperformed the SET index, and 
then only slightly. Soon to be wound up Sin- 
pinyo 3 has the lowest bank weighting, but 
no holdings in the bullish insurance sector. 
All funds are weighted most heavily in the 
growing building-materials sector. Ruam 
Pattana is strongest here, but is overly 
weighted in the non-performing banks. 
The best performer, though still below the 
index, is Sinpinyo 4. But when the mar- 
ket slumped in December, Sinpinyo4 wasby 
far the least liquid of the five, so it is unlikely 
to have benefited from the January recovery, 
while the others were buying strongly. m 
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P SOUTH AFRICA 





OLITICAL TROUBLES, slack economic 
growth, a weak currency and high 
i taxes strip South Africa of the usual 
foreign investment criteria. Indeed, the pri- 
vate investor needs a strong stomach for con- 
tra-cyclical theory to invest in a country 
whose bizarre politics have created 22 ra- 
cially and regionally segregated education 
departments to school its children. 
_ But private investors from Britain and 
' West Germany are investing in South Africa. 
Swiss and West German banks and high net 
-worth individuals are also attracted by high 
yields on South African Government and 
‘state-owned Electricity Supply Commission 
"bonds. After factoring in the exchange-rate 
_.. discount on buying through South Africa's 
_. financial rand, bond yields can exceed 20% a 
|... year. Government bonds, are also not sub- 
ject to the 15% withholding tax. 
But private investors have mostly chased 
^ residential and office property. Wineries are 
|... also popular. A Singapore-based investor 
bought one of South Africa's leading wine 
estates, adding Singapore cuisine to the es- 
tate’s restaurant fare. Home purchases 
mainly comprise holiday or retirement 
houses in Cape Town’s elite suburbs or 
along its spectacular Atlantic coast. 
Foreign buying of South African stocks 
has focused on gold shares. With dollar-gold 
prices in retreat, foreign demand was sub- 
dued last year. But South African gold shares 
5. yield an average 5.5% dividend. That com- 
pares with 2.8% on North American golds 
and a 4.8% average on Australian gold and 
< v base metal shares. Most rival stocks cannot 
-equal South African golds for earnings qual- 


mi 
i i Cheap entry costs, yield and a hard ap- 
praisal of political risk are the keys to invest- 
ing in South Africa. Rising property prices, 
.the near-term improbability of revolution 
. and the recovery potential if South Africa set- 
tes its problems peacefully have mitigated 
the political factor. “Investors who come 
here know the country. They’ ve assessed the 
-politics and are happy it's stable,” says prop- 
erty broker Lawrence Seeff 
. Capital inflows and outflows are denomi- 
nated in financial rands — as part of a two- 
tier exchange rate, which was reimposed 
after the 1985 debt crisis, when foreign banks 
demanded the repayment of their US$25 bil- 
‘lion of loans and South Africa was unable to 
comply. The financial rand's rate is set by for- 
. eign demand and is currently priced around 
25 US cents. 
. The commercial rand stands at 40 US 
cents, having plunged by 70% against the US 
dollar since early 1981. It is used to convert 























Against the grain 


By Christopher Marchand in Johannesburg 


trade, dividend and interest payments. For- 
eign investors can buy bonds and quoted 
securities freely in financial rands. Exchange- 
rate pricing for direct investment and home 
purchases is negotiated with the Reserve 
Bank. Usually, the foreign home buyer 
brings in 50% of the cost in financial rands 
and 50% in commercial rands. 

The exchange rate makes house prices a 
steal in foreign currency terms. A house 
along Cape Town’s seaboard now retails for 
R 350-750,000 (US$110-250,000). An office 
block costs R 5 million and yields from 10% 
in Cape Town to 14% in Johannesburg, Seeff 
says. Seeff, who with property broker Pam 


_ One up, one down 








gaun African gold and industrials indexes . 
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Golding & Co., has actively promoted over- 
seas property purchases in South Africa, esti- 
mates foreign property investment in South 
Africa at R 750 million. 

Seeff and Pam Golding sales director 
Harry McCrackeninsistthat the government 
is granting exemptions to the Group Areas 
Act, the infamous South African law which 
segregates residential areas by race. They say 
home purchases in elite “white” areas by 
South Africa's wealthy Indian community, 
and small-scale buying by Japanese and 
South African Chinese, are now routinely 
approved. 

Even the stock exchange could prove a 
good bet. A rise in world gold prices should 
bring South African gold shares back into 
favour. Industrial shares have been shunned 
by foreigners. ButSouth Africa's chronic cap- 
ital shortage has radically raised replacement 
costs, enhancing the earnings value of exist- 
ing assets and share prices. 

The rand, however, is expected to dec" 
further in 1989 in advance of heavy fore 
debt repayments in the next two years. Asa 
result, a start-of-year survey by Finance Week, 
a weekly business magazine, found that 
Johannesburg brokers were tipping rand- 
hedge stocks, whose earnings would gain 
from further currency weakness. 

Goldand platinum shares headed the list. 
Stocks most favoured were Vaal Reefs, 
Kloof, Driefontein, Midas Gold, Rustenburg 
Platinum and diamond counter De Beers 
(available to foreign investors in US dollars). 
Among industrials, Barlow Rand, the coun- 
try's largest industrial conglomerate, headed 
the list. Other choices were paper exporter 
Sappi, hotel companies Sun Bop and South- 
ern Sun (as fewer South Africans can afford 
foreign holidays) and transport company 
Safmarine. is 





BONDS 


Of immediate interest 


By Christopher Marchand in Hongkong 


ONDS HAVE COME INTO FASHION as 

the international investment com- 

munity's blue-eyed boy, as the be- 
lief grows that the world's current interest- 
rate cycle is near its peak and that world 
economies will enjoy "a soft landing." 

A softlandingis taken to mean that global 
economies will escape a lengthy recession, 
enduring just a short slowdown. Interest- 
rate falls are thus assumed to be six months 
away. So the investor needs to buy into 
bonds before the market anticipates interest- 
rate falls and marks up bond values. 

Pessimists take a rather darker view. The 
hard-landing approach argues that the 1980s 
unprecedented economic boom was built 
primarily on credit. With personal and cor- 


porate levels of debt at new peaks, and the 
US running record budgetary deficits, a re- 
cession is needed to wring excess credit out 
of the financial system, they argue. 

Paradoxically, a recession could also be 
good forbonds. The theory is that recession's 
deflationary effects would sharply lower de- 
mand for credit, leading to a fall in interest 
rates. Hence, bond prices would gain, unless 
the investor inclined to the apocalyptic view 
that mass defaults — leading all the way up 
to governments — would degrade the value 
of all types of debt instruments. 

Mainstream financial opinion rejects such 
doomsday scenarios. Corporate and per- 
sonal debt might be at record levels, but com- 
panies are enjoying record cash flows. Per- 
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Trade finance. Treasury services. 
Merchant banking. Stockbroking. 
Insurance. Years of experience in 
different departments and offices of 
the HongkongBank group have given 
our staff specialized financial skills. 


That's why the HongkongBank group's 
member companies have gained a 


Specialized precision. 





formidable reputation for their 
specialized financial services. Wardley 
in project and corporate finance. James 
Capel in stockbroking. Carlingford 
and Gibbs in insurance. To name a few. 


Advanced technology links these 
independently successful companies 
into a global network: over 1,300 
offices in more than 50 countries. The 
result: a unique mix of knowledge and 
experience worldwide. 


For more information, contact your 
nearest office of the HongkongBank 


group. 

Specialized skills providing fast local 
decisions, backed by global resources. 
That's our strength. 


Global accuracy. 


HongkongBank 


The Hongkong and Shanghai Banking Corporation 
Marine Midland Bank * Hang Seng Bank 
The British Bank of the Middle East * HongkongBank 
of Australia * Hongkong Bank of Canada 


Wardley * James Capel * CM&M 
Equator Bank 


Carlingford and Gibbs Insurance Groups 
Fast decisions. Worldwide. 
CONSOLIDATED ASSETS AT 30 JUNE 1988 
EXCEED USSII3 BILLION. 








sonal net worth has also made impressive 
gains. 

Instead, the soft landing approach — 
such as peddled by Credit Suisse First Boston 
in a string of seminars held in Asia in late Jan- 
uary — argues that the current business cycle 
is maturing without excess pressure on pri- 
mary commodity prices, severe labour 
bottlenecks (apart perhaps from Asia) or 
capacity constraints. 

Hence, this year's outlook is for a slow- 
down in output and just incremental gainsin 
inflation. In anticipation of interest rate falls, 
fund managers are introducing new bond- 
unit trusts, or more strongly marketing exist- 
ing ones. 

Still, political turbulence could upset the 
apple cart. Should US President George 
Bush and Congress not agree on a coherent 
budget-reduction package, or should the po- 
litical process dissolve in acrimony, the US 
dollar and interest rates could become very 
volatile. Interest rate forecasting thus be- 
comes partly a political judgment. The net ef- 
fect, however, could be that US interest 
rates stay at present high levels during this 
year. 

But the Fed is already pursuing an excep- 
tionally tight money-supply policy to rein in 
US inflationary pressure and buoyant con- 
sumer spending. Further rises can be antici- 
pated in short-term US rates, if the economic 
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upswing continues to be strong. By the sec- 
ond half, however, a slowing US economy 
could open the way to market-induced pres- 
sure to lower interest rates. In any case, even 
at present 9.5-10% yields, US, Canadian and 
British bonds offer attractive returns. 

The first half of this year is likely to see 
continued gains in interest rates. Britain is 
pushing a disinflationary policy and might 
increase rates further if the trade deficit does 
not improve. The Bundesbank is keeping 
rates high to defend the dollar and the Aus- 
tralians to combat inflation. By contrast, 
Japan is keeping short-term rates low, which 





SOUTH KOREAN 


FUNDS 


One for small timers 






m 1 By Mark Clifford in Seoul 


MALL INVESTORS eager for a taste of the 
South Korean equity market have a 
new investment opportunity. Baring 
International Fund Managers has launched a 
fund which will allow investment in South 
Korean equity-related instruments easing 
 marginally the unfulfilled foreign demand 
for South Korean paper.  - 

Launched last October, the Baring Korea 
Fund (BKF) has raised US$20 million from in- 
vestors. By the first week of February, it was 
up about 22%. Barings portfolio manager 
William Ramsay says the Seoul market is the 
world’s fastest growing stock exchange. 
Market capitalisation is now about US$100 
billion. 

The fund has almost no direct equity in- 
vestments, since foreigners are generally 
prohibited from buying South Korean 
equities. Instead, Barings buys the two 
offshore funds (the Korea Fund and the 
Korea Eurofund), the seven domestically 
managed unit trusts and the five internation- 
ally traded convertible bonds. 

Investment so far has been dominated by 
institutions, reflecting the scarcity of South 

Korean investment vehicles. The fund is de- 


signed for investors who want to have a ba- 
lanced portfolio of South Korean equity in- 
struments in their portfolio, but are not in- 
terested in actively managing it. With a 
minimum initial investment of 100 shares 
(current bid price is US$12.18), the fund is 
suited to small investors. 

There is a minimum front-end load of 1%, 
but brokers can tack as much as 4% in addi- 
tional selling fees. The annual management 
fee is a maximum of 1.5%, though Barings 
says it will subtract management fees 
charged by the other funds from its charges. 

Investors could skip the front-end load 
and simply buy one of the existing unit 
trusts. But the domestically managed trusts, 
which have signficantly outperformed the 
two offshore funds, carry a minimum pur- 
chase price of US$14,000-US$50,000. More- 
over, the supply of the domestic trusts is 
limited, hard to find in a rising market and 
hard to unload in a falling market. 

The BKF has a broader exposure because it 
can hold the convertible bonds of five South 
Korean majors: Samsung Electronics, 
Goldstar, Yukong, Daewoo Heavy Industry 
and Saehan Media. The fund will make di- 


33 ANDES! 





adds to domestic liquidity and helps the 
economy's shift to domestically driven de- 
mand. — 

Non-US, dollar-linked investors run the 
risk of exchange-rate losses if the US dollar 
falls as interest rates decline. However, the 
US apart, British, West German and long- 
dated French bonds offer potential. French 
inflation has fallen dramatically and eco- 
nomic growth is buoyant. The underlying 
British economy is healthier than it has been 
for years, and a fall in inflation would open 
the way to lower rates and renewed eco- 
nomic growth. 

With West Germany's public-sector def- 
icit showing a better than expected decline, 
and companies cash flush, the way would be 
open to West German interest rate falls when 
upward pressure subsides on the US dollar. 
Worries about the high level of Canadian 
government debt might be offset by possible 
currency strength against the US dollar. 

The appeal of Australian bonds is t 
pered by inflation — especially if poli 
pressure induces a premature fall in high in- 
terest rates — and fears of an overvalued ex- 
change rate. Before Dutch government 
bonds become attractive, yields might have 
to rise further to factor in the high level of 
public debt. But with little scope for Japanese 
interest rates to fall further, Japanese bonds 
may not be exciting. E 


rect investments in South Korean equities 
when these are permitted. According to a 
securities liberalisation schedule released last 
December, that is expected to occur in 1992. 

The return on the South Korean equity in- 
struments for foreigners has been mixed. 
The offshore funds are hampered by restric- 
tions which prohibit them from investing 
more than 2576 of their portfolio in any one 
sector. Financial stocks, broadly defined, 
make up 40% of market capitalisation. When 
financials outperform the market, as t 
have done for the past few years, itisharc _. 
the funds to keep up. The Korea Fund is fur- 
ther handicapped by an outright prohibition 
on buying securities stocks. The domestic 
funds, for their part, sometimes have their 
investment policies dictated by the Ministry 
of Finance (MoF). 

The emergence of the BKF reflects the scar- 
city of South Korean equity instruments for 
foreigners. The government's liberalisation 
programme proposes to ease restrictions on 
companies issuing international convertible 
bonds (CBs). But now the Mor has reversed 
course, saying that issuing CBs abroad would 
exacerbate the problems of high monetary 
growth. 

The money raised from CBs, however, is 
to be used for overseas investment. The 
MoF's abrupt about-face has puzzled analysts 
in Seoul. What its policy has done, they say, 
isto give windfall gains to the few companies 
able to issue CBs abroad while denying the 
benefits of cheaper capital to others. a 


b in seventh heaven. 
You cant believe how good 
these international festivals are. 

And to think all you 
expected to find here was 
flamenco! 


Some people come 
to Spain just to play. 


A natural feeling for music has 
always been characteristic of the 
Spanish people. 

And just as we love our dances 
and rhythms, we also revel in 
different types of music from other 
countries. 

Just take a look at some of the 
big names which have enthralled 
us with their talent at various 
festivals in recent years. 

Zubin Metha. Miles Davis. Yehudi 
Menuhin. Peter Gabriel. Chick 
Corea. Milton Nascimento. The 
London Philharmonic Orchestra. 
Joe Cocker. The Pat Metheny 
Group. U2. Michail Rostropovich. 
The Vienna Boys Choir. Sting. 
Caetano Veloso. Nick Cave. Ivo 
Pogorelich... 

The Church. Jan Garbarck. 
Leonard Cohen. Pink Floyd. Frank 
Sinatra. Celia Cruz. Daniel 
Barenboim. The Moscow 
Philharmonic Orchestra. Simply 
Red. Manhattan Transfer. Carmel. 
Franco Battiato. 

The Cure... 

The Pogues. Toquinho. 
Kraftwerk. Freddy Mercury. Winton 
Marsalis. Stephane Grappelli. 
Carlos Santana. Tracy Chapman. 
The Rolling Stones. Pablo Milanés. 
The Pretenders. Michael Jackson. 
Bruce Springsteen. George 
Benson. Carmen McRae. The Berlin 
Philharmonic Orchestra... 

There's not just plenty to see 
in Spain. There's also plenty to hear. 


Spain. Everything 
under the sun. 





FINE ART 


Buy West, sell East 


By Ellen Salem in Hongkong 


HRISTIE'S THREE-DAY AUCTION of paint- 
ings, porcelain, jadeite and nephrite 
(both of which are commonly referred 
to as jade), held in Hongkong in January, 
fetched a house record of HK$126.3 million 
(US$16.2 million). This was about 60% above 
the auctioneer’s pre-sale estimate of HK$80 
million. 

The sale, according to Christie’s spokes- 
man, Colin Sheaf, indicates that the com- 
pany has “its finger on the pulse of the Far 
East market.” But at the same time, the sale 
demonstrates the validity of the advice of 
many dealers in Asian art: buy West and sell 
East. 

Christie’s sale of jade objects is a case in 
point. Not only was a world record set fora 
single jadeite vessel, but about 80% of the 
jade items put on the block were sold — and 
most at prices well over estimates. It is un- 
likely that the prices paid for jadeite in 
Hongkong would be matched in London or 
New York, said Christie’s. 

First of all, the vast majority of collectors 
of jade, particularly jadeite carvings, are 
Chinese. Until recently, Hongkong buyers 
dominated the market. In 1987, however, 
the Taiwanese were permitted to remit US$5 
million abroad a year and since late 1987 have 
contributed substantially to the strength of 
the Chinese art market as a whole. Clearly, 
those individuals who chose to sell their 
jadeite objects through auctions in Hong- 
kong have benefited from the pent-up de- 
mand of the Taiwanese buyers. Several 
Taiwanese collectors went on a buying 
spree, and purchased a number of jadeite 
carvings just to fill their curio chests. 

Another factor now at work is the fear 
that Burma will continue to restrict the export 
of jadeite stones for the foreseeable future. In 
the wake of the political instability in Burma, 
in-country auctions of jadeite stones have 
been suspended for a year. Many buyers fear 
that jadeite will be in short supply for several 
years. 

All jadeite comes from mines in Burma. 
Jadeite, which is used in jewellery and some 
carvings, is either green, lavender or white. 
Nephrite is mined in China, and to a lesser 
degree in Canada and other places. It ranges 
in colour from white to dark brown and is 
commonly used in carvings. 

The Burma situation was reflected in 
the auction. For example, a late Qing 
dynasty (1644-1911) emerald and apple- 
green jadeite tripod censer and cover 
fetched a house record price of HK$7.2 
million for a single jadeite carving. The 
British owner originally wanted to offer it 
for sale 10 years ago, but Christie's sug- 





gested she wait until the market improved. 

Many of the lots that went under the 
hammer at Christie's were consigned for sale 
by owners in the US. The availablity of such 
items outside Asia is, in part, the result of a 
brief period of enthusiasm for jadeite carv- 
ings in the US about 30 years ago. Today, 
there are only a handful of private buyers for 
jadeite items in the US. 

But the investor seeking a quick profit 
from purchases of jadeite carvings in the US 
or Europe should beware. It is relatively easy 
to dye a jadeite carving — or piece of jewel- 
lery — to enhance its value. Beyond that, few 
experts are available outside Asia to advise 
potential buyers. 

The conventional wisdom on jadeite, that 


ond, and probably more important, is the 
fact that dealers are reluctant to stock up be- 
fore Chinese New Year and would rather use 
available capital to balance their books as 
Chinese tradition requires. | 

This restraint, however, was not appar- 
ent in the sale of the Palmer Collection of 18 
pieces of Ming (1310-1644) porcelain. The col- 
lection was built up in Europe in the 1930s by 
R. H. R. Palmer at a cost of less than 
HK$14,000. The 18 lots were sold at the auc- 
tion for a total of HK$27.36 million — almost 
all fetching well over the estimates. An early 
Ming blue and white double gourd moon 
flask set a record for Christie's and was 
bought by a Hongkong dealer for HK$3.7 
million. 

The prices realised on the sale are indica- 
tive of the strength of the market for fine 
Ming pieces — and particularly those with a 
provenance. The market, moreover, con- 
tinues to grow while supply is finite. Active 
bids, according to Christie's, were mad 
collectors from Taiwan, Japan, New Y-_-.., 
London and Belgium, though the sale was 





Good colour, good price...poor colour, no sale. 


the "three Cs" — colour, clarity and carving 
— have about equal weight in the value of a 
piece of jadeite was nullified at the Christie's 
sale. For example, a small apple-green 
flecked jadeite bowl, expected to fetch 
HK$140-180,000 went unsold. The piece was 
semi-translucent, and the carving fully 
exploited the varying colours of the stone. 
But the green grasshopper and brown vein- 
ings, were, in the words of one expert “ugly 
colours.” If there was one determinant of the 
price individual lots fetched it was colour. 

Taiwanese buyers were not as active as 
had been expected at the sale of jadeite jewel- 
lery. About 30% of the 200 lots went unsold, 
though most were not of prime quality. In 
most cases, the jewellery sold did not exceed 
estimates to the degree that the jadeite carv- 
ings did. 

Two factors could account for this. Over 
the past three years the market for jadeite has 
shot up enormously. It could now be 
levelling off, though it may well revive 
rapidly if the situation in Burma persists. Sec- 


dominated by Hongkong dealers and cc 
tors. 

The sale of 19th and 20th century paint- 
ings also went well. A high 85% of the paint- 
ings was sold. The 300 lots fetched a total of 
HK$24.7 million, with new records being 
set. Fu Baoshi's (1904-65) Album of the Nine 
Weavers was sold for HK$3.4 million to a 
major Hongkong dealer — more than five 
times the pre-sale estimate. Ren Yi's set of 
four hanging scrolls sold at a record price for 
the artist of HK$1.6 million to a private 
Chinese collector. Other records included 
Lin Fengmian's oil painting of working 
women. The canvas was sold to a private 
American collector for HK$352,000. 

The increasing interest of Western private 
collectors in Ming porcelains and modern 
Chinese paintings could well mean that re- 
turns on a buy West and sell East policy in 
those genres are eroding. But most doubt 
that the Western appetite for jadeite carvings 
and jewellery will ever approximate that evi- 
denced in the East. Li 
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Thirty-five years ago our fleet was modest; one Dakota named 
‘Kazma’. And, as a tribute to our past, we have kept this name 
for one aircraft in our modern fleet. 

But there - the resemblance ends. 

Fly Kuwait Airways today and enjoy an ultra-sophisticated 
airline coupled with a highly trained crew. 

It's a winning formula which equals unsurpassed service when 
you fly the four continents with Kuwait Airways. 
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@ As one of the world's leading wholesale banks, LTCB 
offers a comprehensive array of financing and merchant 
banking services in every major financial market. 


@ In the Tokyo market, LTCB acted as lead commissioned 
bank for four out of the nine Samurai and Daimyo bond 
issues made in the first half of 1988. Worth ¥105 billion, 


the issues rank LTCB first among Japanese institutions. 


= LTCB has established a major presence in the Euro- 
market. Through our affiliated securities houses we offer 
unparalleled access to a major global source of funding. 


@ LTCB is an innovative financial architect in all markets. 
We are internationally recognized as a leader in currency 
and interest-rate swaps, as well as futures and options. 


ll An in-depth understanding of global economies and 
financing practices supported LTCB’s rise to become a 
leading provider of multinational M&A and joint-venture 
services. 


@ As a leading aviation bank, LTCB is serving aerospace 
manufacturers and airlines worldwide through a variety of 
aircraft financing facilities. 


@ Expertise in long-term project financing made LTCB a 
natural choice to lead manage the historic Eurotunnel link- 
ing the UK and France, and the Second Harbor Crossing 
Tunnel in Hong Kong. 


The Gone Term Credit Bank of det Ltd. 


Head Office: 2-4, Otemachi 1-chome, Chiyoda-ku, Tokyo Tel: (03) 211-5111 Telex: J24308 
Overseas Network: London, Frankfurt, Paris, Brussels, Zurich, Bahrain, New York, 
Chicago, Los Angeles, Toronto, Atlanta, Dallas, Mexico City, Panama, Sao Paulo, Rio de 
Janeiro, Hong Kong, Singapore, Beijing, Shanghai, Guangzhou, Seoul, Bangkok, Kuala 
Lumpur, Jakarta, Sydney, Melbourne. 





PROPERTY 


Pleasure, not profit 


By James Bartholomew in London 


HE JAPANESE, with bulging wallets, 
have arrived at the posh ski resorts of 


Europe. Where the Americans and 


the Arabs came before, the Asians now fol- 
low. In Zermatt, earlier this month, the 
many Japanese — dressed in restrained, 
coordinated elegance — looked as much at 
home as in Shinjuku, and more relaxed. 

A few years ago, Japanese visitors to the 
Alps were rare. Now they are commonplace. 
If their English is rusty, they can read the 
shop advertisements printed in Japanese. 
The Japanese invasion of the mountains is 
likely to continue and other Asian nations 

~ loubtless follow suit. 

S rich Asians become accustomed to 
European skiing holidays, they might con- 
sider buving an apartment or chalet for their 
permanent use. Among the attractions is the 
ability to say to an important business con- 
tact: "Would you like to stay at my ski-chalet 
while you are in Europe?" A private chaletor 
apartment also can mean a short holiday at a 
moment’s notice, even if the hotels are 
booked solid. 

But what of the financial aspects of buy- 
ing a chalet or apartment in a ski resort? 

At first glance, they are quite attractive. 
Take a little apartment in Champex, a small 
(and therefore cheaper than average) re- 
sort in Switzerland. For SFr 253,000 
(US$144,000), Lennards Properties Interna- 
tional, a British agent, will sell you a two-bed- 
room apartment there measuring 69.5 m2. 
That is quite a lot of money for an apartment 
which is miles away from a big town, but 
then everything is expensive in Switzer- 
| 

..8 one apartment owner remarked 
smugly: “The people who knock Switzer- 
land are those who can't afford it.” Butif you 
cannot afford to pav cash, you can still buy 
the apartment partly with borrowed monev. 
Finance for 60-70% of the purchase price is 
available at an interest rate (in Swiss francs) 
of 6.5%. 

The cost of the borrowing can be offset by 


renting out the apartment. Lennards under-. 


stands that such apartments can be rented 
out for about 20 weeks in the year and that 


the yield amounts to between 4% and 6% on 


the purchase price. At 6%, the borrowing 
would be almost fully financed. But caution 
and reflection are called for. 

First few agents, if any, will promise 
a minimum income from renting out the 
apartment. In fact, they will not promise you 
any income at all. Most agents who sell Al- 
pine properties are not in the business of 
renting. They will give you the name of aren- 


tal arant and that ia where thoir invualvement 


ends. Secondly, a return of 6% is 
certainly at the high end of the returns which 
are suggested by agents. 

Prudential Property Services, an agency 
owned by Prudential Assurance, a major 
blue-chip British company, suggests a mere 
3% on the apartments it has for sale in Val 
D’Izere, in France (and note that the interest 
rate on borrowing in French francs is about 
10%). Perhaps Prudential is being extra cau- 
tious. It is assuming rental for only 12 
weeks in the year, which is not ambitious 
given that Val D'Izereis one of thetop resorts 
in the world and has a long season. Rents in 
1992 should be especially good since the 
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Unit Trusts 


Performance of unit trusts recommended by fund managers 
in Where To Put Your Money — Review, 5 Jan. 1989 
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Winter Olympics are to be held there. A two 
bedroom apartment with about 40 m? 
and a balcony costs about Ffr 1 million - 
(US$156,000). | 

But do you want to rent your apartment _ 
anyway? If you do so, then you cannot drop . 
into your hideway in the Alps whenever you . 
feel like it. The condition of your apartment - 
will inevitably deteriorate through renting 
and may even be ruined if you are unlucky. 
with some rowdy tenants. Prudential says © 
that most of its clients do not let out their _ 
apartments, except perhaps to friends or re- _ 
latives. i 
The logic of buying without letting re- 
volves around convenience and prestige. 
But this is not as financially spendthrift as - 
it might appear. After all, the buyer makes a . 
considerable saving on holiday hotel bills or . 
on renting a similar apartment to the one he ~ 


is buying. He avoids having to pay any tour) 
operator or other middleman a commission =- 


for obtaining his accommodation. Such sav- 
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ings mount up, particularly for those who 
have families. Not only do families multiply 
the cost because of numbers, but also be- 
cause schoolchildren can only go skiing dur- 
ing school holidays. That means high-season 
prices. 

The simple choice is either to have partly 
self-financing investment, and thus cramp 
your style, or else to pay out a great deal of 
money for a place that you only use once or 
twice a year. The latter course is certainly a 
luxury, but not an absurd one. At least there 
is a tangible asset which you keep and which 
should retain its value. 

What buyers should not do is to hope for 
a quick capital gain. Those familiar with 
property booms in Japan, Hongkong and 
elsewhere must leave behind them any 
hopes of similar profits in the Alps. 

Certainly, there is plenty of demand for 
ski apartments which would, in other cir- 
cumstances, drive up prices. But there is also 
a plentiful supply. Whenever demand is 
good, another section of mountain suddenly 
finds itself invaded by bulldozers. Supply 
has normally been able to rise to meet de- 
mand. There is plenty of space to build on in 
the mountains and plenty of low-rise chalets 
which could be re-developed into apartment 
blocks. 
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Swiss chalets: plentiful supply. 


Therefore, only apartments built in espe- 
cially good locations benefit from scarcity 
value. Otherwise, one may expect that the 
value of a ski apartment will simply keep up 
with the rate of inflation in building costs — 
not much more and not much less. That 
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makes them only a good enough investment 
for those whose motives are primarily plea- 
sure, not profit. 

For those who do take the plunge, the 
places with overseas agents are France and 
Switzerland. Of these, Switzerland is the 
more expensive and the more difficult. The 
Swiss do not really want you to buy and they 
have put a number of disincentives in your 
way. Permits have to be granted to allow a 
non-resident foreigner to buy and the 
number of permits issued has declined 
dramatically in recent years — they fell from 
about 5,000 in 1982 to only 1,800 in 1987. In 
addition, the buyer cannot sell at all for the 
first five years and cannot sell to another for- 
eigner for at least 10 years. 

France is quite different, but certainly not 
better in every respect. Foreigners can buy 
quite easily. Some French resorts are as full of 
estate agents as Swiss ones seem bereft of 
them. But the transaction costs when selling 
(or buying second-hand) are quite high. 
there is a capital-gains tax of one-third, 
allowance is given for inflation gains. 

In both countries the problems need not 
deter someone who sees an apartment or 
chalet as an investment in lifestyle. But 
someone who wants profit above all can find 


better opportunities elsewhere. € 


Selected earnings forecasts for Asia’s top companies 
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What do these 
‘international companies 


know about Dubai 
that you don't? 











They know that Dubai's Jebel Ali Free Zone m No personal income taxes. 
has introduced exciting trade freedoms m No import duties/export taxes. 
and benefits, enabling companies to set up m Unlimited cheap energy. 
Moe A ex di bases in the They also know that with superb facilities 
i including an extensive infrastructure, state-of- 
Just look at these benefits-unique to Jebel Ali. the-art communications, accommodation, 
m 100% foreign ownership. hotels, hospitals, security and every modern 
m Unlimited transfer of profit and capital. amenity, Jebel Ali is a unique opportunity for 


= No corporate taxes for a minimum of 15 years. World markets. 


For more information contact 
gle FEN à ya lani Ak Lus 
G Jebel Ali Free Zone Authority 


AES Marketing Dept. No.07 
Jebel Ali Free Zone Authority, P.O. Box 3258, 
Dubai, United Arab Emirates. Tel: Jebel Ali 56578 
Telex: 46580 TPAJA EM, Cable: PAJADUB - U.A.E. 
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FINANCE 


South Korea sets its terms for a Daewoo bailout 


Shipyard blues 





By Mark Clifford in Seoul 





he South Korean Government has 

announced a rescue plan for the 

country's second-biggest shipbuil- 

der, Daewoo Shipbuilding and 
Heavy Machinery, whose chronic losses and 
staggering debt load have presented eco- 
nomic planners with their thorniest policy di- 
lemma since President Roh Tae Woo was in- 
augurated almost one year ago. The govern- 
ment also wants to signal to labour that its de- 
mands will carry the price of lower employ- 
ment. But union activists at Daewoo's yard 
in Koje-do seem set to keep fighting for 
higher wages. 

Daewoo management has yet to accept 
the plan which was officially announced fol- 
lowing a meeting between Deputy Prime 
Minister Cho Soon and Daewoo group chair- 
man Kim Woo Choong on 13 February. 
Daewoo is unlikely to get much better terms, 
however. 

The bailout plan requires the Daewoo 
group to raise Won 400 billion 
(US$592.6 million) by selling off 
other group companies and in- 
creasing capital. The govern- 
ment says the Korea Develop- 
ment Bank, which owns the 
one-third interest in the ship- 
yard not held by Daewoo, will 
contribute Won 150 billion to the 
rescue. Preliminary figures 
show Daewoo Shipbuilding lost 
Won 150 billion on sales of Won 
460 billion last year. Its total debt 
at the end of the year was Won 
1.2 trillion. 

The terms proposed by the 
government are far stiffer than 
those Daewoo had pushed for. 
Kim said last November that the 
group would commit Won 300 
billion in new capital for the com- 
pany but wanted the govern- 
ment to come up with Won 550 
billion (REVIEW, 8 Dec. '88). The 
rescue plan will force it to sell more of its sub- 
sidiaries to raise capital. 

Nevertheless, the package has reassured 
foreign lenders, who were worried that 
the government might make an example 
out of Daewoo. "It shows that the idea of 
Korea Inc. is still alive, at least as far as the 
largest groups are concerned," says a West- 
ern banker. "It means that we can keep lend- 
ing Daewoo money for at least a few more 


years without worrying about serious credit 
analysis.” 

The plan requires Daewoo to halve the 
shipyard's 14,000-man workforce by 1993 
and keep wage increases to a minimum. The 
workers will be transferred to jobs at other 
Daewoo subsidiaries. 

Government officials say Daewoo’s 
workers are the biggest obstacle to the suc- 
cess of the plan. “We must have the coopera- 
tion of the workers if the plan is to succeed," 
says a senior adviser to the government. But 
the shipyard union has been divided by a 
fierce internal struggle and it is likely the cur- 
rentunion president will be ousted at the end 
of April by militants. 

The executive board of the shipyard 
union, which represents the yard's 10,000 
blue-collar workers, voted on 16 January to 
oust current president Yang Dong Saeng be- 
cause of his ties with management. Union 
militants are incensed at the leading role 
Yang played in a company-sponsored 
signature drive late last year which call- 
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Striking Daewoo workers: militants in control. 


ed for the wage freeze and no-strike 
pledge. 

Militants seem to have the upper hand. 
The executive board voted by more than 
two to one in favour of ousting Yang, 
and activists claim that only about 5% of 
workers back the proposal for a wage freeze 
and an end to strikes. A general meeting that 
will decide Yang's future has been set for 29 
April. While many board members want- 





ed to hold the meeting sooner, Yang 
pushed for a delay. He is likely to use the 
hiatus to strengthen his position by taking a 
tough line in this spring's salary negotia- 
tions. 

Lengthy conversations with shipyard 
workers several days before the rescue pack- 
age was announced indicate they are in no 
mood to compromise. Thelabour movement 
has grown increasingly bold and confidentin 
the two years since Roh's democratisation 
announcement in June 1987 opened the 
for overt labour activities. Moreover, v 
ers have grown cynical about government 
and company claims that their demands will 
push the firm into bankruptcy. 


hey reject claims that South Korea 

may no longerbe competitive in the 

world shipbuilding market. Ac- 

tivists also complain that the com- 
pany and government are bombarding them 
with propaganda about footwear and textile 
firms which have been forced out of business 
because of currency apprecia- 
tion and wage increases. 

“The reason Daewoo Ship- 
building is in financial trouble is 
because of management mis- 
takes,” says union activist Paek 
Soon Hyun. “It has nothing to 
do with labour or anything la- 
bour has done.” Another 
worker calculates the company’s 
debt and points out that 
monthly wage bill of Wi 
billion is trifling by compari- 
son. 
“Managementis trying to put 
the burden of the situation on la- 
bour, saying if we moderate our 
demands the company will sur- 
vive and if not it will fail,” says 
another activist. “The major 
reason for the problems is that in 
the old days Kim Woo Choong 
whisked off the profits for politi- 
cal contributions and to buy 
other companies. Now that tide is moving 
against him.” 

“We are not willing to accept the possibil- 
ity of closure,” says Kang Young Gil, the 
union chief at Daewoo Machinery, a smaller 
Daewoo company within the shipyard. “If 
Daewoo takes its hands off the shipbuilding 
yard it will probably be transferred to some- 
one else. They’re not going to close the 
shipyard gate and just let the yard rust for 
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the next century," says the union chief. 

The notion that the state or the company 
will take care of workers at the largest firms is 
South Korea's version of China's iron rice 
bowl. Like their Chinese counterparts, 
South Korea's technocrats would like to 
. smash that complacent sense of security, 
but they have a tough task ahead of 
them. 

Union activists cite the case of Kukje, one 
of the nation's largest conglomerates until it 
was dissolved in 1985, where operations 
were simply transferred to new owners. 
"The management changes but the business 
keeps going," says the Daewoo union 


x 


leader. “The government shares responsibil- 


ity because it was their funds that built the. 


yard." 

Daewoo is not alone in its troubles. Each 
of South Korea's four large shipbuilders is ex- 
periencing serious difficulties. Hyundai tried 
to reopen its shipyard on 11 February after a 
60-day strike and lockout, but radical work- 
ers have prevented the shipyard from re- 
suming normal operations. 

Like Daewoo, the Hyundai union is 
badly divided over whether to compromise 
with management. Hyundai, whose Ulsan 
yard is the world's largest, recorded an esti- 
mated loss of US$88 million last year, the first 





BANKING 


Indonesian banks prepare for a more competitive future 


La calling to account 


T he rising level of competition among 


Indonesia's finance houses is chang- 

ing the ways banks lend money, forc- 
ing bankers to find a niche in what promises 
to be a less cozy future. The catalyst behind 
the recent flurry of activity in banking circles 
isacomprehensive deregulation package an- 
nounced last October which is now begin- 
ning to take effect. 

The package — known as Pakto — opens 
the doors to new foreign and domestic banks 
while also cutting at the symbiotic ties be- 
tween certain private banks and Jakarta's 
large business groups. Bankers are still un- 
sure how some provisions in the package 
will be implemented but few doubt that a 
fundamental shift has taken place. Pakto 

; a very liberal measure," said one local 
. . ter. "It went much further than I ex- 
pected." , 

The goal of banking deregulation, said 
Economics Coordinating Minister Radius 
Prawiro, is to increase the banking system's 
ability to mobilise new funds, both domestic 
and foreign. Indonesia has laid out ambiti- 
ous targets for industrial and export growth 
over the next five years. But as a World Bank 
report on Indonesia last May noted: "The 
ability of manufacturing firms to grow in the 
future [depends] on financial restructuring 
to generate sufficient funds to undertake the 
required investment." 

Since October, the most discussed ele- 
ment of Pakto is the requirement that banks 
meet legal lending limits. These aim to im- 
prove the soundness of the banking system 
by forcing banks to diversify loan portfolios. 
In the past, many of Indonesia's business 
groups raised funds largely from in-house 
banks, giving the groups access to below 


marbotrata finde Thie lof tha hanke mver. 


exposed to companies and shareholders 
within the same group. 

Under the new regulations, a bank can 
lend a maximum of 50% of its capital to any 
one business group, 20% to any one bor- 
rower and smaller amounts to shareholders 
and employees of a group. An immediate 
problem which arises is how to define "busi- 
ness group" within Jakarta's intricate and 


abstruse corporate society. Confusion over 
this issue, especially with regard to minority 
ownership and outside directors, is wide- 
spread, but banks are already cutting back 
lending to their biggest customers. 

Bankers are also waiting for the central 
bank to sharpen its definition of capital. State 





banks, which by law are limited to Rps 500 
million (US$287,356) of paid-in capital, 
and foreign banks, which keep only small 
amounts of equity in local branches, will be 
the most affected if the central bank comes 
up with a tight definition of capital. If this 
happens, both these class of banks would be 
forced to reshuffle loans. State banks also 
face the prospect of losing a major part of 
their deposit base since, under Pakto, In- 
donesia's 222 state-owned enterprises can 
now place up to 50% of their deposits with 
private banks. 

Banks are looking to patch up portfolios 
by swapping loans among themselves, syn- 


rHeatinea faa aao creocniocte and calliner Laanc 


time it has posted a loss since it opened inthe | 


early 1970s. 

Samsung's shipbuilding unit, which is 
also in Koje, also performed badly. Sam- 
sung, the only major South Korean con- 
glomerate to remain free of unions, has been - 
hit by periodic strikes since last April in a bit- 


ter union-organising drive. The shipyard lost 


an estimated Won 40 billion last year. 
Separately, the minister of trade and in- 
dustry, Han Seung Soo, says that the gov- 


ernment is going to auction off another trou- |... 
bled shipping company, the Korea Ship- — _ 
building and Engineering Corp., early this = 
year. 8 


through factoring companies. "Contrary to 


central bank hopes, banks are not looking to = 


raise equity [to meet the lending limits] but 
are shuffling loans instead,” said a local 
banker. 

The change with the most potential to 
shake up the banking system is the arrival of 
new foreign joint-venture banks. These 
banks, which must have a minimum 15% In- 
donesian participation, are required to have 
Rps 50 billion in start-up capital and must 
make half their loans to export-oriented op- 
erations. 

Before Pakto, only 11 foreign banks had 
received licences to operate in Indonesia and 
their activities were mostly confined to 
Jakarta. For years, other banks, particularly 
the Japanese, have pushed to be allowed to 
join them. These banks, apparently unper- 
turbed by the high initial equity commit- 
ment, are now lining up to get in the door. 

Three foreign banks are already known to 
have applied to the Finance Ministry: Credit = 
Lyonais, Fuji Bank and Sanwa Bank. Three = 
other Japanese banks — International Bank 
of Japan, Sumitomo Bank, and Mitsubishi 
Bank — 
pective local partners. The new foreign 


. banks will be allowed to operate in Jakarta 


and six other provincial cities. 

"I don't think they will have an im- 
mediate impact, but maybe one or two vears 
down the road [they will],” said a foreign 
banker in Jakarta. Many bankers fear the Ja- 
panese banks will quickly come to dominate 
corporate banking, particularly if, as some 
suspect, the Japanese banks receive sub- 
sidised funding from parent companies. 

Some banks, quick to read the trend, are 
literally heading for the hills. Expansion of re- 


tail banking networks into smaller cities and 


rural areas will be a common response by 
many banks previously content to concen- 
trate on the big cities. Bank Rakyat In- 
donesia, Bank Duta, Bank Niaga, BankBumi 
Daya and Bank International are all planning 
major forays into consumer banking, an area - 
not likely to attract foreign banks. | 
Many bankers give credit to Finance 


Minister Johannes Sumarlin and central .. 
bank governor Adrianus Mooy for taking — 
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are said to be negotiating with pros- = 
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system to market forces. "It we don't get that 
kind of competition, how can we move for- 
ward," asks Louis Eman, Jakarta manager 
for Bank Pinaesaan. Still, government offi- 
cials concede that much more needs to be 
done to channel private savings into produc- 
tive investment. 

The main result of Pakto, suggests Bank 
Duta president Abdulgani, "is that it de- 
mands more professional management." 
Three of the seven state banks have hired in- 
ternational consultants Booz, Allen to 
streamline bloated back offices and improve 
credit analysis, while a number of private 
banks have invested heavily in computer 
systems. Banks are putting more emphasis 
on customer service and rushing to add new 
features like credit cards and automated tell- 
-. er machines. 

Mooy upped the ante in November when 


X he said that access to the central bank's dis- 


count window would be given to banks ex- 
periencing temporary liquidity problems but 


a ^ denied to those with fundamental structural 
~~ deficiencies. Shortly after, cheque-clearing 


"privileges to two troubled banks, Bank Per- 


^. tiwi and Maranu, were suspended. Bankers 


interpreted this as a sign from the central 


_. bank thatit was prepared, at least as a last re- 
«Sort, to let the weakest banks in the system 
|... fail. Measures to protect the small depositor, 
including a deposit-insurance scheme, are 


being considered. 

Whether the measures included in Pakto 
will have the desired effect is still uncertain. 
Banks are being forced to make their internal 
operations more efficient, but businessmen 
wonder whether this will be enough. Critics 
say that only when a larger menu of financ- 


<o ing options is available for companies to 


== choose from can the banking system as a 
—'. whole be improved. 


most wholly dependent on debt financ- 
AK. ing, since equity markets and other fi- 
nancial institutions are too small or non-exis- 
"Companies look to banks for their 
whole range of financing needs, from short- 
term working capital to long-term capital in- 
vestment and this is not the role banks are 
supposed to play," notes one foreign consul- 
tant 


UA ] companies currently are al- 


The stock exchange is still hobbled by a 
lack of liquidity: only 24 firms are listed and 
trading is slow. Demand for stocks, how- 
ever, is high, particularly from foreigners 
eager to get in on the ground floor of an 
emerging market. But convincing Indone- 
sian companies, many still family owned, to 
go public is proving to be a difficult chore. 
Capital-market officials would like to see 
mandatory financial disclosure for com- 
' panies above a certain size but the idea has 
. met strong political opposition. Until the 
equity market becomes a viable source of 
funds, analysts contend that banks will find 
5. it difficult to concentrate on the tasks for 
.. which they are designed. it 


AGRICULTURE 


Manila land reform plans hit plantation investment 


Doubtful harvest 


oubts surrounding the Philippine 
D Governments land reform pro- 

gramme have stalled the advance of 
the plantation industry, one of the sectors 
that should be leading the country's eco- 
nomic resurgence. Many of the industry's 
expansion plans have been shelved and 
there are fears that some of the large projects 
operated by foreign corporations could be 
moved out of the country. 

The eight-month-old agrarian reform 
programme, which aims to divide big farms 
into small plots and redistribute the land to 
the workers, is breeding uncertainty among 
entrepreneurs and landowners in the pro- 
vinces. Many, either unwilling to part with 
their property or ignorant of the options 
open to them under the scheme, are delay- 
ing investment until a clearer picture of the 
programme's consequences emerges. 

Commercial farms are excluded from the 
programme until 1998, but major foreign-op- 
erated plantations will be affected much 
sooner because the Filipino landowners who 
lease land or supply crops to them will be 
subject to the programme. In Mindanao, 
where the country's biggest plantation ven- 
tures are based, the uncertainty is depressing 
efforts to drag the region’s economy from the 
depths it reached in the mid-1980s. 

During that period, the activities of in- 
surgents and low popular support for the 
Marcos government combined to discourage 
investment. However, after the 1986 change 
of government, vigilantes were active in re- 
pelling the insurgents. This method of deal- 
ing with the armed rebels is now being 
replicated in other parts of the country, 
but the return of business confidence 
has been hit by the agrarian reform pro- 
gramme. 

Mindanao plantations account for 45.576 
of national agricultural production, growing 
23% of the Philippines’ rice and 66% of its 
corn — the country’s two leading food crops. 
Coconut, on which a third of the Philippines’ 
population depends, is grown in large and 
efficient farms, rather than the smaller (less 
than 5 ha) ones in other parts of the coun- 
try. 

The presence of multinational corpora- 
tions Del Monte and Dole on Mindanao 
helps explain its 95% domination of 
Philippine pineapple production and a 68% 
share of the banana crop. In addition, all the 
countrys rubber comes from Mindanao 
plantations controlled by Malaysian-owned 
Sime Darby. Guthrie, another Malaysian 


plantation concern, is involved in oil-palm 
projects in a joint venture with the govern- 
ment's National Development Co. (NDC). 

Prohibited by the Philippine constitution 
from owning land, these foreign firms con- 
trol the plantations either through manage- 
ment contracts or leasehold arrangements. 
Del Monte and Dole, for example, lease 
some 16,600 ha from the NDC and an esti- 
mated 7,700 ha from various private landow- 
ners for their pineapple projects. Contract 
banana growers for the two firms devote a 
combined 19,800 ha to the crop. 

The multinationals’ agricultural oners- 
tions in the Philippines were not touche 
a Marcos era land reform scheme, which was 
confined to rice and corn lands. So when Pre- 
sident Corazon Aquino signed the Com- 
prehensive Agrarian Reform Law (CARL) in 
June 1988, there was considerable apprehen- 
sion that the new conditions might drive 
multinationals away. So far, however, they 
appear to be opting grudgingly to live with 
the new policy. 

The CARL timetable lays down that all 
public lands under lease or management, 
grower or service contracts to multinational 


Philippine land refo 
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firms or individual foreigners must be redis- 
tributed by June 1991 (REVIEW, 23 June ’88). 
As corporate farms, the multinational plan- 
tations must allocate 3% of gross revenues 
and 10% of profits to their workers while the 
redistribution is being carried out. 

Dole, instead of withdrawing, has diver- 
sified its investments in the country. Its US 
parent, Castle & Cooke, has invested 


US$13.5 million via the Philippine Govern- 
ment's debt-to-equity programme. The com- 
pany has initiated a joint venture with the Al- 
cantara family in southern Mindanao for 
what may be the country's biggest prawn 
growing and processing concern. 

On the other hand, the local press has re- 
ported Del Monte officials as threatening to 
move operations to Thailand or Indonesia, 
where greater incentives are available. Busi- 
nessmen familiar with Del Monte insist that 
the US parent is already preparing to write 
off its Philippine exposure. The firm's local 
officers, meanwhile, are saying nothing. 

Industry experts doubt whether the com- 
pany can relocate, though they believe that it 
would seem logical to site new projects or ex- 
pansions elsewhere. Del Monte's recent 
moves to expand operations in Bukidnon 
province (northern Mindanao) were de- 
railed by local opposition. 

The expansion was to have covered cer- 
tain areas planted with corn by farmers who 

occupied the area without any title for 
some time. Del Monte began levelling the 
cornfields until it was stopped, according to 
local residents, by a mass protest of farmers 
who formed a barricade to defend their 
crops. 

There is widespread feeling that activities 
of the multinationals could be hampered by 
cumbersome systems of dealing with the 
new owners of the subdivided land. In De- 
cember, the government distributed land pa- 
tents to some 20,000 farmworkers at NDC 
properties leased to Del Monte and Dole. 
The two companies will have to deal with the 
cooperatives which are to be formed by the 
new landowners. 


ther organisational models, apart 
() from cooperatives, where groups of 

small farmers band together to in- 
crease their bargaining power with the 
buyers of their produce or with the sources of 
^  xing, are being studied. 

1 particular, the Malaysian experience in 
nucleus farming under the Federal Land De- 
velopment Authority is being examined. 
However, some groups doubt if the system 
would suit activities which require eco- 
nomies of scale. 

Today, Mindanao plantations have the 
highest concentration of technicians in the 
country. Some of the best technology in 
pineapple and banana farming, experts say, 
is to be found in southern Mindanao. 

"Technology fallout" has helped increase 
productivity in other crops here. Planters in 
Mindanao tend to be more technology-con- 
scious than their counterparts in, for exam- 
ple, Negros Occidental, where sugar-cane 
growing still depends largely on the vagaries 
of nature. This large pool of workers with 
technical expertise makes it relatively easy to 
establish new farm projects in Mindanao. 
But few are launched these days because of 
concern over the CARL implementation. 

There are complex and powerful emo- 


tional obstacles and many of the landow- 
ners, who have increased their holdings over 
the years, are none too keen to use the pro- 
ceeds from the government's acquisition of 
their lands to move into processing indus- 
tries. 

Few Mindanao landowners merely inh- 
erited their holdings. Many were settlers 
from the Visayas and Luzon islands enticed 
by a government homestead programme in 
the 1930s. One such settler under the original 
homestead programme says that after 
spending the best years of his life in South 
Cotabato province, he may not be ready to 


cross-invoicing system through Hongkong. 

Growers could use additional revenues 
further to improve their farm workers' in- 
comes, which are already among the highest 
in the industry. In General Santos City, resi- 
dents regard Dole's farm workers with 
jealousy. The Dole workers' real incomes are 
supported by company benefits, giving 
them the status of an "elite" workforce. 

Local governments' share of the multina- 
tional companies earnings from locally 
grown fruit is almost negligible — national 
government in Manila takes most of their 
taxes. The property tax levied by the munici- 





Rice farmer in Zamboanga: confusion for investors. 


adjust to the new requirements of processing 
industries. 

Some of those willing to move on to more 
complex activities cite impediments under 
CARL. Agusan Plantations, a joint venture be- 
tween NDC, Keck Seng of Singapore and a 
group of Filipinos, has shelved a P143 mil- 
lion (US$6.69 million) expansion program- 
me for its palm-oil project in Agusan del Sur 
province until it has clarified its future re- 
lationship with local growers. It is also defer- 
ring a proposed US$5 million palm-oil mill 
that would process the plantation’s produc- 
tion. 

If not addressed immediately, this trend 
could scuttle programmes aimed at boosting 
Mindanao’s terms of trade. While it accounts 
for a substantial proportion of farm produc- 
tion, it has very little manufacturing industry 
to process what it grows. So the area pro- 
duces a lot of coconuts, but it buys its 
coconut-sourced cooking oil from Manila’s 
factories. 

In fact, the local growers are said to be dis- 
advantaged even in the arrangements with 
the multinationals, which continue to 
handle some 75% of agricultural exports and 
control pricing systems on the commodities. 

Local growers complain that despite a re- 
cent drop in the import tariffs on fruits by 
Japan, there has been no significant in- 
crease in their incomes. This, the growers 
say, could be due to the multinationals’ 


pality where the farms are located is only a 
drop in the bucket, local officials say. 

Growth prospects in Mindanao continue 
to depend on agriculture, with manufactur- 
ing industry probably moving slowly for 
takeoff. A development programme drafted 
by the regional development council for 
southern Mindanao cites 9.8% unemploy- 
ment and a 60.8% incidence of poverty as 
key concerns for economic planners. 

The programme identified various manu- 
facturing industries with good prospects in 
the area, most of which are related to the 
area’s agricultural base. However, basic ser- 
vices — including infrastructure and com- 
munications facilities — need to be im- 
proved. A 6-km road-upgrading project to 
speed travel between Davao City and the 
local airport has been in progress for the past 
three years. 

Also, entrepreneurs find it difficult to 
raise funding as local branches of commercial 
banks hesitate to lend anything above 
P100,000 (US$4,695) — borrowers have to go 
to Manila for anything over this. 

Threats of armed resistance to the agra- 
rian reform by big landowners are received 
phlegmatically by local residents. Such is the 
language in Mindanao, some residents say. 
The Agrarian Reform Secretary Catalino 
Macaraig, addressing a group of local 
banana growers recently, said: “We go Y 
what is done, not by what is said.” 
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Boldly into the status quo 


here is nothing quite like a blue rib- 

bon panel of international renown 

to repackage the status quo into a 

bona fide vision for the future. This 
was precisely the purpose served by the mul- 
tinational cast of luminaries gathered to- 
gether by Asian Development Bank (ADB) 
president Masao Fujioka to draw up a blue- 
print for the ADB's next decade. Their recom- 
mendations, released appropriately enough 
on Valentine's Day, pat the bank on the back 
forajob well done and endorse the directions 
in which it is heading. 

As the ADB has struggled to remain relev- 
ant in the face of ever-increasing Asian pros- 
perity, it has been caught — crudely speak- 
ing — between two forces. These are the 
forces of quantity, led by the recycling- 
minded Japanese and backed heartily by the 
borrowers, and the forces of quality, led by 
the Americans with an occasional assist from 
the Australians and Europeans. 

The Japanese thrust has shown upin loan 
commitments that rise year after year, al- 
legedly regardless of the quality of project 
preparation, and heading, in percentage 
terms, ever westward towards the Ganga 
(and northward to the Yangtze). The Ameri- 
can thrust has shown up in the silly insis- 
tence that a multilateral, government-funded 
bank, particularly one that has been unable 
to successfully supervise on-time comple- 
tion of its own headquarters building, can act 
as a guiding light for the private sector. 

The upshot has been a greater emphasis 
on helping the poor, on direct private-sector 
lending and on increasing the number of reg- 
ular loans aimed at leveraging the handful of 
Asian recalcitrants like Burma and China 
down the capitalist road. 

The panel, led by Japanese super-func- 
tionary Saburo Okita, put its largely uncriti- 
cal findings before these factions for consul- 
tation prior to the May ADB annual meeting 
in Peking. The 20 or so recommendations 
chart a middle course, praising both efforts to 
attack the causes of poverty that still afflict 
some 500 million Asians and the private sec- 
tor tub-thumping. Controversy was appa- 
rently limited to private discussion. 

The product hews to the Reaganesque 
line that the ADB should provide even more 
unguaranteed money to Asia's private sector 
and should use its loans to further coerce 
governments into untying the regulatory 
strings that bind the free market. The idea is 
put forward — though with only lukewarm 
support — that the private-sector effort be 
run through a separate body modelled on 
the World Bank affiliate, the International Fi- 
nance Corp. The idea of an Asian Finance 
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Corp., according to Japanese and US offi- 
cials, is a non-starter. That makes sense: the 
bank should concentrate first on improving 
government policies that affect the private 
sector, not competing with commercial 
banks. 

Only slightly more vigorous is the call for 
more "policy" lending. Non-project loans 
aimed at effecting policy change should 
probably stick within the 1576 of total loans 
agreed a couple of years ago by member 
countries, the panel suggests. This too is 
probably a reasonable approach for the time 
being. The jury is still out on whether the ADB 
will be taken seriously enough by borrowers 
to make stick politically unpalatable loan 
convenants, like changes in tariffs or taxes. 

At Washington’s insistence, much lip 
service is also paid to “multilateral policy 
dialogue,” code words that mean ADB 
bureaucrats should shut up and follow in the 
wake of World Bank bureaucrats when they 
go around making their demands on bor- 
rowers. This rather sensible approach, hard 
though it may be for the ADB to accept, is 
aimed at avoiding the confusion caused 
when too many cooks are in the kitchen. 

Only a tiny bit less predictably, and 
thanks to insistent Indian professor Amartya 
Sen, the report argues the bank should use 
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its cheaper money to pay for basic education | 
and health schemes in all Asian member 
countries, not just the really poor ones that | 
already qualify for financing at concessional | 
rates from the Asian Development Fund 
(ADF). 

The report rather obliquely rubber 
stamps the idea that India and China should | 
have greater access to ADF loans once the next 
funding cycle begins in 1991. The ADB has 
long sought a larger role in these countries 
but has been stymied by resource constraints 
and political considerations. If thelenderis to 
have a vibrant future, lending to these coun- 
tries will be a big part of it. 

Progressive tendencies are appare — i 
the strong pitch that the report makes for tne 
ADB to do more to protect Asia's rapidly dis- 
appearing rainforests and to help improve 
the lot of women. The last bit, based on the 
notion that the role of women in develop- 
ment has been vastly underappreciated by 
the bank, is ironically underscored by their 
absence on the five-member panel, on the 
ADb’s ruling board of governors, or among 
top staffers. While the bank's environmental 
record is considerably better, the rock throw- 
ing from a glass tower underscores the es- 
sentially political nature of the report. 

Given the generally self-congratulatory 
recommendations, the question arises why 
the exercise was necessary at all. The answer 
lies partly in the ruckus kicked up about the 
time of the bank's 20th anniversary. Fujioka 
was then branded inflexible and incompe- 
tent by a un-diplomatic US official and the 
bank staff accused of doctoring the rate of re- 
turn on loan documents by a disgruntle 
colleague. Fujioka, a flamboyant and p 
Japanese Ministry of Finance official, appa- 
rently felt the historical record needed to be 
set straight. The panel report apparently 
serves as that vindication. 

Another reason for the five-star group- 
think is changing borrower demands. Sim- 
ply put, the poor — like India and China — 
need much more money and the relatively 
well off, like Thailand and Malaysia, need | 
much less. This means that the ADB will soon 
have to start the lengthy process of raising 
hard-to-get ADF funds. Unlike regular ADB | 
loan funds, of which donor countries sub- 
scribe a fractional percentage to back bank 
borrowings in international capital markets, 
ADF money is fully paid in. With an uphill 
fight before a truculent US Congress and the 
Bush administration unwilling to relinquish 
a greater say in bank affairs in exchange for 
more Japanese money, the ADB will need all | 
theexpert testimony itcan lay its hands on. 

B Jonathan Friedland 














s Japan forges ahead in ever more 
| areas of technology, Americans and 
Europeans tend to console them- 
|. selves with the belief that the Japan- 
ese still depend on the West for new ideas. 
Conventional wisdom has it that most Japan- 
ese scientists and engineers are not capable 
of doing original research. Furthermore, the 
few who are capable are stifled by a rigid and 
unsupportive research environment. 

Believers in this shibboleth are in for a 
shock. A recent report by a panel of high- 
level US scientists concludes that Japan is 
running a highly successful experimental 

gramme to foster creative science. 50 suc- 

ful has this programme been, says the re- 
port, that it has established some Japanese 
scientists as the leading experts in their 
fields. 

The report, published in December, was 
commissioned under JTECH, the US Govern- 
ment's initiative to evaluate Japanese 
technology. Its authors include senior scien- 
tists from Bell Laboratories, Bellcore, IBM and 
the universities of California, Cornell, Mary- 
land and Michigan. 

What the report was investigating was 
Japan's programme of Exploratory Research 
| for Advanced Technology (ERATO) which is 
sponsored by the Research Development 
| Corp. of Japan — the branch of the Japanese 

| Government's. Science and Technology 
| Agency responsible for promoting the deve- 
| lopment of technology through cooperative 
development projects. 
| ERATO was established in 1981. The pro- 
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| gramme’ s goals are first, to bridge the gap be- 
en research carried out in Japanese uni- 

| 3ities and applied research in industry; 
| and secondly, to boost research aimed at 
| breakthroughs, especially in areas likely to 
| have long-term significance for industry. 
| Although the walls have begun to crum- 
| ble somewhat, back in 1981 cooperation be- 
tween universities and industry was almost 
| unknown in Japan. But the tendency to play 
| it safe, to do worthy-but-unremarkable work 
| is as prevalent in Japanese universities today 
(as it was then. | 
| Since it began, ERATO has launched 
| around 20 projects, often known by hybrid 
| coinages, such as "bioholonics," "super- 
| bugs," —"ecochemicals," and — "mor- 
| phogenes.” Each project runs for five years, 
| with funding of between US$2 million and 
| US$3 million a year. 
| Ina departu re from the usual Japanese 
| preference for anonymity, each project bears 
| the name of its leader. ERATO's organisers 
| spend much of their time attending confer- 
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scientists and engineers on who they respect 
and would like to work under. 

Project leaders have included academics 
of the calibre of Osamu Hayaishi, a former 
section director at the US National Institutes 
of Health and one of the world's best-known 
biochemists; Koki Horikoshi, a micro- 
biologist whose work on enzymes has 
spawned an entire industry (which manu- 
factures chemical additives called cyclodex- 
trins); and Junichi Nishizawa, who is 
probably Japan's leading semiconductor 
scientist. 

Project leaders have also come from in- 
dustry. They include Chikara Hayashi, pre- 
sident of the Ulvac scientific equipment cor- 
poration, Shoichiro Yoshida, director of 
Nikon's industrial equipment division and 
Mitsuru Furusawa of the drug firm, Dai-ichi 
Seiyaku. | 

Once chosen, leaders are free to hand- 
pick a team of researchers, typically in their 


Academics relish not only 
the scheme's (relatively lavish) 
funding, but also the 
freedom they have in 
Spending it. 


early 30s, and from a variety of disciplines. 
Premises are rented wherever space is availa- 
ble, which is cheaper than maintaining per- 
manent laboratories, and a good example of 
the flexibility of the whole programme. 

Companies like the scheme because it 
gives thema chance to provide their employ- 
ees with a top-class post-graduate training, 
which otherwise they would not get. At- 
tracted by the chance to do basic research, 
60% of the programme’s researchers have so 
far come from industry. 

Academics relish not only the scheme’s 
(relatively lavish) funding, but also the free- 
dom they have in spending it. ERATO money 
allows them, for example, to draft in extra 
personnel that the Ministry of Education, 
Science and Culture (which funds almost all 
university research in Japan) would not be 
happy to pay for. 

These extra personnel include foreign sci- 
entists, who make up some 10% of the pro- 
gramme’s members, and not just Western 
academics, either: ERATO has hosted com- 


pany researchers and at least one scientist 
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Chiba. 


garian who led one of the Nishizawa pro- | 
ject's groups). | 

This openness to foreigners, another of . 
ERATO's innovations, was encouraged by the | 
programme's originator and director, Genya I 


Certainly, the interdisciplinary part of the 
concept appears to be working. Bob Lewis, a 
research chemist at the Kuroda Solid Surface - 
project's Tsukuba laboratory who formerly . 
worked for a multinational oil company, . 
says that the project has exposed him to a 
variety of approaches to making materials he 
had previously scarcely heard of. 

Exposure to such variety need not neces- 
sarily yield any immediate results. But when 
company researchers return to their firms, 
their experience in ERATO will enable them to 
contribute to the development of any type of 
interesting new material — recent example 
being high temperature superconductors. 

ERATO's research is divided roughly 50:50 
between the biological and physical sciences 
and ranges from the highly speculative to 
verging on applied. The latter type helps 
Chiba in his annual round of bluff-the- 
bureaucrats at the Ministry of Finance. 

Persuading the ministry to fund research 
which is so open-ended that new words are 
needed to describe it should be easier this 
year, now that Chiba can point to the JTECH 
panel's glowing report. | 

Specifically, he can cite the report sde-| 
scription of Nishizawa's results as "a very |. 
significant body of leading-edge research ... | 
the quality of research in [crystal growth | 
technology and its application to semicon- |. - 
ductor devices like gallium arsenide chips] |. - 
ranks at the very top in the world.” Also, to | 
the effective coupling of the project with in- | 
dustry, especially a “major effort" in crystal |. 
growth at Mitsubishi Metals. 

Or to what it says about the Hayaishi pro- 
ject’s work on prostaglandins, hormone-like 
compounds which by the turn of the cen- 
tury, some scientists speculate, might ac- 
count for a large share of the world’s phar-. 
maceuticals market: ^. . . the project was ex- . 
tremely successful in opening up many areas 
for future study . . . Dr Hayaishi and co- 
workers are clearly now the leading world: 
experts in the prostaglandin research field.” — 

Finally, referring to one of the newer pro- ` 
jects (Goto Quantum Magneto Flux Logic), 7 
John Rowell of Bellcore wrote that it was " . . 
as close to entrepreneurship as I have felt i 
Japan. That ERATO can foster this spirit of in- 
dependence while working within the con- 
fines of the existing industrial and URE | 


structure I find remarkable." 
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joint declaration on Hong- 
kong's future after 1997 were 
being thrashed out in 1984, 
Chinese aviation officials caused problems 
which were only resolved at the last minute. 
Now, almost five years later, they seem to be 
. doing the same again — in a fashion which 
does not bode well for the future of Hong- 
kong airlines. 
p At issue is whether China's airline reg- 
. - ulators are, deliberately or not, attempting to 
_. subvert the spirit of cooperation between 
— -Chinaand Hongkong, as codified in the joint 
declaration, by stone-walling air-route nego- 
|. .-tiations intended to redress a severe imba- 
`: lance which benefits China. 
ps In January, Chinese, British and Hong- 
_ - kong aviation officials met in Peking to dis- 
cuss, among other matters, correcting an 8-1 
.. imbalance in China's favour in flights be- 
.. tween Hongkong and China. Options in- 
cluded increasing capacity for Hongkong- 
based Cathay Pacific’s services to Peking and 
Shanghai, and converting charter flights by 
< Hongkong's second airline, Hongkong Dra- 
= gon Airlines (Dragonair), into scheduled ser- 

- vices. 
^... The talks — the first since June 1987 be- 
^-. cause of various postponements — 
= ended in deadlock, with sources close 
=> to the negotiations not optimistic that 
-> a further session possibly in April is 
likely to be more fruitful. 

Sources said Britain and British 
Airways (BA) are fed up with what 
they see as harassment by the Civil 
Aviation Administration of China 
(CAAC) — the 1987 talks had also 
ended in deadlock, with no agree- 
ment on increased capacity. But more 
worrying in the longer term was the 
disappearance of former CAAC 
negotiator Lu Reling, and his replace- 
“ment by caac deputy director for for- 
eign affairs Ke Deming, whois said to 
have behaved towards the foreign of- 
ficials with extreme arrogance and showed a 
lack of concern for Hongkong's interests. 

.. Meanwhile, because of huge demand for 
seats between Hongkong and Peking and 
Shanghai, Cathay and China's airlines are 
turning away business and load factors for 
Dragonair — which started Peking and 
Shanghai services only last vear — are climb- 
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Hongkong's flag carrier plans huge 
fleet growth: 70. Yen financing leaves 
Cathay with currency losses: 73. | 


While airlines on both sides of the border 
are making money on these routes, the 
squeeze on capacity is constraining demand 
to the point that potential revenue is being 
lost to all. The real losers are would-be travel- 
lers unable to obtain seats — and China's 
tourist industry, which is deprived of the for- 
eign currency these people would spend in 
China. 

The immediate problem is the different 
interests involved for each party to the talks. 
Politically, Britain wants to ensure that 
Hongkong has as good a future as can be ar- 
ranged with China before itis handed overto 
Peking. China has an obvious interest in 
sticking to the joint declaration and in estab- 
lishing Hongkong as a special administrative 
region so that the territory's "China gate- 
way" role will continue to bring in in- 
vestment, expertise and revenue beyond 
1997, 

Hongkong wants all of the above, and 
also wants to maintain its present levels of 


he Hongkong-China balance 





commercial and personal freedom — and 
above all, avoid a loss of confidence which 
would turn the present "brain-drain" into a 
stampede of people, businesses and money 
seeking less uncertain havens. 

Cathay has a thriving scheduled-airline 
business based on services to, from, and 
through Hongkong, and wants to continue 
to grow in accordance with the freedoms 


AVIATION 1 


China's airline regulators block progress in air route negotiations 


supposedly guaranteed in the joint declara- 
tion. 

Dragonair, set up in 1985, wants to con- 
vert its present charter services to China into 
scheduled flights, which would allow it to 
advertise and sell seats directly to the public 
instead of having to use travel agents to 
create package tours. This would also give it 
far more flexibility in scheduling its four-air- 
craft fleet because it would no longer be sub- 
ject to a peak-period curfew on passenger 
charters at Hongkong’s Kai Tak Airport. 

BA wants to maintain its servicestoHi _ 
kong and Peking — one of which flies be- 
tween both cities, and seems to be an irritant 
to China. 


hina's airlines want to boost their 

services to Hongkong, through 

which much tourism and thus for- 

A eign exchange reach the mainland. 

But they also want their flights to run 

through Hongkong to other parts of the 

world, and thus capture part of the China 

tourist market which now arrives in Hong- 
kong on other airlines. 

Added to these interwoven interests is 
the complication that in the run-up to 1997, 
Britain and Hongkong are separating the ter- 
ritory from British Air-Service Agreements 
(ASAs) governing Hongkong airlines’ traffic 
, rights with other countries. Of a total 

3 of 25 such agreements, Hongkong 
& has agreements with the Nether- 
lands, Switzerland, Canada 
France — each approved by Pekit.s u: 
accordance with the joint declaration. 

But until 1997, Hongkong must 
rely on Britain to negotiate air routes 
to China. This gives a measure of pro- 
tection to Hongkong's aviation in- 
terests, but it also throws the compli- 
cation of BA's interests into the Hong- 
kong-China melting pot. And with 
China in effect looking over Hong- 
kong's shoulder as each separate ASA 
is negotiated, the prospects of Hong- 
kong's aviation policy being liberalis- 
ed any faster than China's must be 
close to nil. 

Until last year, CAAC was both the na- 
tional airline and China's civil aviation reg- 
ulatory body. After several false starts, CAAC 
has begun to hive off its interests to promote 
efficiency. CAAC will remain the regulatory 
body, much on the lines of Britain's Civil 
Aviation Authority or the US' former Civil 
Aviation Board, while separate airlines are 


formed from what were CAAC's regional 
centres. 

So far, Air China has been created from 
CAAC's former Peking division, China East- 
ern from its Shanghai centre and China 
Southern from its Canton operation. Three 
more are expected to follow over the next 12- 
18 months. Thus, with CAAC no longerin the 
airline business, theoretically it should, like 
regulatory bodies elsewhere, be able to 
negotiate ASAs on the basis of national in- 
terests rather than merely the interest of an 
individual airline. 

In other countries, aviation regulators are 
generally civil servants and not airline men. 
However, the senior staff of CAAC have spent 
their working lives as both regulators and air- 
line men. There are fears that they will con- 
tinue to play this double role, and thus that 
the separation of China's airlines amounts to 
no more than paintwork and a change of 
letterheads. In short, CAAC is likely to go on 

tiating ASAs on its own behalf. 

/hether one airline or several, CAAC has 
made significant progress in the past few 
years, buying many Western aircraft to re- 
place ancient Soviet-made models — or 
Chinese copies of them — and trying to im- 
prove its standards of service. But its officials 
are only too aware that the universal percep- 
tion of China's airline operations is abysmal, 
with complaints from local and foreign pass- 
engers about staff rudeness, flights being 
cancelled without warning, poor safety 
standards and bribes being necessary to ob- 
tain seats. 

These factors make CAAC not the airline of 
choice for foreigners flying to and from 
China. A measure of its awareness of this is 
that CAAC cuts back its services on the days 
that Cathay flies to Peking and Shanghai, av- 
oiding head-on competition. This, plus the 
fact that most of the high-yield first and busi- 
ness dass traffic opts for Cathay, creates 
iealousy and resentment among CAAC offi- 


vvithout being able to compete for pass- 
engers by level of service, CAACis thus forced 
to constrain the entire market artificially to 
push up its load factors — hence keeping 
Hongkong airlines at arms' length 

Other instances of its fear of competition 
are its refusal to allow foreign airlines to 
handle their own ticketing or cargo opera- 
tions. CAAC handles both functions for all — 
so that passengers have complained that, 
having made a reservation at Cathay's Pe- 
king office, they have subsequently been 
told by CAAC that Cathay is full and they 
must fly with CAAC. Also, while Cathay car- 
ries good loads of cargo into China, CAAC en- 
sures that it carries very little out. 

None of these protectionist manoeuvres 
are particularly original or unusual in them- 
selves — similar things happen in other mar- 
kets where a national airline fears competi- 
tion. But Hongkong's situation after 1997 
gives them another, ominous dimension, 


will then rest with Peking — and thus with 
CAAC. And while Cathay is a tightly run, 
purely commercial enterprise, CAAC is a 
grossly inefficient public utility. 

Notall of thisis CAAC's fault. Government 
officials demand seats at short notice, thus 
bumping other passengers off flights. Ser- 
vices can be disrupted by the military sud- 
denly requisitioning aircraft for troop flights. 
And the lack of an efficient reservations sys- 
tem means that rampant individual corrup- 
tion and the use of guanxi, or influence, are 
sometimes the only ways to obtain seats 
within China. 

Thus CAAC cannot operate on a fully com- 
mercial basis, and its flights often depart less 
than full even when it has been turning 
travellers away. But even with all these prob- 
lems besetting it, at the working level re- 
lationships between Hongkong's airlines 
and CAAC are good. Cathay is helping CAAC 
develop its own computer reservations sys- 
tem, for instance, and Dragonair has had no 


against Cathay's 2,344 and BA's 150 a week. 
Adding in Dragonair's 3l charters a week 
with 3,906 seats, produces a total of 6,400 
seats a week for Hongkong's airlines. 

That this imbalance in seats is only about 
2-] in CAAC's favour is owing to tough nego- 
tiations which allowed Cathay scheduled 
flights into China in 1986. But Hongkong's 
prospects of reducing this to roughly even 
out the imbalance seem remote at present. 

In 1985, during Hongkong Air Transport 
Licensing Authority hearings on applica- 
tions for Hongkong-China air routes, one of- 
ficial from Cathay Pacific described negotia- 
tions with China's aviation officials as being 
"like taking dictation." 

The imbalance was created in 1979 when 
Britain gave away the store — Hongkong's 
potential traffic rights for China — in the in- 
terests of opening up broader relations with 
Peking. But now, CAAC professes to see no 
imbalance — and regards Hongkong as 
Chinese territory in any case. 





Hongkong's Kai Tak Airport: capacity squeeze. 


problems gaining approvals each month for 
its charters. 


ut at the official level the picture is 

different. Both Hongkong airlines 

have the backing of Chinese agen- 

cies — in Cathay's case, a 12.5% 
shareholding by the China International 
Trust and Investment Corp. (Citic), and in 
Dragonair's case the Bank of China (Boc). 
But CAAC reports directly to China's State 
Council, not to a government ministry, and 
thus has sufficient status within China's 
bureaucracy to exert enough influence to 
override any fears Citic and BoC may have 
expressed about the effect of CAAC's actions 
on their interests. 

CAAC's scheduled flights between China 
and Hongkong now amount to 63 a week, 
against Cathay's seven. BA's one flight a 
week through Hongkong to Peking operates 
without pickup rights in Hongkong except 
for passengers who have arrived on its own 
flight, and then only 150 of them a flight. 

In terms of seats, because many CAAC 
flights are with  narrow-body aircraft, CAAC 
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In January, Cathay sought daily flights to 
both Peking and Shanghai, and Dragonair 
hoped to convert its charters into scheduled 
services. This would have meant a total of 
8,708 seats a week for Hongkong's airlines, 
reducing the imbalance to 1.4-1. Sources told 
the REVIEW that CAAC responded by asking 
for daily flights via Hongkong to Europe in 
exchange, matching what it saw as Cathay's 
potential to move traffic directly between 
China and Europe. 

Also, CAAC offered Dragonair scheduled 
rights for five points in China, against the 10 
to which it now flies charters, and at frequen- 
cies lower than its current operations. But in 
exchange, CAAC wanted to fly from five 
points in China to Hongkong, at unspecified 
frequencies and capacity. 

But Cathay'sload factor to Peking for 1988 
was 84.2%, reaching 95% in mid-year, 
against CAAC's 75.2%, while on the Shang- 
hai route Cathay was running at 91.576 
capacity for the whole year, and up to 98.3% 
in October, against 75.2% for CAAC for 
the full year. Total passenger traffic during 
1988 for Hongkong-Peking was 374,329, 
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kong-Shanghai it rose 32.8% to 297,497. 

This seems to give weight to Cathay’s ar- 
gument that demand on these two routes 
alone warrants extra services, against CAAC's 
wish to carry through traffic. It also seems to 
counter CAAC's apparent fear that more traf- 
fic for Cathay would mean lower loads and 
less revenue for itself. However, one China 
analyst remarked: "They only see a pie, not 
an expanding pie" — meaning that concern 
about maintaining market share outweighs 


AVIATION 2 





ongkong's Cathay Pacific Airways is 

H one of the territory's most visible 
symbols at home and overseas, and 

_ its continued health up to and beyond 1997 is 


of tremendous psychological importance for 
Hon gkong. 


It is some indication of Cathay's confi- _ 


dence that after more than two years of spec- 


> tacular growth, the airline is preparing for | 


further massive, long-term expansion while 
hedging its bets against an economic down- 
turn in the short-to-medium term. By virtu- 
ally any measure, it is already one of the 
world's most profitable carriers. 

Profit after taxin 1987 was HK$2.13billion 
(US$273.2 million), a71.195 rise over the 1986 
result and about 2.5 times the 1983 figure. 
The 1988 profit has yet to be announced, but 

200 brokers’ estimate it will be HK$2.5-2.6 bil- 
=o lion, with HK$3-3.1 billion for 1989. 
.. The airline has 30 aircraft: 10 Boeing 747- 
v. 200s (including two freighters), six 747-300s 
- with stretched upper decks and 14 Lockheed 








-due toarrive later this year, and over the next 
five years Cathay is looking to buy 42 new 
- ` aircraft worth a total of up to US$4.53 billion. 
- In the next few years, Cathay officials 
"^ want to refocus on Asia as the airline's tradi- 
... tional “backyard” after several years of deve- 
~~ lopment in North America and Europe. 
Most of the expansion is expected to come 
. through extra frequencies rather than new 
. destinations. Development outside the re- 
 gion will continue, however — flights to To- 
^. ronto, Los Angeles and perhaps Chicago 
~~ may be added in 1990. 
. Burgeoning demand has brought prob- 
lems — in 1988, Cathay ran 119 non-sche- 
duled extra services between January and 
May, started 15 extra scheduled frequencies 
. between April and June, put on an extra 
.. weekly flight to Australia from May and 
<, added six extra frequencies from June to Oc- 
= tober. 

A lot of the extra demand has come from 

: | |wan, where local people 














= L101 TriStars. A third 747-200 freighter is 


any consideration by CAAC of maintaining 
revenue by expanding the market and taking 
advantage of the pent-up demand. 

CAAC has yet to respond to the offer of 


another round of talks in April in London. 


Meanwhile, talks between Hongkong and 
Britain may resolve whether or not BA keeps 
its limited route to Peking via Hongkong or 
adds to its other London-Peking service via 
Bombay. 

If CAAC continues to stonewall Hong- 





Hongkong s flag carrier plans huge fleet growth 


Cathay flying high 


can now visit the Chinese mainland via 
Hongkong or other gateways. A further 
surge is expected as travel restrictions are 
eased in South Korea. 

Cathay managing director Peter Sutch 
told the REVIEW that the market should re- 
main strong, but added: “There’ sneverbeen 
a boom that hasn't been followed by a bust.” 
There are signs of a downturn in US out- 


bound travel, but Japan, South Korea and 


Taiwan are so far behind comparable coun- 
tries in per capita travel, that the process 
of catching up should cushion any down- 
turn. 

To help cope with the immediate de- 
mand, Cathay is negotiating for two more 
TriStars, and a further two may be acquired 
in the next few months. If this happens, 
Cathay’s fleet will have more than doubled 
over the past five years, with seven 747s and 
nine TriStars arriving since 1986. 

While its fleet has grown rapidly, so have 
its routes and its traffic figures. Cathay’s av- 
ailable tonne kilometres — the basic airline 
unit of production — have grown by 99.8% 
since 1983 to reach 4.35 billion in 1988, a 16% 
increase over 1987. Its passenger kilometres 
flown grew 107.9% since 1983 to hit 20.07 bil- 
lion in 1988, 16.3% above the 1987 figure. 
Throughout this rapid expansion, its load 
factors have remained high: the total rev- 
enue load factor for 1988 was 75.4%, a rise of 
6.6% since 1983. 

The market has expanded faster than 
Cathay or any other airline in the region and, 
barring a recession, should continue to do so. 
Growth estimates for the region’s passenger 
traffic range from the international Civil Av- 
iation Organisation’s 11% a year from 1985- 
95 to Boeing’s estimate of 7% a year from 
1986-2000, with cargo growth rates at 13% 
and 8.8% respectively. 

To service this longer term growth in de- 
mand, Cathay's next generation of aircraft is 
due to start arriving this year, in the form of 
two ultra-long-range 747-400s. This is Boe- 
ing's latest model of the 747, with winglets 


kong's airlines in order to maintain the imba- 
lance, the matter may have to be moved to 
the political level. But even then, this must 
raise fears about what may happen after 
1997, when that level of protection for Hong- 
kong disappears. Access to Hongkong’s lu- 
crative air routes is a pot of gold CAAC may 
not be able to resist trying to take for itself, 
regardless of the damage to Hongkong’s air- 
lines. And as an airline industry source said: 
“Time is on their side." a 


and other aerodynamic and engine improve- 
ments to reduce fuel consumption, and ad- 
vanced electronics which allow it to be flown 
by a two-pilot crew, dispensing with the 
need for a flight engineer. 

The first was to have arrived this month, 
but has been delayed until June because Boe- 
ing has had problems with the aircraft’s new 
digital electronics which have delayed all 
747-400 deliveries. 

Cathay originally ordered two 747. 
and took options on a further seven to cover 
requirements up to 1991. Last year it con- 
verted three of its options into firm orders, 
and added a further nine options for un- 
specified 747 models to cover expansion over 
1992-93. This brings its potential commit- 
ment to 18747-400s worth about US$2.25 bil- 
lion — and it is considering more 747s, possi- 
bly six, for 1994-95. 

It is also expected to announce soon what 
aircraft will replace the TriStars it uses on re- 
gional routes. Replacing the TriStars is likely 
to involve up to 12 firm orders and 12 op- 
tions, with deliveries starting in late 1993 or 
early 1994. The choice seems to be between 
the McDonnell Douglas MD11 Stretch trijet 
— aredeveloped DC10 — and the Airbus In- 
dustrie A330 twinjet. 

If all 24 A330s or MD11s were purchased, 
they would cost about US$2.04-2.28 billion, 
bringing the total potential commitment to 
42 new aircraft. This represents an ar 
capacity increase of 10-1275. The optimi: 
these plans contrasts sharply with Cathay's 
caution in 1979 when it hesitantly entered the 
long-range wide-body market with an order 


for a single 747-200. 
B tisoned. The options, which cost 
about US$400,000 each, merely 
guarantee positions on the production line 
and are easily disposable in a downturn. 
Also, second-hand TriStars have been rela- 
tively cheap, and the airline’s 747-200s could 
be sold after the first 747-400s have entered 
service. 

In many ways, Cathay’s history resem- 
bles that of Hongkong itself. It began in 1946 
as a tiny charter airline with one war-surplus 
DC3 operated by American entrepreneur 
Roy Farrell and Australian Sydney de 
Kantzow. During its early years it was a dis- 
tinctly adventurous outfit, whose pilots were 
dubbed 'Syd's Pirates.’ 


ut caution has not been altogether jet- 





In 1948 the London-based Swire Group, 
and other interests, took over because the 
airline needed money to expand and needed 
to be British-owned to pursue air service 
agreements. For Swire it was a way to ex- 
pand from its shipping base. By 1959, Cathay 
had absorbed local rival Hongkong Airways, 
thereby giving British Overseas Airways 
Corp. (progenitor of British Airways — BA) a 
15% stake in the company and acquiring 
rights to routes north of Hongkong for the 
first time. 

It grew steadily within its regional con- 
fines until 1974 when it started scheduled 
services outside the Asian region, flying first 
to Sydney and later to the Gulf. 

Its first wide-body aircraft, the TriStar, en- 
tered service in 1975, and initiated a close re- 
lationship with Rolls-Royce, which supplies 
all Cathay’s engines. Cathay had originally 
wanted DC10s, but bought the TriStars on 
the prompting of the British government, 
which wanted to save Rolls — whose fate, in- 
| ined with that of Lockheed's TriStar, 


sociation may come to an end with the Tri- 
Stars' replacement. 

Cathay could have expected some recip- 
rocity for its help to a British company, but 
none was forthcoming in its bid to break BA's 
monopoly of the Hongkong-London route 
in 1978-79. It was not until a 1980's appeal to 
then British minister for trade John Nott that 
Cathay was granted the route. 

Since then, expansion has been almost 
frenetic. In 1980 it started charter flights to 
Shanghai, in 1983 scheduled flights began 
across the Pacific direct to Vancouver, in 1986 
Amsterdam, Paris, Rome, Nagoya, San 
Francisco and Peking were added to the 
schedule, with Zurich following in 1988. 
Cathay now serves 36 destinations outside 
Hongkong, and expects to start flights to 
Sapporo in November. 

One problem area is Australia, where a 

“nuing dispute between Cathay and 
asis preventing extra scheduled flights. 

Kapid expansion has not yet brought 
Cathay staffing problems per se. The airline 
has kept its staff in the face of Hongkong's 
pre-1997 brain-drain by raising pay by up to 
25-30%. Emigration from Hongkong has not 
hit Cathay’s pilots, who for reasons of na- 
tionality of licence and quality of experience 
have all been expatriates until now. 

British and Australian domestic airlines’ 
first officers are still, according to Cathay, 
keen to work for a growing airline where 
promotion is relatively rapid. 

As to 1997, Cathay officials say they see 
no reason to change the positive view they 
expressed after the Sino-British Joint Dec- 
laration was published in 1984 — that Hong- 
kong will remain a major trading centre. 
Furthermore, there is no intention in the 
foreseeable future of changing the owner- 
ship of the airline or other Swire subsidiaries, 
such as the Hongkong Aircraft Engineering 
Co., which has a monopoly on engineering 
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Cathay 747:long-term expansion. 


and maintenance services at Kai Tak, or 
Swire Air Caterers, the larger of the two com- 
panies at Kai Tak providing airline meals. 

Cathay has, however, taken some steps 
to alter its "British-owned" image. Following 
a public share offering in 1986, China Inter- 
national Trust and Investment Corp., 
China's official overseas investment arm, 
bought a 12.5% stake for HK$1.94 billion in 
February 1987. This leaves Swires’ Hong- 
kong arm with 50.23%, Hongkong and 
Shanghai Bank with 16.4375, and the rest in 
the hands of the publicor local institutions. It 
is also training from scratch a group of Hong- 
kong Chinese cadet pilots in Britain. 


athay faces stiff competition from 
other airlines in the region, particu- 


larly from Singapore Airlines and 
Thai International. But it is protected from 
Hongkong-based competition by Hong- 
kong's so-called "one route, one airline" po- 


.licy, which was introduced in 1985 to hinder 


foreign-owned companies from taking ad- 


vantage of the freedom conferred by the 1984 
joint declaration on locally based (rather than 
British-owned) airlines to continue to oper- 
ate from Hongkong after 1997. 

The policy was castigated as blatantly 
protectionist by Hongkong Dragon Airlines 
(Dragonair), controlled by Hongkong ship- 
ping magnate Sir Yue-kong Pao, which was 
set up in 1985 to operate to and from China. It 
does indeed constrain Dragonair from 
muscling in on Cathay’s routes in the ab- 
sence of expanded air-service agreements. 

In any case, Dragonair’s ambitions have 
been thwarted by China’s aviation officials, 
despite its supposedly close links with the 
Bank of China — no scheduled services to 
China have yet been granted to it, despite a 
request during January’s Sino-British-Hong- 
kong aviation talks. Its route network is thus 
limited to secondary cities in China and else- 
where, except for regular charters to Shang- 
hai and Peking which have been permitted 
because of surging demand. 

In contrast, new cargo airline Air Hong- 
kong, owned by a group of Hongkong 
Chinese businesmen, with one Boeing 707 
and plans for up to six if all goes well, has 
avoided confrontation with government offi- 
cials and with Cathay, with which it is 
cooperating to interline cargo around the re- 
gion. 

Cathay’s position thus looks secure, with 
the only imponderable factor being 1997. 
From time to time there have been wild 
rumours that Cathay might decamp to 
another base. This is impossible because its 
traffic rights are based on and owned by 
Hongkong, not Cathay, and an airline with- 
out traffic rights is no more than a collection 
of aircraft. It must therefore live or die in — 
and with — Hongkong. 

m Michael Westlake 
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Yen financing leaves airline with big currency losses 


The debt load factor 





By Christopher Marchand in Hongkong : 


o most air travellers, Cathay Pacific is 
I overshadowed by its larger regional 
rival, Singapore International Airlines 
(SIA). However, as investment vehicles, the 
competition is more evenly matched. The 
two are the best-run airlines in the world's 
fastest growing civil aviation market. Both 
have posted annual compound profit 
growth of more than 50% in the 1980s. Both 
continue to offer investors high growth po- 
tential. ] 

But Cathay’s weak financial management 
means its balance-sheet could be in better 
shape. The airline's 1985 decision to finance 
its aircraft leases in yen was poorly timed, 





considering that the yen had just begun its 
ascent. 

Cathay opted for yen to match liabilities 
with cashflow from its booming Japanese 
traffic. But the yen income gain in Cathay's 
US dollar-linked profit account was lost to 
the hugely inflated cost of yen liabilities. 
What was good for the profit-and-loss ac- 
count was bad for the balance-sheet. 

Cathay's unrealised foreign currency 
losses at 31 December 1987 were HK$5.05 bil- 
lion (US$650 million). With HK$12.7 billion 
total debt (HK$6.2 billion net), Cathay had 
entrenched itself as one of Hongkong's most 
highly geared companies. 

The currency losses will be realised as and 
when interest and capital payments fall 
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with some HK$1.08 billion scheduled to be 
charged to the profit and loss account in 1988 


and 1989 alone. The result is that Cathay will 
. suffer from reduced profit retention, and 


. Shareholders from impaired dividend pros- 


S. 
Initial disclosure in mid-1987 of the car- 


me nage — the currency losses were 1.4 times 


greater than Cathay's entire share capital — 


RC provoked some shock. But support rapidly 





emerged. Cathay's controlling shareholders, 


.... the Swire family in Britain, appeared serene 


in the face of such losses. No heads rolled, 
and the Swire machine swung into action to 
promote Cathay. 

A Jardine Fleming-sponsored invest- 
ment road show toured New York and 
Europe in early 1988 to extol Cathay's vir- 


We Rigs, The all-star cast featured then Cathay 


chairman Michael Miles and the glamorous 
Lydia Dunn, Swire businesswoman turned 


legislative councillor. 


An army of Hongkong's brightest stock 
analysts was also mobilised to research 
the airline. The buy recommendations flew 
thick and fast. The share price nearly dou- 
bled in the 18 months to end-1988, before 


slackening off this year. So strong has been 


the gain that arch-rival SIA now offers better 
value. 

The white knight which rescued Cathay 
was Asia's booming civil aviation market. 
Surging demand, falling fuel prices and 
growing capacity have done wonders for 
most Asian airlines. Cathay also gained from 
two further factors: the decline in the US dol- 
lar-linked Hongkong currency and its ag- 
gressive use of gearing. 

Cash-intensive shipping and aviation 
companies usually carry high debt loads. 
Cathay, however, had little choice but to op- 
erate on huge debt, given that the Swire fam- 
ily has not injected fresh equity intoits Hong- 
kong business for years. But, despite the 
quality of financial management, Cathay has 


i = proved triumphantly able to maximise its 
—. profiton borrowed money. 


Cathay's pre-interest or trading margins 


=- have been far stronger than those of SIA, even 
== after allowance is made for siA's more strin- 
gent depreciation. Cathay's revenue perem- 
_ ployee is also ahead. From a trading perspec- 


tive, Cathay can claim to be the most profita- 


.. ble major airline in the world. “Gearing goes 
.... a long way to explaining why Cathay has 
c. done better than SIA,” says Andrew Vallis of 
<:> Barclays de Zoete Wedd. 


The trick has been to rely heavily on 


OF hugely profitable regional routes in Asia. In- 
;. vestment in more competitive, longer-haul 


routes to Europe and North America has lag- 
ged behind demand. Indeed, Cathay, with 


. its reliance on debt, has a vested interest in 


Asia's shortage of airline capacity. That can 
only enhance profit margins. 
By contrast, SIA’s interests are radically 


<- different. With a tiny domestic passenger 


base, SIA chose to focus on intercontinental 
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Fort Knox, SIA can afford to fly such low yield 
routes in order to build market share. As in- 
dustry capacity tightens and margins im- 
prove, the profit gains are flowing through. 

SIA, however, does appear to be stum- 
bling over its longer-term role. While Cathay 
has shown its investors the beauty of flying 
on borrowed money, siA has merely liquid- 
ated lease debt and fluffed the chance to buy 
into Air New Zealand. Plans to diversify into 
North American airlinesor hotels remain un- 
consummated. Debt reduction and profita- 
ble market share gains mean the bottom line 
benefits directly. But the question is whether 
SIA is using its balance-sheet strength to best 
effect. A dose of entrepreneurial flair is 
needed at SIA. 

On the other hand Cathay likes to push 
its balance-sheet to the limit — and a bit 
beyond. Rather than repay debt from its 
HK$6.5 billion cash pile, Cathay thinks it can 
earn a better return from investing in bonds 
and stocks. 

The strategy worked wonders in 1986 
when interest rates were falling, less happily 
in 1987's bond and stockmarket turmoil, and 





landed the airline with investment losses in 


the first half of 1988. 


fund managers lost it money. Was 

Hambro Pacific, in which Swire 
Pacific has a stake, the guilty party? But trust- 
ing Hongkong stock analysts say that invest- 
ment setbacks will reverse in the second half 
of 1988. The confidence may be valid, but 
begs the fact that Cathay’s financial disclo- 
sure is poor, Foreign currency and bond loss- 
es are not the stuff on which airlines should 
be based. 

Cathay’s defence that it applied “conser- 
vative” precepts in matching liabilities to in- 
come sounds strange from a company 
whose radicalism in gearing up for profit sur- 
passes even that of Australian tycoon Alan 
Bond. SIA, a far more conservative airline, 
has managed to restrict its foreign curren 
losses to just $$107.2 million (US$55.6 mil- 
lion). 

Chastened, perhaps, by these experi- 
ences, Cathay is reducing its debt ratios. 
Swire finance director Peter Johansen says 
that the net debt-equity ratio should fall from 
146% at end-1987 to below 100% when the 


C athay has yet formally to admit that its 





1700 VAUNCE-SIEET Is PUDHSNEA. “Uur DOT- 
rowing capacity is no problem for financing 
additional aircraft,” Johansen says. : 

Certainly, retained profit, liquid funds 
and cash flows should present Cathay with 
no problem in servicing debt. Vallis esti- 
mates that Cathay's operating cashflow was 
just under HK$4 billion in 1988. However, 
capital expenditure needs will be immense, 
amounting to more than HK$30 billion in the 
next six to seven years. The stock will retain 
its status as a highly leveraged play on con- 
tinued growth in Asian civil aviation. 

Profit growth may also start to slacken. To 
a degree, that is unavoidable as profit moves 
off a higher base. But positive factors of the 
past few years, notably alower US dollar and 
lower fuel prices, may fall away. The delay in 
Boeing 747-400 deliveries also looks certain to 
hurt Cathay’s profit growth. The capacity 
squeeze and delivery delays of new aircraft 
might also slow siA's plans to sell its used air- 
craft. 

Still, Asia’s high-growth economies 
the easing of travel restrictions on citi... 
holds the seeds of continued high growth in 
Asian civil aviation. The 1997 problem aside, 
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Cathay might also benefit from Hongkong’s 
long-term potential. Hongkong’s larger 
economy and higher rate of tourist inflows 
could also position it as a stronger growth 
point than rival Singapore. 

But sta shares look more attractive 
shorter-term play. Singapore analysts tore- 
cast 80% growth in SIA's net profit in the year 
to 31 March 1989 to S$1 billion. That rates SIA 
foreign shares on 10 times prospective earn- 
ings, a bargain for one of the world’s better- 
run airlines. 

Hongkong analysts forecast 33% growth 
to HK$2.8 billion in Cathay’s net profit. That 
also rates the shares on a forward 10 times 
earnings, roughly in line with Hongkong’s 
market average. Cathay is more generous 
with dividends — paying out nearly 40% of 
earnings in dividends compared with siA's 
15%. And SIA’s share price may be held back 
by further share placements by Singapore 
Government-owned holding company 
Temasek Holdings. 

Latest talk is that Temasek plans to sell a 
further 5% of sia’s capital on the foreign 
board at $$18 a share after the results are out. 
Whatever the case, SIA and Cathay offer in- 
vestors winning odds. n 
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Paying the price 


ew of the holiday-makers arriving at 

Penang, the island jewel in Malaysia 

where Somerset Maugham wrote 

his best stories, would notice the 
rows of single-storey factories as they leave 
the airport. Bearing household names like 
Hitachi, Siemens, Motorola, Northern Tele- 
com, Bosch or Hewlett Packard, this tiny fac- 
tory enclave of Penang is the heart of 
Malaysia's electronics industry, the coun- 
try's top export earner. 

As Europeans and Americans, sitting in 
their BMWs or Mercedes, flick on their au- 
tomatic frequency-hunting car radios, they 

probably be touching one of the 1.2 mil- 
uva: Fadio-cassettes exported from the Bosch 
factory in Penang. Blaupunkt, the other lead- 
ing West German car-electronics manufac- 
turer, is so impressed with the quality and 
cheapness of production in Malaysia that it, 
too, is soon to open a factory. 

But as anyone who takes time to talk to 
the people who actually make the radio-cas- 
settes, microchips and circuit boards will dis- 
cover, atthe heart of the Penang miracle lies a 
core of concern, worry, even fear. For me, it 
was like being transported back to Czecho- 
slovakia a decade ago, talking to under- 
ground activists in the Charter 77 Move- 
ment. The workers in Penang were willing to 
talk, but we had to meet privately. They con- 
stantly looked at their watches, anxious not 
to be late back at work. No photographs, of 
course, as this would help the company to 
identify them. “Please don't use our names," 
they said. 

'n different conversations, in various 

es, their complaints spiled out. At 
Bosch, the mainly women workers put in 10- 
hour days for US$100 a month. Many live 
separated from their families, crowded four 
or five to a tiny apartment. 
Wages are even lower — 
US$3.50 a day — for produc- 
tion operators at Northern 
Telecom, a Canadian com- 
pany which at home claims to 
be a forward-looking em- 
ployer. There are no pen- 
sions for workers; hospitali- 
sation costs are capped at 
one-tenth of that enjoyed by 
managers. 

Young women who work 
for US electronics companies 
such as Advanced Micro De- 
vices, Intel and Appiled 
Magnetics complain of feel- 
ing giddy after long hours 
squinting through a micro- 





Lee: somersault. 


By Denis MacShane 


scope to assemble chips. Yet if they ask their 
supervisor for a transfer to a different job, 
they are told bluntly that “if we don’t like the 
job we can leave.” Girls who cannot take the 
strain on their eyes any longer just 
quit. 

The answer, many of them believe, is to 
join or form a trade union that would allow 
independent representation of their prob- 
lems and concerns to the companies. But to 
mention unions in the Penang electronics in- 
dustry is taboo. “We dare not mention the 
word union,” said one of the 4,600 employ- 
ees of Advanced Micro Devices, whose com- 
pany magazine for Penang claims a US$26 
million profit in the second quarter of 1988. 
Workers feel that to ask the company, US, Ja- 
panese or West German, for permission to 
join or form a union is to ask for instant dis- 


missal. 
66 
The price Asia has to pay for 
rapid and wealth- generating 
industrialisation is the arrival of 


an industrial working class. 
99 

This seems odd. In West Germany, work- 
ers and union representatives sit on the 
board of directors of Robert Bosch. In Japan, 
Hitachi employees are represented by a 
union, Denki Roren, that has won steadily 
rising wages for Japanese electronics indus- 
try workers. Northern Telecom in Canada is 
fully unionised and recently had to grant 
union recognition at its plant in Turkey, 
> jointly owned by the Turkish 
2 Government. Even in South 
* Africa, Siemens workers are 

in a tough, no-nonsense 

union. If authoritarian Tur- 

key and racist South Africa 

can permit unionisation, 

why not Malaysia? 

For more than 15 years 
since the first overseas elec- 
tronics firms set up in 
Penang, the government has 
refused to permit the unioni- 
sation of workers in the elec- 
tronics industry in order to 
entice foreign investment. 
Every tactic by unions — 
legal representations, recruit- 
ment, even International La- 


bour Organisation complaints — has been 
seen off by the government. 

However, late last year, it seemed as if 
this era was over. Labour Minister Lee Kim 
Sai announced a cabinet decision to allow the 
formation of a union for electronics-industry 
workers. The industry, he said, was “strong 
and stable” enough to have a union and “we 
cannot stop workers deciding what they 
want to do.” He invited the Malaysian 
Trades Union Congress (MTUC) “to help set 
up unions.” 

Workers responded with alacrity and 
quickly formed a committee to register a 
union to be called NEW, the National Elec- 
tronics Industry Union. 

At this point, just two weeks after his an- 
nouncement, Lee did a somersault and said 
that the government decision was not to 
allow an industrial union, which is what the 
Malaysian Trade Union Act stipulates, but 
so-called “in-house” unions which remain 
under employer control. In-house unions 
“may appear to contradict the law butitis po- 
licy,” said Lee. 

Everyone in Malaysia believes that the 
reason the government changed its mind, in 
the first place, to allow unionisation was the 
campaign by US unions to have Malaysia’s 
benefits under the general system of prefer- 
ences (GSP) scrapped because of the ban on 
unionisation for electronics workers and 
other infringement of labour rights. Slowly, 
the campaign by US unions is tying access to 
the North American market to respect for in- 
ternationally agreed union rights. 

Its most notable success was against Chile 
when the US had to remove GsP status and 
suspend overseas insurance protection for 
US firms in Chile because of military sup- 
pression of labour rights. 


n Europe, as well, the linkage of trade to 

respect for workers’ rights is a growing 

issue. The presence of former socialist 

trade union official, Jacques Delors, as 
president of the European Commission has 
helped. 

But if that explains why the Malaysian 
Government announced that an electronics 
industry union could be formed, what 
prompted the about face. 

US companies in Penang reacted vigor- 
ously at two levels. Publicly, they attacked 
the permission for an industrial union and 
sought meetings with Lee. In the work place, 
supervisors were called on to tell workers 
that if a union was formed, the company 
would close and transfer production to 
China or Thailand. Union officials in Penang 
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EU organised by the MTUC in Penang. 

















ment would jump to the orders of expatriate 


_ idle propaganda. In Penang’s holiday hotels, 
| you can meet weary managers who are try- 


praise the Malaysian infrastructure and com- 
 munications facilities — not least the use of 
- English, the ease of transport and the educa- 
: tion level of the workers. Even if Malaysian 
- wages were doubled overnight, it would re- 
main a highly profitable assembly site. 


ith pro-business continuity 
being assured in the White 
House, Malaysian Prime 


 hathir is standing in the way of historical de- 
_ velopment. The price Asia has to pay for 
qd rapid and wealth-generating industrialisa- 
-tion is the arrival of an industrial working 
class. Farmer labourers and immigrants who 


entered US factories in the first 30 years of | 


. this century also worked long hours for low 
wages under fear of dismissal if they formed 
. aunion. But the US only became a rich coun- 

_-try when, after the unionisation drives of the 


1930s and 1940s, the mass of industrial em- | 
— .ployees earned enough to buy what they | 


_ made, something which most Asian indus- 
d = trial workers, outside of Japan, do not yet 
~ enjoy. 


The transition from exploitation to a fair- | 


... wage economy has historically only ever 


_ = been achieved with the help of independent | 
~~ unions. But unions have their own idea of | 
e what should be the proper speed of that | 
. . transition, they oblige managers to share au- | 
= thority, and they can also have their own po- | 


~ litical agenda. 
- . Mahathiris not unique in facing this prob- 





















China, there are growing demands for inde- 
pendent trade unionism which would push 


ers. As Mahathir’s international profile in- 


his attitude towards labour — and other 
-human-rights questions. The Common- 
wealth Heads of Government Meeting sche- 
. duled for Kuala Lumpur later this year will 
put Malaysian restriction of trade union and 
human rights i in the spotlight. The price of 
economic growth and free trade sooner or 
lateris free trade unions and free citizens. Itis 
„a price worth paying. i 


International Metalivorkers Federation and is au- 
thor of books on the Polish union Solidarity and in- 


movement in Hie 1990s, 


Powerful as the multinational companies | 


ment won e e Malaysiencovem- EC poised to impose tough local-content rules 


_ managers. Threats to transfer production are | 


on digs i in 


-ing to set up and run businesses in China or | 
Thailand. Taking a few days’ rest, they all | 


Minister Datuk Seri Mahathir | 
‘Mohamad may also have felt that the threat | 
from US unions would be weaker. Yet Ma- | 


“lem. In South Korea, Taiwan, and even in | 


for improved pay and conditions for work- | 


creases, he will have to face more scrutiny of | 


Denis MacShane works for the Geneva-based | 


dependent Black unions is South Africa. Heiscur- | 
rently writing a book on the international labour | 


or years the EC has fought off Japan- 
F ese high technology exports through 


increasingly restrictive trade actions, 
including higher tariffs and hotly contested 
anti-dumping investigations. Now, Brussels 
is preparing to open up a new and poten- 
tially more dangerous battlefront. The EC is 
getting ready to impose tough “local con- 
| tent" requirements on the growing tide of Ja- 
| panese companies which have either 
started, or have announced the opening of, 
manufacturing operations in Europe. 
Brussels has also started, albeit cauti- 
ously, to reel in the mixed bag of subsidies, 
_ tax holidays and other investment incentives 
| being offered to Japanese and, on a less 
| lavish scale, to other foreign investors by the 
| 12 EC member states. For example, under a 
| new rule which came into force in early Janu- 
| ary, all incentives offered by EC govern- 
| ments to investors in the car sector must 
| first be vetted by the European Commis- 
| sion. 
|, . Butitisthecomplex mix of regulations de- 
| fining just what gives a "European" origin to 
| Japanese and other foreign products manu- 
| factured in the EC which is causing the most 
_ concern. These rules also have a bearing on 
| EC criteria for conferring third country origin 
| to products made outside Europe by foreign 
| firms. 
| The EC vigorously denies any non-tech- 
| nical or specially protectonist motives for its 
| new measures. But the EC assurances havea 
| hollow ring, say some trade experts. They 
| point out that after 1992 and the creation ofa 
barrier-free single European market, these 
_ rules of origin will become crucial in identify- 
| ing the EC products which will be allowed to 
| circulate freely within the community. 
| The regulations serve another purpose. 
| 
] 





EC officials who have never disguised their 
| contempt for so-called “screwdriver” assem- 
| bly operations, which they claim were only 
_ setupin Europe by Japanese firms anxious to 
| circumvent EC anti-dumping duties, say the 
| tough new local-content requirements will 
force Japanese manufacturers to increase the 
amount of value-added work they perform 
in the EC. 

Two controversial sets of rules setting out 
local-content requirements for integrated cir- 
cuits and photocopying machines have just 
been announced by the commission. Similar 
new standards for defining the origin of 
videotape recorders, computer printers and 
cars are under consideration by the EC's 
| powerful "rules of origin" committee. 


Thenew requirements, prompted largely 
by demands from European microchip and 
photocopier makers for more up-to-date 
rules of origin, have been presented by Brus- 
sels as a "mere clarification" of the general 
and internationally accepted definitions of 
local content. These define a product's origin 
as where "the last substantial process or op- 
eration thatis economically justified was per- 
formed." 

The EC's local-content requirements, 
however, offer a different interpretation — 
the "last substantial process" has been 
changed to become "the most substan” "" 
operation. For integrated circuits, this m« 
that in order to be defined as "Europea, 
microchip makers must carry out the expen- 
sive and complex process of diffusion or 
water fabrication — theoperation which pro- 
vides the chip with its "intelligence" — inthe 
EC. The practical advantages of these rules 


for European chip makers are enormous. 


While European chip producers which 
want to take advantage of low wage costs in 
third countries to carry out the last cutting 
stage can still qualify for EC origin, Japanese 
firms which assemble integrated circuits in 
Europe after carrying out the process of dif- 
fusion in Japan will not be entitled to claim 
EC origin for their products. 

The new definition will also be crucial in 
the EC's calculation of local content for Ja- 
panese products using microchips which are 
assembled in EC-based plants. If the chips 
are deemed to be non-European, the 
finished products in which they are used 
could be subject to restrictions. 

The new definition for the origi 
photocopiers takes a negative approach. 
Surprisingly, instead of defining which oper- 
ations do confer origin, the commission 
stipulates in detail just which processes — 
such as the assembly of the main working 
parts — cannot be counted when defining 
the origin of the machines because they do 
not entail "either major investments or re- 
search efforts and have only a minor impact 
on the technical performance of photo- 
copiers.” 

Although issued as a general rule, the 
new definition is dearly designed to hit Ja- 
panese firm Ricoh's exports of its California- 
made photocopiers to the EC. Under the 
new regulation, which must still be ap- 
proved by member states, Ricoh's exports 
will not qualify for an "American origin." In- 
stead, the products will be subject to the 
same 20% anti-dumping duty now imposed 
on direct Japanese exports of photocopiers to 
the EC. u 
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A GENTLE, CARING STORY 
Space Age 


We've ensured spaciousness in our cabins. Using our 
'space-craft', we've created extra legroom, extra space. At 
Pakistan International, each flight tells a gentle, caring 
story. Of more comfort for each passenger. 


PIA Acenciate Hotels: The Roosevelt NewYork. Hotel Scribe Paris. A NY mM ee ee 








The new Minolta EP490Z plain paper 
copier gives you many other productive 
and creative features, including Quadruple 
Zooming Power, Automatic Duplex and 
Overlay Copying, Standard Three Cassettes, 
Optional Triple Paper Stacker for 6-Way 
Paper Feeding, 20-Bin Sorter and Interac- 
tive Keying. 


EP4907 








See Minolta copiers at: 


Bangladesh Brothers International Ltd. National Scouts Bhaban, Inner Circular Road, Kakrail Dhaka, G.P.O. Box 767 Phone: 400042, 404929 
Hong Kong Minolta Hong Kong Ltd. Room 208, 2/F, Eastern Centre, 1065 King's Road, Quarry Bay Phone: 5-658181 
India Methodex Infres Ltd. B-1/F-1 Mohan Cooperative Industrial Estate, Mathura Road, New Delhi 110 044 Phone: 636043 

2" Seddenc igticuio 1 Rungur Recor RO jakarta 10620 Phone: 418809 (10 lines) 
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Think of Minoltas 


new Simu 


like this. 


The new Minolta EP490Z gives you two- 
color copying that's as fast and easy as 
regular copying. 

Think of it. A copier that makes two-color 
copies in one quick scan. It’s now a reality for 
your business with the new Minolta EP490Z's 
Simul-Color function. 

Simul-Color makes two-color copies in 3 
fast, easy steps. Simply set the Color Lever, then 
press the Simul-Color Key and the Print Key. The 
result is a perfect copy in black plus another 
color: red, blue, sepia or green. 





So now you can say goodbye to ordinary 
color copying. No more waiting for two scans. 
No more time-consuming procedures for desig- 
nating the color area. No more disappointing 
copies that don't really match up. 

That's because the Minolta EP490Z makes 
high-quality two-color copies just as fast as it 
makes regular black copies, at a quick rate of 30 
copies per minute. 

So contact your Minolta dealer about the 
new Minolta EP490Z with Simul-Color. It's the 
world's first practical color copier. 


MINOLTA CAMERA CO., LTD. Reprographic Product Operations 3-13, 2-Chome, Azuchi-Machi, Chuo-Ku, Osaka 541, Japan 


Topros Inc. Topros Bidg., Banawe Cor. Atok Sts. Quezon City, Metro Manila Phone: 732-14-21, 711-4 H3, 711-4145, 711-41-83, 7111-41-85, 711-41-87, 711-41-89 


Philippines 
Singapore ^ Minolta Singapore (PTE) Ltd. 10, Teban Gardens Crescent, Singapore 2260 Phone: 563-5533 
Taiwan 


Santo Office Machines Corp. 10th Fl, No 120, Sec 2, Chien-Kuo North Road, Taipei 10433 Phone: (02)505-0013 — 
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l-Color copying 
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Boutiques set a style 


ow share prices and resilient eco- 

nomic growth have at last precipi- 

tated an upswing in takeover and 

privatisation activity on Hong- 
kong’s stockmarket. Hongkong corporate 
assets have been undervalued since the Oc- 
tober 1987 stockmarket crash, creating an in- 
centive to buy cheap assets. But the catalyst 
has been the rise of Hongkong's financial 
boutiques. 

Three boutiques have been born in the 
past six months: merchant bank Anglo 
Chinese, stockbroker South China Securities 
and hybrid merchant bank/stockbroker 

xine Brokerage. The product of man- 

al turmoil and staff haemorrhages at 
two of Hongkong's largest broking firms — 
Citicorp Scrimgeour Vickers and Sun Hung 
Kai & Co. — the boutiques have quickly 
made an impact. 

But aggression has its price in reopening 
the debate on ethical standards for corporate 
financial advisers. The issue was highlighted 
when last year's aspirant merchant bank, 
Bankers Trust Brokerage, was publicly slap- 
ped down by the stock exchange for seem- 
ingly blatant conflicts of interest. 

Now Peregrine's Francis Leung Pak-to 
appears to have made the same error. Leung 
is acting as adviserto publisher Albert Cheng 
who is making a HK$600 million (US$76.9 
million) bid for comic publisher Jademan 
Holdings, controlled by Tony Wong Chun- 
loong. Leung had acted as Wong's adviser in 
Jademan's post-crash capital restructuring. 

That problem arose after Wong dabbled 
in the stockmarket with the proceeds of a 
oo issue, without having informed share- 


when the market crashed. Now Leung has 
turned hunter, and Wong has won a court 
injunction to prevent Leung from using con- 
fidential data given to him in his earlier role. 

Ethical questions are often tricky, but 
Leung should have planned a more auspi- 
cious debut as an independent financial ad- 
viser. The spectacle of merchant bankers as 
harlots — hawking their wares to any bidder 

— will inevitably damage the profession and 
invite some form of statutory control. 

But anguished debates about codes of 
conduct are unlikely to lead to a consensus. 
The best solution is that merchant bankers 
| display more wisdom in taking on deals, and 
| that the hunted resort to forceful action to 
| protect their interests, as in this case. 


Still, Cheng's hostile takeover bid does 
underline Wong's poor track record. Jade- 
man has been hit by share losses, managerial 


baer) and arnwnearont esarovoovesimmieorm ahrs 


US market potential for its comic books. 

The interim results to 30 September 1988 
were lousy and emphasise the need for a 
new broom. Jademan’s non-comic assets 
alone — property and a 70% stake in 
Chinese-language newspaper Tin Tin Daily 


News — are probably worth more than 
Cheng's offer of 80 HK cents a share. Other 
parties might enter the fray. 


The stock exchange is also mulling over 
listing a 2 February placement of new Jade- 
man shares, which would bolster Wong's 
position. Wong has a large holding of 
warrants, but has he the money to exercise 
them? Considering his business record, 
Wong, a cartoonist by trade, might do best to 
sell to the highest bidder. 


Boutique Anglo Chinese has fared rather 
better. Its well-timed bid on behalf of Payson 
Cha's HKR Properties for Bond Corp. Inter- 
national's (BCIL) Bond Centre brought home 
to BCIL shareholders the reality that their as- 
sets could command a better price than con- 
trolling shareholder Alan Bond would pay. 
The minorities. have duly given Bond his 
come-uppance by rejecting his HK$2.20 a 
share offer to privatise BCIL. 

The Bond Centre could probably be sold 
for HK56 billion. So the cash-strapped Bond 
might find it tempting to sell his half 
stake. BCIL minorities, however, will now 
share in the gains. The surprise is that Bond 
lacked the savvy to compromise with his 
minorities. A HK$2.70 offer would have cost 
Bond a further HK$200 million, an amount 
which could easily have been recouped on 
the Bond Centre's ever-rising value. 


Anglo Chinese's latest foray, underwrit- 
ing hi-tech toy manufacturer Video Technol- 
ogy's HK$136 million rights issue, looks a 
less happy affair. The rights issue follows 
heavy directors’ selling between last Sep- 
tember and the year-end. That emanated 
mainly from director Stephen Leung Yim- 
wah (now resigned to pursue his property 
business in Vancouver). The sellers also in- 
cluded chairman Allan Wong Chi-yun. 

The share price slumped from HK$5 to 
HK$3.50 before rebounding to HK94. The di- 
rectors now propose to follow their rights in 
a new share issue at HKS3 each. Wong will 
personally underwrite a further 28% of the 
new issue for a 2% fee. 

Videotech appears to have grown too 
rapidly. Turnover could reach HK$2.5 billion 
this year, up from HK$294 million in 1986. 
The equity base has lagged far behind, rais- 
ing the risk profile if product lines sell below 
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That looks like the case with Videotech's 
latest toy, Socrates. 

Videotech's operating margins were 
down badly at the 30 September 1988 interim 
stage. The rights issue looks like being 
rushed through to repair gearing ratios by - 
the 31 March year-end. Plans to also float the 
group's US marketing subsidiary appear to 
have come to nothing. 

Videotech's inventiveness and solid-cash 
flow should enable it to weather its prob- 
lems. But its solid record of voluntary disclo- 
sure is dented this time by directors' selling, 
and a lack of information on the debt and fi- 
nancial picture. 


Shareholders of the Keppel group- | 
owned Straits Steamship should also be miff- 
ed over the miserly terms of Straits Steam- 
ship's spin-off of shipping subsidiary Steam- | 
ers Maritime (Steamers). The 1:3 preferential | 
offer to Straits Steamship shareholders is 
hardly generous and dashed earlier hopes of 
a 1:2 offer. 

Adding insult to injury, the Keppel | 
group, with its usual disdain for stockhold- 


tosel = 





ers, is making Straits Steamship sharehold- 
ers pay for what they already own. The offer 


is pricey at 16.8 times projected 1989 earn- | e 


ings. Prospective earnings at Neptune 


Orient Lines and Malaysian International |. 
Shipping Corp. are rated on lower multiples. 

As if this were not enough, the offer is | 
non-renounceable. That prevents Straits - 
Steamship shareholders from selling their pe 
rights in the market. Straits Steamship itself < 


will benefit from the $$62 million (US$32.1 
million) cash inflow, enabling it to finance va- 
rious property projects in Singapore, Steam- 


ers also benefits from raising capital on its - 


new share issue on good terms. 


However, in this case, what is good for | 


the company is not good for shareholders. 
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o COMPANIES 


 Liquidator offers deal to Rothwells’ depositors 


| Problem payout 


i —————————M—ÓÁÁ P A A AA 


ith the consent of a majority of the 
. larger creditors, including Bond 
Corp. and the Western Australian 
state government, the liquidator of merchant 
bank Rothwells is proposing to pay full com- 
pensation to smaller depositors. 

Other creditors are expected to receive 







-> about 60-65 A cents (53-57 US cents) in the 


^. dollar. The one holdout against this fairytale 
_ ending is the National Australian Bank (NAB) 


r te . which wants to retain the A$150 million it 
. .. was repaid by Rothwells three weeks before 
= the merchant bank went into voluntary liqui- 


dation in November. 

If the NAB succeeds in fending off at- 
tempts to put the A$150 million back in the 
pool, major creditors are expected to lose 


about another 10-15 A centsin the dollar. But 


. i£ liquidator Ian Ferrier, of accountants Fer- 


5. per Hodgson and Co., succeeds in arguing 


that this repayment amounted to a preferen- 
tial payment, forcing the NAB to return the 
money, the NAB will seek recovery of the 
A$150 million from the state government, 


v .. the original loan guarantor. 


The unique liquidation scheme, designed 
to offer maximum compensation to all those 
who deposited up to A$1 million — a rather 
high threshold for those who have been de- 
picted as hard-luck “widows and orphans” 

. — was put before the Queensland Supreme 


~~ Court on7 February. The court, which has 


jurisdiction because Rothwells originally 


|. wasa Queensland shelf company acquired 


- by former chairman Laurie Connell, agreed 
to adjoum the hearing until 2 May to allow 
time for Ferrier to hold meetings of creditors 
in various states and to pursue further the 
NAB. 

Major creditors Bond Corp., Bell Re- 
sources (taken over by Bond last year), the 
WA State Government Insurance Commis- 
sion and Spedley Securities, without admit- 
ting liability, had all agreed to the scheme if it 
‘was approved by all creditors and the court, 
“Ferrier said. These four creditors had also 
agreed to return some A$123 million re- 
ceived in preference payments. 

Accountants, though applauding the 
prindple of protecting what Ferrier de- 
scribed as the less sophisticated smaller de- 
positors who did not have access to full infor- 
mation about Rothwells, expressed some re- 
servations about setting a precedent for a 
liquidator to play "Santa Claus." 

But it was agreed that the Rothwells case 
was different because the bank had acted as 
a CSia company for smaller de- 





positors. An unequal apportioning of risk in 
the collapse of a trading company, for exam- 
ple, would not be so SEED a leading ac- 
countant said. 

There were 1, 400 small depositors in 


. Rothwells. Their payout will amount to 


some A$44.8 million, which will include in- 
terest on their investments up to 3 Novem- 
ber. The total losses by the larger investors 
have not been revealed. 

State premier Peter Dowding — whose 
government was narrowly re-elected on 
4 February despite the damage done by its 
connection with Rothwells — estimated that 
at the time of the collapse the state 
was exposed to about A$100 million in Roth- 
wells. 

This estimate was based on discounting 
the A$150 million NAB guarantee, which he 
says lapsed with the repayment of the loans. 
Thisis now in doubt should NAB have to pay 
back the A$150 million. _ 

At the time of the Rothwells collapse, 
Bond managing director Peter Beckwith said 
Bond Corp. was only exposed to a maximum 
of A$23 million in Rothwells — including the 
Bell Resources exposure. But it is assumed 
Beckwith had discounted some of the 
money now returned under the liquidator's 
recovery of preferences. 

As part of the complex recovery opera- 
tion, Ferrier confirmed reports that a legal 
suit and counter-suit involving Rothwells, 


Bond Media and the John Fairfax newspaper 
group had been settled out of court. Fairfax 
agreed to pay A$27 million of A$100 million 
claimed by Rothwells and Bond as a success 
fee for advice Rothwells gave Warwick Fair- 
fax in his attempt to privatise the newspaper 
group in late 1987. Bond bought the A$100 
million debt, at a discount of A$67 million, as 
part of his efforts to support fellow Perth en- 
trepreneur Connell. Ferrier has also agreed 
that Bond receive A$25 million from Roth- 
wells funds. 

The far-from-complete expected pay- 
ment by Fairfax climaxed an unhappy week 
for Bond Corp. While chairman Alan Bond 
was holidaving in Colorado, the market was 
swept by rumours of problems within the 
Bond empire and even about Bond's health. 
These were sufficiently serious for Beckwith 
toissue a formal denial. 

The rumours came against the continu- 
ing campaign against Bond Corp. by Lon- 
don trading and mining giantLonrho,v — à 
as part of its effort to fight off an exp 1 
Bond takeover offer has issue a second docu- 


ment — 64 pages to add to the 93 pages is- 
sued earlier — questioning Bond's financial 
soundness. 


At the same time, as an inquiry by the 
Australian Broadcasting Tribunal inquiry 
into Bond's fitness to a hold a broadcasting li- 
cence nears a conclusion, the company also 
had to issue a denial that it was looking for a 
buyer for its major TV channel. 

The one bright spot for Bond Corp. came 
on 8 February, with a report by US invest- 
ment bank Morgan Stanley taking the op- 
timistic view that Bond Corp. shares, trading 
at about A$1.60, have the potential to rise 
45% within a year, following Bond's present 
asset selling and retirement of some A$1.2 
billion in debts. a 





TRADE 


US officials ignore Gatt attack on trade sanctions 


Hollow words 


large body of the Gatt membership 
A has condemned the unilateral use of 


trade sanctions as a violation of inter- 
national law. But the Gatt governing council, 
meeting in early February, stopped short of a 
formal condemnation of US use of sanctions 
which the EC and developing countries had 
sought. 

Arthur Dunkel, director-general of Gatt, 
told the council during a debate on trade un- 
ilateralism initiated by the EC, that dis- 
criminatory import tariffs — such as those 
imposed by the US ina row with the EC over 
hormone-treated beef — were contrary to 


Article 1 of Gatt, which forbids selective ac- 
tion. 

There was no exception, even for the pur- 
pose of forcing trading partners to observe 
Gatt rules, he said. Gatt requires countries to 
seek authorisation from other members be- 
fore retaliating against trade offenders. 

The Gatt debate, the first of its kind, re- 
flected the anger and frustration felt by many 
of US' trading partners over Washington's 
increasingly aggressive use of sanctions to 
punish alleged unfair trading abroad. The 
use of Section 301 of the US Trade Act has 
aroused particular concern. 

But the debate underscored Gatt's inabil- 
ity to discipline countries determined to dety 


the rules, especially when that country is its 
biggest and most powerful member, the US. 

Section 301, which deals with unfair trad- 
ing, was tightened by the US Congress last 
year. The new UStrade representative, Carla 
Hills, pledged at her Senate confirmation 
hearings to use it and other tools as a "crow- 
bar" to priseopen foreign markets for Ameri- 
can s. 

The US has been very belligerent over the 
protection of intellectual property. Trade 
sanctions were imposed last year on Brazil 
for alleged breaches of US pharmaceutical 
patents, while several developing countries 
have been threatened with withdrawal of 
trade preferences or had them removed, 
such as Thailand recently. 

The EC and Japan both warned of the 
danger of unilateralism undermining the 
multilateral trading system. Japan, which 
urged US restraint in interpreting Section 
301, has already complained to Gatt about 
t  ontinuation of punitive US tariffs im- 
} 1 in retaliation for Tokyo's supposed 
failure to implement the 1986 bilateral 
semiconductor accord. This accord, which 
was pressed on Japan after US allegations of 
Japan dumping semiconductors, was later 
judged by a Gatt disputes panel to breach 
Gatt rules. 


o the EC’s disappointment, the Gatt 
I council stopped short of formal con- 


demnation of US action. And because 
of Gatt's tradition of consensus in setting up 
dispute panels, the US has been able to block 
this route for challenges to its use of sanc- 
tions. 

During the meeting, the US again re- 
jected demands from the EC and Brazil for 
panels on US retaliatory action. In Brazil's 
case, over 50 countries, including the 12 EC 
members, supported its request, a level of 
backing Gatt officials said was "almost un- 
precedented." 

. trade officials showed little sign of 
Cuuwwtassment or repentance. Michael 
Samuels, US ambassador to Gatt, said the US 
had to protect its trading interests “when our 
trading partners leave us no choice.” The US 
was not the only offender, he said, pointing 
to the EC’s announced intention to tighten 
the rules of origin for semiconductors and its 
debatable methods of assessing costs in anti- 
dumping cases. 

Nevertheless, when memories of the 
disastrous Smoot-Hawley Tariff Act, which 
deepened the Great Depression of the 1930s, 
were fresher, the US tune was rather differ- 
ent. Dunkel tellingly quoted Clair Wilcox, a 
US draftsman of the 1948 Havana Charter 
setting up Gatt: “We have sought to tame re- 
taliation, to discipline it, to keep it within 
bounds. By subjecting it to the restraints of 
international control, we have endeavoured 
to check its spread and growth, to convert it 
from a weapon of economic warfare to an in- 
strument of international order.” Times have 
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MARKETS 


Tokyo cries foul over foreign trades in index futures 


Rules of the game 
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ne of the few areas of the Japanese 

securities markets that foreign 

stockbrokers are finding it easy to 
crack open is stock-index futures. But the au- 
thorities, worried that aggressive trading by 
foreign securities houses could destabilise 
the stockmarket, are trying to find ways to 
close loopholes the foreigners are exploiting. 
The officials are being egged on by Japanese 
brokerages, which feel foreign rivals have an 
unfair advantage over them. 

Although the Tokyo Stock Exchange (TSE) 
is the world's largest, it can be manipulated. 
Individual issues are ramped all the time. But 
since trading in Japanese stock-index futures 


began last September, a new ploy has been 


introduced: manipulating the stockmarket 
index. There are two share indexes in Japan 
— the Nikkei, composed of 225 issues, and 
Topix, which is made up of all 1,141 shares 
listed on the first section of the TSE. Both of 
them have spawned futures markets — the 
former in Osaka, the latter in Tokyo. 

In theory, a killing can be made by going 
“long” in stock-index futures, buying 
selected stocks in the cash market to move it 
up, and then selling the futures once they 
have risen to reflect the rise in the underlying 
index. Most of the time this is pretty difficult 
because of the sheer volume of trading in the 
cash market, but the incentive to manipulate 
the index is greatest when a futures contract 
expires. At that point, the futures price and 
the cash index will be identical. 

Most players are concerned to close out 
their positions just before the contract ends, 
but there is money to be made by holding on 
to, say, a long futures position until the last 
moment and buying heavily in the cash mar- 
ket to push up the futures price. 

This is exactly what happened on 7 De- 
cember 1988, when the very first stock-index 
futures contract expired in Osaka and 
Tokyo. While most investors closed their 
positions early on that day, others bought 
huge amounts of scrip in the last half-hour of 
trading in the cash market, pushing the Nik- 
kei up nearly 300 points to exceed 30,000 for 
the first time. Topix rose rapidly, too. People 
are beginning to wonder whether the same 
thing will happen when the next contract ex- 
pires on 7 March. 

One noteworthy aspect of this activity 
was that it was only foreign brokers which 
engaged in it. The names mentioned are the 
big US houses, Salomon Brothers Asia, Mor- 
gan Stanley, Goldman Sachs and Smith Bar- 


There is nothing illegal in pushing a share 
index around. But it could be dangerous, | 
and the Japanese Finance Ministry is con- - 
cerned to prevent things getting out of 
hand at future "double-witching hours" | 
when both Japanese stock-futures contracts - 
expire. | 


The Japanese brokers are more con- E 
cemed by the fact that they feel they cannot — 


play the same games as the foreign firms. 
This is because of a so-called rules of a 
“gentleman’s agreement" to avoid: 

> Placing big buy (or sell) orders for your 
own account in the last half-hour of trading 
in the cash market. A 
> Buying (or selling) a stock for your own 
account at the day's high (or low). | 


> Dealing in the stock of a company which - P 


is currently engaged in a new issue you are 
underwriting. 


Some non-Japanese firms argue that E 


there is nothing in writing to prevent them 
from doing these things (with the exception 
perhaps of the third rule, which could in- 
fringe insider-trading regulations). 


he third rule is a big impediment to 

1 engaging in arbitrage trading. The big 
Japanese brokers are involved in so 

much underwriting that they use only small 
baskets of 50 to 100 cash stocks against which ` 
to arbitrage, whereas the foreign firms typi — 
cally use baskets of all 225 shares in the Nik- 
kei index. One way of circumventing these 
rules is to arrange to receive orders from 


brokerage offices outside Japan. This ruseis . : 
available to the local brokers, too, buttheydo | 


‘hot adopt it because the Finance Ministry 

would not approve. sd 
The Finance Ministry and the TSE are cur- 

rently considering ways to narrow the gap 


between Japanese and foreign houses. Most. | E 


of their ideas sensibly aim to promote more = 
arbitrage trading rather than to stifle it by = 
forcing the foreigners into the samestraitjac- — . 
ket as the local firms. Brokers areexpectedto —— 
be allowed to sell the cash market short for : 
their own account from next month. They — 
may also be permitted to buy/sell at the day's - 
high/low. : 


The authorities are also considering a- 


new method for arriving at the settlement 


price for an expiring stock-index futures con- - 
tract. At the moment, the price is settled 
when the spot market closes on the same . 
day. Instead, the settlement price will be de- - 
layed until the following day, at the opening . 
price at which all constituent stocks are - 


traded. This is intended to dampen posse E 2 
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ndonesia's economic reform program- 
me began to bear fruit for the first time 
last year. GDP growth is widely ex- 
^ M pected to reach almost 5%, up from 
: 3 6% a year earlier; non-oil exports finally 
emerged from the shadow of the petroleum 
sector and foreign investment soared. 

Exports totalled US$17.49 billion for the 
. 11 months to November 1988, an increase of 
- 13.3% over the same period in 1987, and 
. non-oil exports reached US$10.31 billion, 
. 35% higher than the full year before. While 
^ crude oil remained the top single export 
. earner, wood products, rubber and textiles 
made significant advances. 

Higher domestic production led to lower 
imports of both capital and consumer goods 
and the trade surplus strengthened to 
US$5.6 billion to November 1988 against 

US$4.6 billion for all of 1987. 

The latest figures show Indonesia's cur- 
rent-account deficit rising to US$1.9 billion 
for the fiscal year ending 31 March, with the 

|.» main culprit being high foreign-debt pay- 
* ^. ments. Indonesia will pay almost US$6.2 bil- 
-« lion to foreign creditors in fiscal 1988-89 — 
more than half of the government's routine 
expenditures. It has a projected debt-service 

ratio of 38%. 

Interest rates in the fourth quarter re- 
mained stubbornly high. Borrowing rates for 
the better rated companies hovered at 21- 
22%, nudged slightly higher by the 15% 
withholding tax imposed on time deposits in 
November. The high cost of funds in Jakarta 

*.. isoneconsequence of Indonesia's freely con- 
© vertible foreign-exchange policy combined 
. with a history of surprise devaluations. 










ECONOMIC 


MONITOR: 


Banks are forced to offer 17-19% to attract 
nervous investors into rupiah deposits. 

To offset upward pressure on rates caus- 
ed by the new tax on time deposits, the cen- 
tral bank slashed the reserve requirement for 
banks from 15% to 2% last October. About 
20% of the freed money was released directly 
into the system, accounting for more than 
half of the 8% rise in 1988 money supply. 

The remainder of the excess money was 
invested in three and six months govern- 
ment paper. Central bank governor Ad- 
rianus Mooy has yet to announce whether 
banks will be forced to roll over these sec- 
urities upon maturity or whether the funds 
will be allowed into the money supply. 

Even before the reserve requirement was 


| Declining oil dependency 








cut, banks had been lending money at a heal- 
thy cip. Outstanding credit rose to about 
Rps 43 trillion (US$24.71 billion) by the end of 
1988, up 31% over 1987. As in past years, In- 
donesia’s seven state banks dominated lend- 
ing activities — in 1988 they DRE two- 
third of new credits. 


INDONESIA 


Reform oils growth 


To enhance the competitiveness of ex- 
ports, the central bank let the rupiah slide 
against the currencies of major trading 
partners. The rupiah depreciated by 4% 
against the US dollar in 1988 — slightly more 
than the difference in inflation rates between 
the two countries — and is expected to fall a 
further 3-475 in 1989, 

The central bank also increased the 
maximum maturity of its foreign-exchange 
swap contract from six months to three 
years. By allowing companies to hedge non- 
rupiah borrowing for up to three years, the 
central bank gained some ground in its cam- 
paign to convince investors it has fores — 1 
sudden, one-off devaluations. Banl — - 
donesia continues to partially subsidise the 
price of the swap contracts — making 
offshore borrowing cheaper — in order to 


| encourage domestic companies to look 


abroad for financing. 

New foreign investment soared in 1988 to 
US$4.5 billion, three times the 1987 level and 
the highest in the 21 years under the New 
Order. With commitments of over US$3 bil- 
lion already in the pipeline for 1989, the trend 
looks certain to continue. 

The bulk of new investment went into 
petrochemicals, textiles, hotels, and a pulp 
and paper mill. The largest investors in 1988 
were West Germany (US$956 million), 
Taiwan (US$913 million) and the US (US$672 
million), while Japan (US$256 million) was a 
distant sixth. Japanese companies, however, 
are said to be poised for a comeback in 1989, 
with major investments planned in tourism, 
banking and petrochemicals. 
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BRIEFING 


Hongkong's Dairy Farm buys 
7-Eleven store franchise | 

> Hongkong-based Jardine Matheson 
Holdings (JMH) has sold its 7-Eleven 
convenience store franchise in Hongkong, 
Malaysia and Singapore to group company 
Dairy Farm International for HK$450 million 
(US$57.7 million). Dairy Farm operates 320 
supermarkets in Hongkong, Taiwan and 
Australia and owns 2576 of the 600-outlet 
British chain Kwik Save. The sale involves 
cash paymentof HK$50 million and the issue 
to JMH of HK$400 million of new Dairy Farm 
shares. After the deal, MH will own 5% of 
Dairy Farm's enlarged share capital, while 
another group company, Jardine Strategic 
Holdings, will own 42.7%. 


! + Zealand ownership rules 

{ »rokerages to be relaxed 

> The New Zealand Stock Exchange on 14 
February cleared the way for greater foreign 
ownership of broking houses. The exchange 
has recommended the abolition of the 50% 
limit on ownership of stockbroking firms by 
non-members of the exchange imposed 
three years ago when corporate membership 
was introduced to supplement individual 
membership. Although still subject to 
approval by Minister of Justice Geoffrey 
Palmer and the Commerce Commission, it 
parallels a similar move in Australia last year. 
Already, most of the major corporate 
sharebroker members in New Zealand have 
links with foreign-owned financial brokers 
or financial institutions. 


Indonesia approves first 
over-the-counter bond 
D -. donesia's capital-market executive 
cuy (Bapepam) has approved a U5$5.74 
million bond issue by Dharmala Sakti 
Sejahtera, a finance company inv olved in 
banking, leasing and insurance. The bonds, 
with a 19.5% coupon rate, are the first to be 
issued on the over-the-counter market 
which opened in early February. The issue 
will be open to foreign investors. 


Two new petrochemical 
plants for Malaysia 


> Malaysia's national oil company, 
Petronas, has signed joint-venture 
agreements with Idemitsu of Japan and 
Finland's Neste Oy for the construction and 
operation of two petrochemical plants in 
Pahang. Investment is expected to total 
US$310 million and involve the production 
of octane booster methyl tertiary butyl ether 
(MTBE), propylene and polypropylene, using 
local offshore natural gas and Sabah- 
produced methanol as feedstock. About 


80% of the 80,000 tonnes a year 
polypropylene production and about 35% of 
the 300,000 tonnes a year MTBE production 
will be exported when the plants come on 
stream in May, 1992. Petronas is retaining a 
majority stake in both projects. 


Kobe Steel buys 

into US steelmaker 

> Japanese steelmaker Kobe Steel is 
forming a 50-50 joint venture with USX 
Corp. in the US to acquire and manage USX's 
bar and pipe making works in Lorain, Ohio. 
Kobe's aim is to supply steel to the US car 
industry, and in particular Japanese car 
makers which have set up US plants. The 
reported cost of Kobe's stake is Y 40 billion 
(US$310.8 million) and it is the firm's first 
venture into the US steel business, the last of 
Japan's big five steelmakers to enter the US 
market as a producer. 


Business indicators 





Australian unions to 

continue wage accord 

> The Australian Council of Trade Unions 
(ACTU) leadership on 9 February defeated a 
leftwing attempt to return to a wage policy 
which would seek rises indexed to the cost of 
living. ACTU secretary Bill Kelty, after a 
heated debate, won agreement that the next 
round of wage negotiations would be based 
on a call for a A$20 (US$17.70) a week 
income-tax cut plus A$30 a week from wage- 
restructuring agreements involving 
productivity and job flexibility. But because 
of anxiety about the present 7.7% rate of 
inflation, the ACTU agreed that this decision 
be reviewed later in the year. 


Closer economic ties 
for Australia and Pakistan 


> Australian Prime Minister Bob Hawke 
and Pakistan Prime Minister Benazir Bhutto 
agreed to raise bilateral trade by 1576 a year 


HH AMON 


and to closer economic cooperation at the _ 
end of Hawke's official visit on 9 February. 
Pakistan imports from Australia last year 
were worth US$95 million, while Australia 
imported US$59 million of goods from 
Pakistan. Hawke said that Australia was 
keen to invest in telecommunications, 
energy and animal husbandry. Among the 
projects discussed was an optical fibre link 
from Karachi to Islamabad-Rawalpindi. 


Thailand proposes export 

zones for southern provinces 38 
> Thailand's National Economicand Social — 
Development Board has proposed 


developing the five southernmost provinces E 


into a free economic zone for export 
processing. The proposal includes liberal 
investment and fiscal incentives to attract 
light industry to Yala, Narathiwat, 
Songkhla, Satul and Pattani provinces. 
Plantation agriculture and fishing now 
dominate the economy of the south, the 
development of which has long been a 
problem for Bangkok. 


Indonesia and Japan fail 

to resolve Asahan dispute 

> Three days of talks between Indonesian 
and Japanese shareholders of the jointly 
owned Asahan aluminium smelter in 
Sumatra failed to resolve a dispute over 
distribution. Indonesia cut exports to Japan 
last July after Indonesia’s demand to have its 
offtake raised from 33% to 58% was rejected. 
A provisional agreement in December 
allowed exports to resume. Another meeting 
is scheduled for March. 


Garuda announces huge 
turnaround in results 


> Indonesian state airline Garuda has 
reported a non-audited profit of US$73.28 


million on revenue of US$1.02 billion in 1988. E 


Itexpects 1989 revenueto hit US$1.09 billion. 
Garuda also reported an audited net loss for 
1987 of US$84.73 million on revenue of 
US$859.78 million, though last year it said it 
had made an unaudited profit in 1987 of 
US$180,000, and predicted a 1988 profit of - 
US$18-30 million. The airline said the 1986 
rupiah devaluation led to a US$231 million 
loss which had been written off by 1988. 


Correction 


In Back from the wilderness (PUBLIC EYE, 9 
Feb.), the quote attributed to Abdullah Ahmad 
should have read: "It's strange coming from me 
but he's the best man we could have chosen under 
the circumstances." Datuk Abdullah Ahmad was 
a deputy minister in the Prime Minister's 
Department 12 years ago. 
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aw New York tumbled a a a and took regional 
markets with it a uu Tokyo faltered a a a Seoul's climb 
continued in period ending 13 February a a u 


Shares rose for the period’s first four days, | — Share prices recovered from a three-week 
but on 13 February fell in response to W all Composite es, ER slump following an increase in copper and 
Street’s ov ernight decline. Domestic- D TE 7777 gold on the world metals market. Another 
demand related issues did best, with boost was an official denial of devaluation | 
construction stocks gaining for the fifth ^ plans. Average turnover was 1.32b | 
consecutive week. Sato Kogyo added shares, valued at P76m (US$3.56m). Dizon 

«350 (US$2.72) to 2,250 and Hazama- Mines led gainers with a 16.8% increase to 

Gumi rose ¥310 to ¥1,660. Turnover Esca cR DR ce P0.44. Oil favourite Oriental Petroleum 
averaged 1.6b shares a day, worth ¥2.1t. | MEET WEG RON SURE was up 10% to P0.044. 


The market leaped 3.4% on the first of the | The climb continued with manufacturing 
period's three days. But, first profit-taking, = ; —— shares usurping market leadership from 


particularly among properties, and later finance, construction and trade. Text*!-- 
higher interest rates and Wall Street's gained 5.1%, with Tongyang Nylon: >» 
problems, hit the market. Volume 13.695, and electronics rose 4.0% with 
averaged 1.28b shares a day worth Samsung Electronic Parts 12.6% higher. 
HK$2.36b (US$302.6m). Hongkong Bank Trading companies fell 2.6%. Turnover 
fell 5 HK cents to HK$7.50, and Hutchison averaged 15.6m shares daily, worth Won 
Wheres fell 50 HK cents to HK$11. 296.8b (Us$499.7m). 





The Kaai rose amid volatile trading as 
investors returned from the lunar new 
year holidays. Uncertainty prevailed in 
the wake of acritical US Government trade 
report on Taiwan’s currency. Average 
daily turnover fell from the week before, at 
NT$35.91b (Us$1.3b). Wei Chuan Foods 
duc ee cem ee aero. cara | gained 9.876 to NT$72.50, and United 
“EET TE SUA t» day,worths$113.9m. | rørir irn Microelectronics leaped 14% to NT$112. 


C vue Kuala a Lumpur | Share prices closed sharply higherdespite  Bf"vesenwm A steady market was hit by the Us interest 


some profit-taking. Volume in the rate rise at the end of the period. Analysts 
truncated period averaged 32.9m sharesa - expected only a minor correction. 

day, valued at M$51.35m (Us$18.80m). Turnover averaged 9.3m shares a day 
Higher tin prices sparked interest in worth Baht 715m (Us$28.21m). Phatra 
mining stocks, forcing up Malaysia | —f Thanakit fell Baht 92 at Baht 360, after 
Mining Corp. to close 20 M cents higher at - ~ going ex-rights; Tongkah Harbour fe! 
M3$3.62, while takeover target Tronoh at ee Baht 68 to Baht 418. Property company 
Mines rose 95 M cents to M$8.95, aT sar ra Star Block rose Baht 6.75 to Baht 40. 


The market followed the rest of the world : The market slipped in dull trading as 
down on fears of USinflation. Volumewas ~ “Soo xchange nde, 656.21 pre-budget nerves set in. Rumours that 


a low 432.2m shares worth A$664.4m rail freight rates would be raised by about 
(US$588m), with little institutional buying. | 7 25% hit sentiment. But heavy speculation 
The gold price slide hit mining stocks, and | > in pharmaceuticals pushed Hindustan 
BHP was a big loser, closing sharply lower | ^7 Ciba Rs 155 (Us$10.16) higher to Rs 775 and 
at A$6.98 a share. Elders closed the week Sandoz (India), Rs 12.50 to Rs 107.50. 
lower at A$2.81 on heavy turnover ahead | 77—9— | Associated Cementlost Rs 17 to Rs319 and 
of its interim results. i“prrrrrrrirrry Bajaj AutoRs23.75to Rs 382.50. 


After gaining steadily T most of the 
period, the market suffered a sharp fall 
after the weekend in response to the 
bearish sentiment on Wall Street. Hotel — 
stock OUE climbed 35s cents (18 Us cents) to | 
S$6.20 while its sister banking company, | 
OUB, gained 33 s cents to $$3.68. Volume 
was strong, averaging 66.92m shares a 
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Í New Zealand Strong overseas buying drove the market | The recent rally turned into a sharp decline 


to a post-November 1987 peak, before |. Capitalint. World index, $14. 1 after one bullish day. Factors behind the 
profit-takers brought it down again. | E 

Volume, 143.36m shares, was the highest ` 
since early 1987, while value, Nz$219m 
(US$135.4m), was thehighestsincethe — | 
~- Crash. Fletcher Challenge fell 10Nz cents to p 
am. eee NZ$525and Brierley Investments fell2 NZ | 
UOARWIIRSONGITM cents toNZ$1.61. | 







plunge included: bad inflation news, 
higher bank interest rates, depression in 
bond and dollar markets, and, ominously, 
an inverted yield curve on government 
paper. Trading was moderate, averaging 
189m shares a day. The Dow Jones 
Industrial Average fell. 
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Asia1989 Yearbook 


We give you Asia, 
minus the mystery, 
minus the myth: 


Asia, the world's most dynamic market place is home to more than half of man- 
kind. Every day events occur here which not only shape the destinies of its more 
han 4 billion population but affect the entire world as well. 


7^ The Asia 1989 Yearbook does more than just cover these events — it compiles, ana- 
7/ lyses and interprets them for the reader. No businessman or scholar can afford to ignore 
them. Nor can any professional or anyone who has dealings with or an interest in this excit- 


Decide for yourself whether any other single medium puts the social, political and economic realities of Asia at 


your fingertips as does the Asia Yearbook. 


NOW IN ITS 30TH YEAR... 


Matching the rapid pace of Asian development the Asia Yearbook goes into 
great detail, with greater insight — a book which everyone who needs to 
know about Asia should have on the bookshelf. Now in its 30th year the Asia 
1989 Yearbook is more thorough and comprehensive than ever before. 


COUNTRY-BY-COUNTRY ANALYSIS . . . 


Each country is discussed with up-to-date reviews of its Politics and Social 
Affairs, Foreign Relations, Economy and Infrastructure, complete with a 
map and lists of leading public officials. The Asia 1989 Yearbook gives you 
localised, first-hand information on everything from market potential and 
population trends to foreign aid involvement and social and cultural land- 

;. Each country chapter has a Databox giving essential vital statistics. 

here is also a statistical round-up compiled against a master question- 
naire provided by Yearbook experts. 


HOW IT IS DONE... 

Published by the Far Eastern Economic Review, the Asia 1989 Yearbook is 
the result of thousands of manhours of work during the year. Every week, 
the Review's correspondents file on-the-spot reports from every major 


Asian capital and other areas of interest throughout the region. This leading 
team of writers, analysts, experts and research staff contribute (as they have 
regularly for 30 years) to keep the Asia 1989 Yearbook on top of events. To 
give you Asia minus the mystery, minus the myth. To give you Asia as only 
the Far Eastern Economic Review can. 


SOME OF THE FEATURES YOU'LL FIND ... 


The Asia 1989 Yearbook offers completely revised chapters — covering 
another historic year in Asia, and analysing US involvement in the region 
and you will also find familiar chapters and features as well: a portrait of The 
Entire Region, The Power Game, Population & Food, Development 
Banks, Asian Finance, Asian Investment, Commodities, Energy, Aviation, 
Shipping, Fishing, Trade & Aid, the Pacific, Asian & Pacific Organisations, 
and much more. 


As in the past, the Asia 1989 Yearbook has an abundance of charts, tables 
and graphics to illustrate the material, including a full military profile of 
each regional country. 


The main body of the book contains chapters on 31 countries, ranging from 
Afghanistan to Japan, from China to New Zealand. 


To: Publications Division, Review Publishing Company Ltd., G.P.O. Box 160, Hongkong 


Please rush me copy/copies of the Asia 1989 Yearbook. 
O I enclose a cheque/postal order for 
O Or, please charge my credit card (tick one) 

















American Express O Diners Club O MasterCard LJ Visa O |HK$225.- 
Card no: __ Expiry Date: 
(Please print in block letters) S US$28.95 US$30.95 
Name: — Signature: ETE 
£18.00 £20.50 
Address 
"n $$60.50 | S$65.00 
Asia 1989 Yearbook (Soft Cover) M$82.50 





No. of copies O bysurface (© byairmail* 













Asia 1989 Yearbook (Hard Cover) 
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‘TED ADVERTISEMENTS 








IMPORT AGENTS FOR R RAW MATERIALS AND 
| FINISHED PRODUCTS. SECRETARIAL, INVOICING, 
| FAX, TELEX AND CONFERENCE ROOM FACILITIES. 

NEAR SYDNEY AIRPORT, CLOSE TO CENTRAL BUSI- 
| NESS AREA, CITY HOTELS AND SEA. AIRFREIGHT 
| SERVICES AND LIGHT WAREHOUSING AVAILABLE. 


BOTANY BAY IMPORTS EXPORTS PTY LTD 
14/2 Burrows Read South 

St Peters Sydney NSW 2044 Australia 

Telephone (02) 550 3890 Fax (02) 516 2243 


Publication Property| 


HOW TO LEGALLY s A 


SECOND FOREIGN PASSPORT | 


With a second passport you can have 


more freedom, enjoy greater security | 


and save a fortune i ir taxes. 


Exciusive. Special Report -- examines | 
over 40 countries, reveals how to get à 
i passport legally, easily, quickly 
sappy. Fully T and updated, 


ton — OUT 
£50 (US $90) or further details from: 


SCOPE LTD, 64R MURRAY ROAD 
PORTSMOUTH PO89JL UK _ 

Credit card orders by phone or fax ac- 
cepted, 


Phone: +705 597440 
Fax: +705 591975 


No-nonsense money-back guarantee | 
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Readers are recommended 
to make appropriate enquiries and take appro- 
priate advice before sending any money, incurring 
_| any expense or entering into a binding commit- 
| ment in relation to an advertisement. The Far 
.; Eastern Economic Review shall not be liable to 
; any person for loss or damage incurred or suffered 
., as a result of his/her accepting or offering to ac- 
- cept an invitation contained i in any advertisement 


d 





WEALDEN HOUSE 
FREE RELOCATION SERVICE 
For properties in the U.K. We have a 
| comprehensive portíolio of properties 


| throughout the U.K. Full property man- | 
| agement services also available. 


Birdbrook, Stonegate, Wadhurst, East 
Sussex, England. TNS7EU | 


| Tet: 0435 883517, Fax: 0892 515789, | 





Telex: 9312102325 TWG 


If you have something 
to say... say it 
in the Classifieds! 
















Courses | 


POLICY STUDIES 


This taught MA Course provides a broad overview of policy 
development in broadcasting, telecommunications, mass 
communications and information technology plus detailed 
analysis of sectors or issues of the student's own choice. It 
can be taken full-time over one year or part-time over two 
years. | 

The Course is inter-disciplinary and includes teaching on: 


COMMUNICATIONS AND TECHNOLOGY 
POLITICAL & ECONOMIC ANALYSIS OF 
COMMUNICATIONS POLICY 
RESEARCH METHODS FOR COMMUNICATIONS 

| POLICY -— 
INTERNATIONAL & BRITISH & AMERICAN 
COMMUNICATIONS POLICY 
JAPAN AND THE PACIFIC BASIN — INFORMATION 
AND COMMUNICATIONS 


DEVELOPMENT ECONOMICS AND 
COMMUNICATIONS 


Facilities for research leading to MPhil and PhD degrees are 
available. 

Further details and applications forms from: Secretary: Com- 
munications Policy Centre, Department of Social Science and 
Humanities, City University, Northampton Square, London 
ECIV OHB. Tel: 01-253 4399, Ext. 4505. 



























| Appointments 


POSITION OPENING 
Management/Public Administration 

Training Specialist 

Dhaka, Bangladesh 
The U.S. Agency of international Devel lopment Mission to Bangladesh is seek- | 
ing a consultant for a three-year assignment in Dhaka, Bangladesh who will be | 
responsible for coordinating efforts of USAID, the Bangladesh Govemment, and 
a cross-cultural technical assistance team to aes a large management | 


public administration/training project. Salary will be based on the applicant's sal- 
ary history. Housing and full allowances will be provided. 


Qualifications: Master's degree in Public Administration or a management- 
lated discipline, work experience in training, comparative public administration (o 
EE policy, project evaluation, management, and/or academic counsel | =o 
ling placement, strong English writing and analytical skills, experience in re- | 
search and/or teaching but preference for operations-oriented policy and ad J = 
ministrative work, computer literacy, familiarity with the region, Proven expertise | 

in working with senior-level cross-cultural teams and skill in producing team f - 
documents also desirable. | 


Send expressions of interest, curriculum vitae, SF171, and writing sample to | 
Contracting Officer, USAID/DHAKA, soap Al of State, Washington, D.C. | 
20520-6120. Allow up to four weeks for mailing from U.S. address. Allow two 
weeks for DHL from U.S. direct to Contracts’ Officer, USAID/DHAKA, American | - 
Embassy proni) Baridhara, Dhaka, Bangladesh. Applicants from outside U. S. 1 vx 
may also airmail to USAID. GPO 2693. Rzamna. Dhake-2. Banaladesh. Ab doo. 


















. Return of a runaway 

While still a teenager, Chung Ju Yung 
sneaked away from his family's rice farm 
early one morning to make his way in the 
world. His father caught him and dragged 
him home. The 73-year-old Chung’s 
homecoming 60 years later in late January 
_ Was more auspicious. 

The founder of the huge South Korean 
conglomerate, Hyundai, swept into the 


-in a Mercedes. A fleet of trucks followed, fill- 
-ed with gifts. On hand to greet Chung were 
. 300 relatives, former classmates, villagers 
.| and communist party officials. It was the 
" "| first official visit by a South Korean busi- 
—; | nessman since the Korean War ended more 
— ^| than 35 years ago, and the most tangible 
sign of a diplomatic thaw across the penin- 
sula. 
| After making his way to Seoul, Chung 
| worked his way up from delivery boy and 
— | derk for a Japanese rice mill. Although 
- p his only foreign language is Japanese, an 
©}: English-speaking brother helped him parlay 
| friendships with American soldiers into 
al lucrative construction contracts during the 
eg Korean and Vietnam wars. 
Reon | A stern, autocratic manager who finds it 
. .| difficult to delegate authority, Chung nomi- 
. | nally turned over control of Hyundai to one 
[p Of his brothers two years ago. The man who 
| built the world's largest shipyard now plans 
a huge reclamation project on the rice-grow- 
ing west coast which will account for 2% of 
South Korea's paddy land when it is com- 
pleted. 


~~~) Sen. Leticia Shahani is a typically assertive 
|... | Filipina; she does not shy away from a fight. 
«^| As chairman of the senate foreign rela- 
«. ,| tions committee, Shahani y finds 
| herself in hot political water, and she 
- | seems to enjoy it. Now she is the politic- 
^| ian China most loves to hate following a 
| 23 January senate speech in which she called 
for a “quasi-official” re- 
lationship with Tai- 
wan (Manila’s one- 
Chiza policy recog- 
nises only the Peking 
government). 
“The speech is not 
m proTaiwan nor pro- 
EE Peking but pro-Fili- 
ENS pino,” said the 59- 
ERE year-old Shahani, who 
looks at Taiwan as a 
neighbouring economic model on whose ex- 
perience and resources the Philippines could 
draw. Shahani, a widow with three children, 
has historical links with Taiwan. Her late 


| 

. One senator, two Chinas 
| 
| 
















PUBLIC EYE 


et a raa reris pean AHI edt rem em rr enam rene P enn tp, pins hhe hel n en E Am te ta Pp e rn rer er Pra ee ie 


sador to Taipei before Manila established re- 
lations with Peking in 1975. 

Shahani avoids mention of her brother — 
Defence Secretary Fidel Ramos. About the 
only thing she shares in common with 
Ramos, a frontrunner in the 1992 presiden- 
tial elections, is that they jog every morning 
to keep fit. She also plays table tennis. But it 
will take more than ping-pong diplomacy to 
remove Chinese suspicions of theoutspoken 
senator. 


Hosting glasnost 

The suave Soviet ambassador to Peking, 
Oleg Troyanovksy, is an outstanding exam- 
ple of glastnost and perestroika. 

During his foreign minister's visit this 
month to Peking, the 70-year-old doyen of 
the Soviet diplomatic corps threw open the 
doors of the palatial embassy to reporters. A 
press centre was set up where officials 
briefed reporters every night about the day's 
events, in contrast with the Chinese side. 

Fluent in English and French, Tro- 
yanovsky is a graduate of the Moscow In- 
stitute of Philosophy, Literature and History 
as well as the Moscow Foreign Languages In- 
stitute. He brought formidable experience to 
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the job when he took over in 1986. He had 


been permanent representative to the UN 
1977-86 and ambassador to Japan 1967-76. 

Consequently, he is as much at much at 
ease with nagging foreign reporters as in the 
dining rooms of Western embassies. At a re- 
cent dinner, he orchestrated the conversa- 
tion with talk of the comparative merits of 
Swedish and French tennis players and with 
an array of jokes. 


Hoh's perfect match 


Like many South Korean wives, President 
Roh Tae Woo's attractive First Lady, Kim Ok 
Sook, 53, generally takes a back-seat role. On 
the tennis court, however, Kim is just as 
commanding as her husband — something 
Australian Prime Minister Bob Hawke was 


able to witness when he and his wife visited | 
Seoul in early February. The Hawke-Kim : 


partnership won against Roh and Hazel 


Hawke, as did the Roh-Kim pair against the | 


Hawkes. 


When she visited Australia last year with i 


Roh she played former Wimbledon cham- ` 


pion John Newcombe who laughingy c com- 
plained: “The harder! | - 
hit the ball at her, the | 
harder she hit it back.” | 
Friends credit tennis : 
with helping Kim | 
overcome a spate of - 
nagging health prob- — 
lems she suffered in 
her earlier years. Now, 
she can play all day. 

Kim's — back-seat : 
role extends to not 
speaking English when she is with her bus 
band — she does not want to show him up 
with herbetter grasp ofthe language. During 
single engagements in Australia, however, 
she communicated freely, and with charm 
and intelligence captivated her hosts. It is a 
side of her character few Koreans get to see. 

Roh met Kim through her elder brother, 
Kim Bok Dong — Roh's Korean Military 
Academy classmate who is credited with 
playing a crucial behind-the-scenes role in 
last year's political breakthrough. She was 
then a trainee teacher at Taegu's Kyonbuk 
University. The First Couple celebrate 30 
years of marriage next May. 


Quipping through Asia 

Australian Foreign Minister Gareth Evans 
45, has managed his first Asian swing in his 
new job without unfortunate incidents. 


Aides report an inexhaustible appeti r 


quizzing foreign leaders, eating local , 


and meeting local people. Especially lively. 


meetings were held with Cambodia's Prince 
Sihanouk, Chinese Premier Li Peng, Viet- 
nam's Nguyen Co Thach and Philippine Pre- 
sident Cory Aquino. 

In Hongkong, the tall, bearded Evans al- 
most let his quips get away from him, intent 
as he wason dispelling local suspicions of re- 


surgent racism in Australia's immigration 


policy. Talking to reporters about common 
values in the new "multicultural" Oz, he 
listed “representative government" as a 
value "shared by at least some people in 
Hongkong." But he quickly backed off when 
pressed on whether Hongkong should have 
a fully elected legislature after 1997. 

Evans, a Melbourne QC, combines an in- 
tense intellectual curiosity with a certain tes- 
tiness at those who do not keep up. On at 
least one occasion, Evans is known to have 
flung an ashtray at the head of a ded 
department chief. 
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prove youre really going places? 





You do if youre reaching for the sky. 





MNC&H/THA/5226 A 


From Bangkok to Brisbane, Delhi to Dusseldorf, Sydney to Seattle, Kathmandu to Copenhagen, Thais 
ever-expanding network now reaches to seventy cities across five continents. Over 1,150 flights ever; 
week of the year. And we fly to more countries in Asia than any other airline in the | 

world. Thai. Centuries-old traditions. Innovative thinking. State-of-the-art technology. | Thai 
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